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Choice of Quality Signals and Potential Substitute Effect

——The Strategies of Transnational PSFs
Entering China’s Market

DONG Quan , ZHANG Cheng

(Institute of International Economics, Nankai University, Tianjin 300071, China)

Abstract; In the initial period, transnational Professional Service Firms
(PSFs) tend to choose quality signals as tools in implementing their differen-
tiation strategy. This paper discusses how they make the decisions and what
factors influence the choice under the separating equilibrium. Cost differ-
ence, potential substitution pressure and non-repeated purchasing feature are
the major ones leading to the result. If transnational PSFs have higher serv-
ice costs and lower substitution pressures from competing market, they may
choose high price as quality signal. Otherwise, dissipative advertising will be
the quality signal. We also give the predictions on transnational PSFs’ fu-
ture signaling and penetration strategies in China.

Key words: transnational professional service firm; quality signal; sepa-

rating equilibrium; potential substitution pressure

(FrEHmE H—D

« 20 o



