
BLP 

Demand side: 

 

 

 

 

𝑀 – market capacity 

𝑀𝑠 – demand function 

 

 

Not as good as weather due to unexpected substitutional patterns. Random utility is 

better: 

 

 

 

 

 

 



 

Incorporate observable income distribution (CPS) in model: 

 

 

 

Supply side: 

 

or with return to scale ln(𝑚𝑐𝑗) = 𝑤𝑗𝛾 + 𝜇ln(𝑞𝑗) + 𝜔𝑗  

 

FOC:  

 

 

 

 

 

 

BLP instruments: 

For example, if one of our characteristics is the size of a car, then the instrument 

vector for product j includes the size of car j, the sum of size across own-firm 

products, and the sum of size across rival firm products. 



Estimation: 

 

 

 

 

 

Minimize G’G  for theta 

 

 

Data: 

Country-level data, 20 years, yearly dynamics, 2217 models/years, 997 distinct 

models 

Income distribution from CPS 

𝑀 as number of households 

 

 

Limitations: 

1. No variation of consumer characteristics (Done in Nevo) 

2. More detailed information on cost function (R&D etc.) 

3. Correlation between observed and unobserved characteristics (strategic 

behavior of firms on differentiation; dynamic industry equilibrium) 

4. Dynamic consumer behavior; zero alternative includes used cars 



Nevo 

 

Data: 

City (45) x quarter (20) x brands (24) = 21600 

IRI data on sales (shares) and prices, also on advertising. 

Market shares are defined by converting volume sales into number of servings sold  and dividing by the total potential 

number of servings in a city in a quarter. This potential was assumed to be one serving per capita per day. The market 

share of the outside good was defined as the difference between one and the sum of inside goods market shares 

Demographics from CPS 

 

Demand side: 

 

 

  

 

 

 

 

Instruments for Δ𝜉𝑗𝑡:  

prices of the same product in different time or market (valid because different 

market, relevant because of the same component in MC) 

Exactly: regional quarterly average prices (excluding the city being instrumented) 

in all twenty quarters 



 

Supply side: 

 

 

 

 

 

 

 

Limitations: 

1. Cost savings after merging 

2. Nonrandom advertising and brand introduction 

Advantages: 

1. Computer code in MATLAB. May replicate the results. 

 

 

  



BH 

 

Demand side: 

Market is defined by  

𝑣𝑖𝑗𝑡 is conditional indirect utility of consumer i 

 

 

 

 

 

 

 

 



Supply side: 

 

Denote 𝐷(𝜒𝑡) as JxJ matrix of partial derivatives [
𝜕𝜎𝑘(𝜒𝑡)

𝜕𝑝𝑙
]𝑘,𝑙 

 

 

But 𝜓𝑗 is known (as was in Nevo)! 

 

Consider   

or  

Let 𝑦𝑗𝑡 abe excluded instruments for 𝑄𝑗𝑡, formally saying: 

 

 

  



Equilibrium: 

 

 

 

 

 

 

 

 

 

 


