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Moving Your Brand Up-Scale:Theory and Suggetive Evidence 
from Japanese Entry into the U.S. Car Market 

 

Myeong-Hyeon Cho* and Patrick DeGraba** 
 

This paper argues that it is difficult for a firm to extend a well respected brand 
name from a given quality segment to a higher quality segment.  We argue that 
to enter a higher quality segment, a firm must either introduce a new brand 
name, or use the existing brand name in the upscale market and cease using it 
in the lower level market.  We present suggestive empirical evidence from 
Japanese entry into the U.S. luxury car market. 

 

1. Introduction 
 
 In the early 90's several well known and successful companies operating in the mid-
price segment of the hotel industry including Holiday Inn, Ramada, and Quality Inns 
attempted to enter the upscale segment of the market by opening properties that 
prominently featured the company's name (respectively, Holiday Inn Crowne Plaza, 
Ramada Renaissance, and Quality Royal Hotels).  Similarly, Hyatt Regency an existing 
upscale hotel, attempted to expand into the luxury hotel market by opening a set of 
properties using the name Park Hyatt. 
 
 These company names clearly had widespread recognition with customers.  The 
reasoning behind the decision to use these names was that this recognition would be 
valuable in launching the new upscale projects.  Despite the name recognition, these 
projects on average met with less financial success than anticipated. 
 
 The strategy of extending an existing brand name upscale used in the hotel industry 
is interesting especially when contrasted with the strategy used by Honda, Toyota and, 
Nissan in the automobile industry in the late 80's.  Each of these companies, which was 
successful in the mid price automobile segment, were able to enter successfully the luxury 
car market using the strategy of selling in this market under a new brand name (Acura, 
Lexus, and Infiniti respectively) as opposed to using the existing company names.  To 
date these projects have been profitable. 
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 It is also interesting to note that Honda, Toyota and, Nissan all entered the U.S. 

market as small economy car makers 1  and were able to move their name from 

inexpensive economy vehicles to more expensive family sized autos over a period of 20 

years.  Thus these manufactures who had successfully improved the quality of car 

associated with their company names chose not to take their company name into the luxury 

car market. 

 These events suggest an interesting question.  Under what conditions can a firm 

successfully sell a product of a given quality using a respected brand name associated with a 

lower quality?  In other words, when can a firm profitably move a brand name up-scale? 

 In this paper we will argue that a company can move a successful lower quality 

brand name to a higher quality level only if it discontinues the sales of the lower quality 

product.  Thus we argue that Park Hyatts and Holiday Inn Crowne Plazas would have 

been more profitable had Hyatt and Holiday Inn stopped using their names on their other  

properties.  Similarly, Honda could have successfully sold Honda Legends and Integras if 

it discontinued the sales of Honda Accords and Civics.   

 This result suggests that if a firm wants to produce a higher quality line and 

continue to produce the (successful) low quality line its most profitable option may be to 

introduce a new brand name for its new high quality line. 

 The intuition behind our argument is the following.  Suppose a well known maker 

of a lower quality product attempts to develops a higher quality version of that product, but 

only has probabilistic information about whether this high quality product will work.  (Thus 

                                                           
1 At the time Nissan was called Datsun. 
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Hyatt can offer a set of amenities in a hotel called the Park Hyatt, but has only probabilistic 

information about how customers will judge this experience relative to staying at say the 

Four Seasons.)  If customers see this firm expending resources to convert the production 

of the successful lower quality product into production of a higher quality product, they will 

(correctly in equilibrium) infer that the company believes strongly that the new product will 

work and will therefore be willing to pay a high price for it.  On the other hand if they see 

the company continue to sell its lower quality product they will view this as hedging and 

infer that the company does not have much faith in its new product.  Consequently they 

will not be willing to pay a high price for it.   

 Thus abandoning a successful lower quality line in favor of a higher quality line 
provides a signal of a company's belief about its ability to produce a higher quality product 
(similar to advertising in Nelson (1974)) since only a company that believed its new product 
would work, would be willing to forgo profits from an existing successful line. 
 
2. The Basic Model 
 

 Consider a product that has a two components, a basic component, b, that is 

required for the product to be of any value at all, and an enhancement component, e, that 

increases the value of a product that possesses a working version of b.  Let Vb be the 

valuation each risk neutral customer has for the basic product, and Ve be each customer's 

valuation of the successfully enhanced product.   

 The product is sold by a risk neutral monopolist in a three period market.  Customers 

demand one unit of the product per period.  We assume that units are normalized so that 

the quantity demanded in a period has unit mass.  At the beginning of period 1 the 

monopolist is known to be able to produce the product with a working version of b at zero 
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marginal cost, and has enough capacity to sell to all customers.  The monopolist has also 

completed an R&D project to develop a version of e.  This R&D has two possible outcomes.  

In the good outcome, which occurs with probability g, the monopolist knows that e works with 

probability 1.  In the bad outcome, which occurs with probability 1-g, the monopolist knows 

only that e works with probability r, and (therefore) does not work with probability 1-r.  (The 

bad outcome can be thought of as an auto company can design an expensive new car, but 

be unsure if customers will think it rides and feels like a luxury car.  Similarly, a hotel 

commpany can renovate an existing building and hire a new staff, but having only 

probabilistic beliefs about how customers will judge the quality of the new hotel.) 

 Once the monopolist observes the outcome of the R&D he must decide whether to 

convert a minimum amount of his capacity, l < 1 into the production of the enhanced good 

or all of his capacity into the production of the enhanced good.2  The monopolist incurs a 

sunk cost per unit of capacity converted.  Thus if he converts l units of capacity, he spends 

lE, while converting all of his capacity costs E.  For simplicity, enhanced goods are also 

produced at zero marginal cost. 

 Whether or not e works cannot be determined before the first period in which it is 

sold.  However, once this initial period is over, all customers and the monopolist learn if 

the monopolist's version of e works.  If it is learned that e works the monopolist may 

convert all of his capacity to the production of the enhanced good (again at a cost of E per 

unit of capacity) at the beginning of period 2 (if he has not already done so at the beginning 

                                                           
2  The idea that at least  units of capacity must be converted is consistent either with the idea that there is a minimum 

efficient scale, , or that capital is lumpy and must be converted in discrete units.  Thus a hotel chain has to renovate at 

least one entire hotel and an automobile manufacturer must convert one entire assembly line. 
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of period 1).  If e does not work the monopolist can return all of his capacity to producing 

the basic good with no additional costs. 

 At the beginning of period 1 customers cannot tell if e will work, but can observe if 

the monopolist has converted all or only part of his capacity to producing the enhanced 

good.3  Conditional on this observation the customers infer (if possible) the outcome of the 

R&D and decide the maximum amount they are willing to pay for the enhanced good. 

 The monopolist then sets a period 1 price for the enhanced good and the basic 

good (if he sells the basic good at all).  Period 1 purchases are made and everyone learns 

if e works or not.   The monopolist then decides whether to produce the enhanced good or 

not in period 2 and whether to increase the amount of capacity devoted to producing the 

enhanced good.  Sales are then made in period 2 and again in period 3. 

We impose the following parameter restrictions: 

 

R1) (1-l)(1-r)E > (1-lr)(Ve - Vb) 

R2) r(2+l)(Ve - Vb) > (1-(1-l)(1-r))E 

 

 R1 says (roughly) that a unit of capacity that is converted in period 1 must generate 

more than 1 period of enhanced sales to be profitable.  R2 says that the ex-ante expected 

value (of subsequent optimal production) of converting l units of capacity to producing the 

enhanced product exceeds the cost of conversion.  This simply ensures that a monopolist 

                                                           
3 Note customers need not observe the actual percentage of capacity converted.  They need only observe that the 

monopolist offers either both the basic and the enhanced product or just the enhanced product. 



Proceedings of 8th European Business Research Conference 

24 - 25 April 2017, ESCP Europe Paris, Paris, France 

ISBN: 978-1-925488-33-3 
 

 6 

always finds it better to convert at least l units of capacity than to convert no units of capacity.  

By isolating E in R1 and R2 and considering values of r and l less than 1 we can show that I1 

holds: 

 

I1) 2(Ve - Vb) > E > Ve - Vb 

 

 Given I1 it is clear that the decisions made from period 1 on are trivial.  Period 1 

purchases are made and it is revealed whether or not e works.  If e works then the 

monopolist converts all his capacity (if not already done) to the production of the enhanced 

good and sells it at a price of Ve.  If e does not work then the monopolist sells only the 

basic good at a price of Vb.   

 We therefore construct the following game involving only the pre-period 1 decisions 

and treat the continuation from period 1 on as parametric. 

Monoplist learns 

if e works for sure 

or with prob 

Monoplist  converts 

either     or 1. 


Customers observe 

choice and set  

reservation price 

for enhanced good.

Monopolist sets  

price of enhanced 

good.

Period 1 

purchases occur  

value of e is observed...

 

 

 

 The strategy of the monopolist is to choose from {l, 1} conditional on observing the 

outcome of the R&D, and a function that maps this choice and the outcome into a price for 
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the enhanced good.4  (The price of the basic good if sold will be Vb.)  The strategy for a 

customer is to choose a reservation price for the enhanced good conditioned on the 

monopolist's choice.  

 The payoff for the monopolist is the revenue earned from the sales of the goods 

less the costs of converting his capacity from production of the basic good to the production 

of the enhanced good.  The payoff to the customers is the sum  of the (expected) value 

received from the good in each period less the price paid for the goods.  We consider only 

subgame perfect Nash equilibria. 

 

PROPOSITION 1.  There exists a separating equilibrium in which the monopolist converts all 

of his capacity if he knows e works for sure and converts only l of his capacity if he knows e 

works with probability r.  Further there is no pooling equilibrium in which the monopolist 

who is unsure of the status of e converts all of his capacity to the production of the 

enhanced product in period 1. 

 

Proof:  Clearly if the monopolist learns that e works with probability 1 his dominant strategy 

is to convert all of his capacity to producing the enhance product (see I1).  Thus we need 

only consider what happens when he learns that e works with probability r. 

                                                           
4 It might seem restrictive not to allow the monopolist to convert any fraction of his capacity.  However, since 

customers cannot observe the actual level of capacity converted, and exactly the same information about e is obtained 

regardless of the percentage of the capacity converted, the monopolist would never find it optimal to convert any 

fractions other than  or 1. 
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 Suppose customers choose the strategy of paying Ve for the enhanced good if the 

monopolist converts his entire capacity and rVe + (1-r)Vb if the monopolist converts l of his 

capacity.  In this case converting l units of capacity leads to a payoff of  

l(rVe + (1-r)Vb) + (1-l)Vb - lE  + r(2Ve - (1-l)E + (1-r)2Vb whereas converting all of his 

capacity yields a period 1 payoff of Ve - E + r2Ve + (1-r)2Vb.  Thus converting l units of 

capacity is a best response to the customers' strategy whenever l(rVe + (1-r)Vb) + (1-l)Vb - 

lE  + r(2Ve - (1-l)E + (1-r)2Vb> Ve - E + r2Ve + (1-r)2Vb.  R1 is just a restatement of this 

condition. 

 Now consider the possibility of a pooling equilibrium.  In a pooling equilibrium 

customers are only willing to pay gVe + (1-g)(rVe + (1-r)Vb).  Since we have shown that a 

monopolist who is unsure if e works is not willing to convert all of his capacity when customer 

are willing to pay Ve he is not willing to convert all his capacity when they are willing to pay 

gVe + (1-g)(rVe + (1-r)Vb).  Since it is a dominant strategy for the monopolist who knows that 

e works to converts all his capacity in period 1, it can never be a subgame perfect equilibrium 

response for customers to pay the same price to monopolists who convert all of their capacity 

and monopolists who convert only part of their capacity.  QED 

 

 The intuition behind this proposition is simple.  When an established company 

wishes to sell a product that constitutes an enhancement over its existing products, simply 

affixing the company's name to this new product may be of little value in and of itself.  If the 

company commits only a small amount of resources to the new product (i.e. continues to sell 
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the basic product) then it signals to customers that it is unsure if the new product will work 

better than the old.  However if the company commits many resources to the new product 

(i.e. converts its entire production facility to the enhanced product) then it signals to 

customers that it "has faith" in its new product and is rewarded with higher profits. 

 While there are clear similarities between the advertising as signal of quality 

literature and this work, our formulation present two differences.  First we note that the 

expenditure that signals high quality is spent on resources that ultimately generate the high 

quality good. Thus the expenditure is not socially inefficient as is the case in the advertising 

literature.   

 Second, in the signaling literature only ex-post high quality products signal and ex-

post low quality products do not signal.  By introducing probabilistic information regarding 

quality on the part of producers, it is possible for ex-post high quality products not to signal 

and ex-post low quality products to signal.  Thus our model provides an explanation for 

why in equilibrium Hyatt would introduce a high quality product using a low quality name 

and earn below industry average profits. 

 

 

 

3. Suggestive Evidence 

3.1 Empirical Implications 

 The theoretical model suggests two empirical implications.  One is about a firm’s 

resource commitment and the other is about firm performance after brand upscaling.  As 
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for the resource commitment, the model suggests that a firm would move resources out of 

producing lower quality goods and into higher quality goods when all goods are under the 

same brand name.  This implication is very consistent with commonly observed stylized 

facts which are presented in many articles and books.  For example, in their famous book, 

Bartlett and Ghoshal (1994) argue that a number of U.S., European, and Japanese firms 

(e.g., DEC, Electrolux, and Komatsu) have managed to evolve from relatively small national 

players to major worldwide competitors by adopting a careful upscaling from lower quality 

to higher quality.   

 They say (pp. 290) “Given the preoccupation of many industry leaders with up-

scale, high margin products..., emerging companies often focused initially on low-margin 

product such as small TV sets or subcompact cars...” Bartlett and Ghoshal further argue 

“Once these building blocks for worldwide advantage (volume and quality) were in place, 

the challenger typically moved rapidly to convert its low-profile foothold into a strong 

permanent position ... Dramatic scaling up of production facilities -increases capacity 30 

fold in five years as Matsushita did for VCR -typically proceeded a new wave of new 

product introduction.” 

 The other but more direct implication of the model is that the performance of a firm 

introducing a new brand name to enter a higher quality segment should be better than that 

of a firm which enters the higher quality segment using the same brand name it has 

employed in the lower quality segment.  The model suggests that this is because the extra 

money sunk into starting a new brand signals the firm’s confidence in the quality of it’s new 
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brand.  Since, unlike the implication on the resource commitment, this implication has not 

been extensively studied, our empirical investigation focuses on this issue. 

 The U.S. luxury car market provides a good place to examine this implication. 
Recently, some firms entered this market by introducing new brand names, while other 
firms entered without introducing any new brands.  Though limited observations make it 
difficult to perform a formal test of the implication, the comparison of performance between 
these two different types of firms would provide some important clues to the empirical 
validity of the model. 
 
3.2 Data and Results 
 
 Sales quantity is used as a proxy for firm performance.  Though profits or cash 
flows are the better performance measure, the product line profits or cash flow data are not 
publicly available.  Data on sales quantity in the U.S. luxury car market is collected from 
various years of Ward’s Automotive Year Book.  The data source shows the quantity sold 
of a specific model in the U.S. market in a specific year.   
 
 As a preliminary step, we examine the sales performance of different types of firms 

in the U.S. luxury car market.  Specifically, we compare the sales performance of the firms 

which entered the luxury segment employing new brand names and that of the firms which 

entered the luxury segment with existing brand names.  Honda, Toyota, and Nissan 

introduced new brand names such as Acura, Lexus, and Infinity when they entered the 

luxury car segment.  On the other hand, Mazda and Mitsubish introduced their luxury cars 

using the same brand names they had used in the lower quality segment -i.e., Mazda 929 

and Mitsubish Diamante.   

 The results of the preliminary comparison of sales performance between luxury cars 

with new brands (Acura, Infinity, and Lexus) and luxury cars with existing brands (Mitsubish 

Diamante and Mazda 929) in the U.S. luxury car segment seem to be consistent with the 

empirical implications of the theoretical model.  The results are illustrated in Figures 1.  

The results show that the sales quantity of the Acura, Infinity, and Lexus brands increased 



Proceedings of 8th European Business Research Conference 

24 - 25 April 2017, ESCP Europe Paris, Paris, France 

ISBN: 978-1-925488-33-3 
 

 12 

over time, while Mitsubish Diamante and Mazda 929’s sales are sluggish over time.  The 

results suggests that firms introducing new brand names to entered a higher quality 

segment performed well over time relative to firms that entered the higher quality segment 

using the same brand name employed in the lower quality. 

 Though the preliminary findings seem to support the implications generated from 

our model, it is possible that the findings might be a result of spurious correlation between 

sales performance and other omitted variables.  For example, the high sales performance 

of Acura, Infinity, and Lexus might be driven by the high sales performance of the low end 

models of these luxury brands (e.g., Acura Integra and Infinity G20).  Furthermore, the low 

end models of these luxury brands might cannibalize the sales of high end models of lower 

quality brands such as Honda Accord, Toyota Camry, and Nissan Maxima.  If this is the 

case, the preliminary results are misleading.  As a next step, therefore, we examine the 

sales performance of the two different groups by controlling effects of several possible 

omitted variables. 

 We first investigate the possibility of cannibalization, which we discussed above.  

We examine the sales performance of the Honda Accord, Toyota Camry and Nissan 

Maxima after luxury brands are introduced.  They indicate that the sales performance of 

Honda Accord, Toyota Camry and Nissan Maxima are strong even after he introduction of 

new luxury brands.  The results suggest that the strong sales performance of new luxury 

brands (Acura, Lexus, and Infinity) are not the result of cannibalization of the high end 

models of their lower quality brands (Honda, Toyota, and Nissan) 
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 Next, we compare the sales performance of the Acura Legend with that of the 

Mazda 929.  We also compare the sales performance between Lexus 300 and Mitsubishi 

Diamante.  For the top of their luxury line model, Honda introduced the Acura brand in 

1986 and named it Acura Legend, while Mazda introduced the top of its luxury model in 

1987 and named it as Mazda 929 without introducing a new brand name.  The two models 

are introduced at similar prices.   Similarly, Mitsubish entered the luxury car market in 

1991, with a new model name (Diamante) but used the same brand name (Mitsubish), 

while Lexus 300 was introduced into the luxury car market in 1992 at a similar prices to 

Mitsubish Diamante. 

 These comparisons control the possible effects of several omitted variables on the 

sales performance.  First, since the Acura Legend and Mazda 929 (Mitsubish Diamante 

and Lexus 300) were introduced into the U.S. market in adjacent years, the comparison 

reduces the possible effects of overall macro-economic conditions on car sales.  Second, 

the two models were introduced at similar prices.  If the price is a reasonable proxy 

for ”class” within the luxury segment, the Acura Legend and Mazda 929 (Mitsubish 

Diamante and Lexus 300) are in the same class.  This would reduce the effects of class 

within the luxury segment.  Finally, since all companies are Japanese companies, the 

comparison also eliminates the possible effect of country-of-origin on the sales.   

 The comparison of the Acura Legend and the Mazda 929 (Lexus 300 and 

Mitsubishi Diamante) would, therefore, provide a more direct way of examining the 

empirical implications of our model by controlling the possible effects of economic 

conditions, class, and country-of-origin.  If the prediction of our model is correct, we expect 
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to see a higher sales performance of the Acura Legend (Lexus 300) than Mazda 929 

(Mitsubishi Diamante).  Figure 2 shows the sales performance of the Acura Legend vs. the 

Mazda 929 and the Lexus 300 vs. the Mitsubishi Diamante.  The results suggest that, over 

time, firms that introduced new brands into the higher quality segment outperformed firms 

that did not.  The Acura Legend greatly outperformed the Mazda 929 as did the Lexus 300 

compared to the Mitsubish Diamante.   

 However, there still might be important ommited variables that may affect the 

results through spurious creelation with the sales performance and “quality” might be one of 

them.  That is, the results might be the reflection of the possibility that the Acura Legend 

(Lexus 300) are simply better cars than the Mazda 929 (Mitsubish Diamante).  And 

knowing that their cars are inferior, Mazda and Mitsubish might decide not to spend the 

additional money to start a new brand because they knew they would not sell as well.  To 

examine this possibility, we investigate the independent evaluation of quality by Consumer 

Reports.  We searched various issues of Consumer Reports for its evaluation of Acura 

Legend, Mazda 929, Mitsubish Diamante, and Lexus 300.   

 Consumer Reports tested all of these four models in many aspects, such as 

reliability and safety, and rated these cars as ones with excellent quality.  This suggests 

that the above discussed hypothesis is unlikely to be true.  For example, in its quality 

evaluation of Acura Legend and Mazda 929, Consumer Reports (pp. 157, July 1989) states 

“You can safely base your choice on service convenience, styling, or whim,” suggesting 

that the quality of both Acura Legend and Mazda 929 are equally excellent.  Furthermore, 

in comparison with other cars in the same class, it states “Mercedes-Benz 190, BMW 325I, 
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Volvo 740 GLE, and Saab 900s are tested out very well, though none of those are likely to 

be as reliable as the Japanese models (Acura Legend and Mazda 929),” suggesting better 

quality of Acura Legend and Mazda 929 than their European competitors. 

 Another possible omitted variable that might affect the results presented in Figure 2 

is advertising.  We, therefore, examine the impact of advertising intensity on car sales.  If 

Mazda and Mitsubish did not advertise their cars (Mazda 929 and Mitsubish Diamante) as 

much as Acura Legend and Lexus 300, this might have caused lower sales of Mazda 929 

and Mitsubish Diamante.  If the prediction of our model is correct, we expect to see a 

higher sales performance of the Acura Legend (Lexus 300) than Mazda 929 (Mitsubishi 

Diamante) even after controlling for the possible effect of advertising.   

 The impact of advertising on sales could be examined by studying the relationship 

between the level of advertising and sales level during the period around the introduction of 

a new model.  We focus on the relationship in the year when the new model is introduced 

and the year after period (hereafter “introduction period”) to avoid a simultaneity problem in 

the relationship.  Simultaneity problem might occur after the introduction period.  During 

the introduction period, firms allocate advertising budget to boost the sales of the new 

model regardless of sales performance.  During the post- introduction period, however, 

firms typically allocate advertising budget based on current year’s projected sales (which is 

based on the past sales) of the new model.  This suggests a possible simultaneity problem 

that the sales level affects advertising level and, at the same time, advertising may affect 

sales performance.  Therefore, the impact of advertising on sales, if any, would be more 

clearly detected during the introduction period. 
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 The Data on the advertising amount of specific car models is collected from 

Company/Brand $ published by Leading National Advertisers, Inc.  The source publishes 

yearly advertising expenditures for a specific brand in different media such as TV, radio, 

newspaper, magazines, etc.  Total advertising expenditure for a specific model or brand is 

the total amount spent on the model or brand in 7 different advertising mediums. 

 The advertising expenditures for each of the four models are shown in Table 1. 

Table 1 show that the impact of advertising expenditure on sales is not clear cut.  

Comparison of the dollar amount of advertising expenditures on Acura Legend and Mazda 

929 suggests that the higher sales performance of Acura Legend might be affected by 

higher level of advertising expenditures during the introduction period.  However, when we 

compare the dollar amount of advertising expenditure on Lexus 300 and Mitsubish 

Diamante suggest that that is not the case.  Though advertising expenditures on Mitsubish 

Diamante are about 2.5 times as high as that on Lexus 300, Diamante’s sales performance 

is about half of the Lexus 300’s during the introduction period.  Furthermore, though it is 

difficult to compare directly the sales performance of Acura Legend and Mitsubish 

Diamante because they are introduced in different years, the comparison of these two 

model suggests that similar level of advertising expenditure did not generate similar level of 

sales despite equally excellent quality.   

 In summary, the investigation of sales performance of firms in the U.S. luxury car 

market provides some suggestive empirical evidence that is consistent with the implication 

of our theoretical model.  The results show that the performance of firms introducing new 

brand names to enter a higher quality segment should be better than that of firms which 
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enter the higher quality segment using the same brand names they have employed in the 

lower quality segment.  Though not conclusive due to the limited observations, the results 

strongly suggest that it is the extra money sunk into starting a new brand (e.g., Acura and 

Lexus) that caused higher sales of these brands.   

We also investigate the other implication of the theoretical model:  Firms which adopt a 

new brand to enter a higher quality segment would increase their resource commitment to 

the new brand over time and decrease their resource commitment to their existing brands 

in the lower quality segment.  The implication is  explored by examining the resource 

commitment patterns of the firms that introduced a new brand in the luxury car market.  

The advertising expenditure for the luxury car lines (e.g., The Acura brand in Honda 

Corporation) relative to that for the lower end car lines (e.g., Honda brand in Honda 

Corporation) of a firm is used as a proxy for the firm’s relative resource commitment to the 

luxury line.  The examination of the patterns of relative advertising expenditure over time 

can show the changes in a firm’s resource commitment.  Note that the absolute amount is 

not important here. 

 The theoretical model predicts that the ratio of advertising expenditure of Acura 

(Infinity and Lexus) brands to that of other Honda (Nissan and Toyota) brands would 

increase over time.  Furthermore, the theory also predicts the decrease in the advertising 

expenditure of even successful lower end car lines relative to the advertising expenditure of 

luxury car lines.   

 Data on the advertising amount of specific car models is collected from 

Company/Brand $ published by Leading National Advertisers, Inc.  The source publishes 
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yearly advertising expenditures for a specific brand in different media such as TV, radio, 

newspaper, magazines, etc.  Total advertising expenditure for a specific model or brand is 

the total amount spent on the model or brand in 10 different advertising mediums. 

 Results of the investigation of the advertising expenditure for the luxury car 

segment relative to the lower end segment over time show a pattern that is consistent with 

the empirical implications of the theoretical model.  Relative advertising expenditure for a 

luxury car brand (e.g., Acura) is defined as the ratio of advertising expenditure for the brand 

to the company’s (e.g., Honda’s) total advertising expenditure.  For firms such as Honda, 

Toyota, and Nissan, which introduced new brands to enter the luxury car segment, the ratio 

of advertising expenditure for the luxury brand to advertising expenditure for the lower end 

brand increases over time.  Figure 3 shows the pattern.  This pattern may indicate that 

firms commit more and more resources to the new product (the enhanced products) to 

signal consumers that the firms have faith in the new product. 

 Figure 3 also shows the changes in the ratio of advertising expenditure for the 
successful lower end models (e.g., Toyota Tercel or Honda Civic) to company’s total 
advertising expenditure.  Interestingly, it shows that the ratio decreases over time.  This 
suggests that firms reduce resource commitment to even a very successful lower end 
model relative to the new high quality products, supporting the implication of our theory. 
 
4. Discussion and Conclusion 
 
 In this we presented a model that explains how a company like Honda could 
improve the quality of its brand name over time by developing higher quality products and 
discontinuing the production of successful lower quality products.  We have also explained 
why a company like Hyatt earned smaller profits than anticipated by opening a higher 
quality hotel using a name associate with the continuing sales of a lower quality product.  
We provide some suggestive evidence of our model from the Japanese car makers 
strategy in the U.S. car market. 
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 We have not explained however why a company like Honda would start a new 

company (Acura) to introduce a higher quality product.  One answer is that a company has 

two options for signaling quality, forgoing sales of a lower quality product, or advertising.  It 

is possible that a company would find the profits from sales of the current product plus 

revenues from selling the enhanced  product less start up advertising costs greater than 

the profits from simply converting existing facilities to the production of the enhanced 

product. 
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         Table 1 

   Advertising Expenditures ( thousand dollars) 

    Year 1   Year 2 

_______________________________________________________________ 

Acura Legend   9,327   30,138 

Mazda 929   4,873   20246 

Lexus 300   11,069   8,016 

Mitsubish Diamante  32,827   18,919 

_______________________________________________________________  
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Figure 1.  Sales quantity of luxury cars after introduction into the U.S. market. 
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Figure 2.  Sales quantity of Acura Legend vs. Mazda 929 and Lexus 300 vs. Mitsubish 
Diamante after introduction into the U.S. market. 
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Figure 3. Time series patterns of the ration of the advertising expenditure for luxury brand 
such as Acura, Lexus, and Infinity (successful lower end model such as Honda Civic, 

Toyota Tercel, and Nissan Sentra) to total advertsing expenditure for the firm. 
 


