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Feedback and review systems

 FRSs are crucial for functioning of online markets. (e.g. Resnick et al., 2000; Dellarocas, 2003; Tadelis, 2016)
* The problem: Long-lived sellers vs. short-lived buyers (Fudenberg & Levine 1989, 1992)

* Establishing reputation can help restore trust.

(Theory: e.g. Kreps, 1990, Observational: McDonald & Slawson, 2002; Livingston, 2005; Jin & Kato, 2006; Cabral & Hortagsu, 2010; Cai et al., 2014; Klein et al.,
2016 Experiments: Ba & Pavlou, 2004; Chen et al., 2004; Duffy & Feltovich, 2002, 2006; Keser, 2002; Bolton et al., 2004; Bohnet & Huck, 2004; Bohnet et al,
2005, Grosskopf & Sarin, 2010; Huck et al., 2012, 2016; Abraham et al., 2016; Keser & Spath, 2021)
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* Areview system conveys information to buyers about a seller’s past behavior. But this information is not perfect:
* reviewers’biases, (self-)selection & “silent reviews” (e.g. Dellarocas & Wood, 2008; Nosko & Tadelis, 2015)
* socialinteractions & inflation (Bolton et al. 2013; Fradkin et al. 2015; Horton & Golden, 2015; Zervas et al. 2015)
* system design and interpretability (Tadelis, 2016)
* and...
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* Areview system conveys information to buyers about a seller’s past behavior. But this
information is not perfect:

* reviewers’ biases, (self-)selection & “silent reviews” (e.g. Dellarocas & Wood, 2008; Nosko & Tadelis, 2015)
* social interactions & inflation (Bolton et al. 2013; Fradkin et al. 2015; Horton & Golden, 2015; Zervas et al. 2015)

* system design and interpretability (Tadelis, 2016)

* and...

* Fake reviews are pervasive (and notillegal until very recently!) and are becoming hard(er) to
identify because of genAl.

(Lappas et al. 2016; Reimer & Benkenstein, 2016; Karabas et al., 2016; Maslowska et al., 2017; Pooja &
Upadhyaya, 2022; Kim et al., 2023; Song et al., 2023)



From informativeness to market performance
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Research questions

What role does the informativeness of a feedback and review
system have on the functioning and performance of the market?

Does “bias”in a review system hinder trust formation?

What is the potential of mis-trust contagion?



Opportunities and Challenges

* Experiments can be a great complement to other empirical
approaches aiming to study these questions.
* One can perfectly observe fundamentals
* One can control the review system’s informativeness

e Difficult to re-create the one-shot nature of the interaction
beween buyers and sellers



Experimental Design



Modified Trust game

* Price: Seller chooses a price that
Is visible to buyers.

« Competition: multiple sellers
that buyers can choose from.

* Review system: Frovides
information on sellers’ past
choice of quality.

* Interaction is repeated but
anonymous.

Buy / Trust
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Outside option
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Design overview
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The market

* 3 buyers - 3 sellers

* Sellers

* Set price: integer between 6 and 12 points

* Set quality: HIGH (cost = 3 points) or (cost =0 points)
* Buyers

* Observe price, NOT quality
* Value only HIGH quality (12 points)
* Observe review

* Choose between offers and outside option (price 10, quality HIGH)

* Review
. or NEGATIVE
* Depends stochastically on previous round quality only.



Last round you had: Last round your competitors had:

Seller A r (vmeooomw)
Review NEGATIVE Review NEGATIVE
Price 8 Price 6 7 10
Total sales 1 Total sales 0 1 1
Sellers’
oy r
feedback ufo)
& decision Current review NEGATIVE MBI 2
screen . +
Choose price m
Choose quality . LOW | HIGH
Your profit per sale 8 points
will be
NEGATIVE

Your future review will be

80%
determined as follows




Buyers’
decision screen

Review

Price

Possible payoff
conditional on

quality

NEGATIVE

|
HIGH
-7 5

NEGATIVE

HIGH

-8 4

POSITIVE
6 10
HIGH HIGH
-6 6 2




Buyers’
feedback
screen

Provided every 3
rounds

Inthe last 3 rounds you had:

Offers with review Stable offer
s - - A -
Your choices 2 1
Quality
HIGH 1 1
Payoff per unit 0 points 2 points
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Review system specifications

review 1n t
negative
quality 9333 0667
int—1 .0667 9333
k=14 A= 14

NF: No fake reviews

review in t
negative
quality 975 025
int—1 .65 .39
k=1.5 A=14

RF': Fake red (negative) reviews

review in t
negative
quality .39 .65
int—1 025 975
k=14 A= 1.5

GF: Fake green (positive) reviews

review in ¢
negative
quality .60 40
int—1 40 .60
k=1.5 A=1.5

BF: Both fake reviews



Treatments

* Two phases of 45 rounds each
* Phase 1: one of the four review system specifications
* Phase 2: NF specification for all treatments

Treatment Phase I Phase 11 Markets  # of partcps
45 rounds 45 rounds

Baseline NF NF 6 36

All Fake BF NF 6 36

Fake Positives GF NF 6 36

Fake Negatives RF NF 6 36




Hypotheses

Hypothesis 1
surplus,r < surpluspr < surplusgr < surplusyg

Hypothesis 2
surplus} < surplusiy = surplusf < surplusg
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Trade and reviews

Out of all reviews:
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Trade and reviews

Out of all reviews:
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What is going on? (preliminary)

We think:
* Buyers learn about the market from past experience.

* Bad quality always hurts trust...
 ...but, bad quality from ‘Good’ review hurts more(?)

e Sellers’ react to review informativeness.

* Buyers coming from markets with many fakes observe the change in the
frequency of revviews, experiment and trust is restored.

. Ln the GF market, the change in sellers’ behavior is not coming through to
uyers.

To validate our intuition, we fit a Heteregoeneous Markov Model (HMM) to the
data of Phase | and then simulate buyers behavior in both phases.



What is going on? (preliminary)
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Conclusions

* For the market to function the review system must be informative
about past behavior.

* Fake reviews or ‘noise’ in the system errodes trust

* But the specifics matter:

* A system producing excessive positive reviews can lead to a total
breakdown of trust.

* Work in progress: understand the underlying mechanism
explaining the asymmetries.



Thank you!

A Hugh Mann Notabot
Amazon Customer

SRR kK 2year review
Reviewed in the United States on July 19, 2024

Verified Purchase

with my fleshy human fingers made of skin.
dollar currency. Thank you

I love to use this product
eviews?

10/10, would purchase again with human
for using this LLM, would you like to generate any more r

Helpful Report

Image: Michael Crider/Foundry
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