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Abstract:

Protecting trade secrets is important for firms and policymakers because they are critical
assets for firm performance and valuation. Extant research, however, seldom examines
whether increases in trade secret protection have an impact on firm’s marketing actions
to leverage their trade secrets, even though trade secret protection has limited value if
firms cannot leverage them. Drawing on the attention-based view of the firm, this study
proposes that stronger protection of trade secrets is likely to lead to higher managerial
attention to leveraging trade secrets, resulting in higher advertising spending. The study
tests this proposition by exploiting the staggered recognition of the inevitable disclosure
doctrine (IDD) by U.S. state courts, a legal development that protects trade secrets by
restricting employee movement to rival firms. The results show that firms headquartered
in states that recognize IDD significantly increase their advertising spending. Consistent
with the proposed contingency framework, the results also show that the positive effect
of IDD recognition on advertising spending is weaker for firms with CEO duality but
stronger for younger firms and firms in industries with higher peer advertising spending.
Post hoc analyses show that increases in advertising spending following IDD recognition
are associated with higher firm sales.
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