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Abstract: We incorporate Bayesian persuasion into a vertically differentiated oligopoly to study how
the entrant’s quality disclosure and the regulator’s mandatory disclosure policy affect competition and in-
novation. Under free-to-choose disclosure, full revelation arises when the target quality is sufficiently
high; otherwise, the entrant chooses partial or full concealment to maintain product differentiation. Un-
der mandatory disclosure, when innovation is sufficiently difficult, the entrant adopts a conservative
R&.D strategy, benefiting consumers while reducing both firms’ profits; when the difficulty is moderate,
the entrant chooses a risky R&.D strategy that harms both consumers and the entrant while benefiting
the incumbent.
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