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Table 1 Summary statistics for variables on the first paid placement

S_1 0.532 1 0.499 0 1 784

ld_1 0. 643 1 0.479 1 3 784
Tim_1 74.74 79 44.57 1 175 784
Manu_1 0.297 0 0.457 0 1 784
Tao_1 0.098 0 0 0.298 0 1 784
Tmall_1 0. 148 0 0.355 0 1 784
Jing_1 0. 151 0 0.358 0 1 784
Su_1 0. 069 0 0 0.253 0 1 784

Stata
4.3 2. 2 (1) (3)
Probit (4)
(5) (1)

; (6) (7)
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Table 2 The improvement effect of market signal on economic efficiency
Probit Probit
(1 (2) (3) (4) (5) (6) (7)
S_1 S_1 S_1 S_1 S_1 S_1 S_1
11 0. 103 0.172 0.113
- (0.162) (0.178) | (0.164)
) 0.107 0. 140 0.107
Tim_1
(0. 067 8) (0.0752) | (0.068 0)
*kk
Manu_1 0.592
(0. 157)
Jing 1 L3117 | 1.2307%%% | 1.5297%% | 1.272°%% | 5,087 | 1.187*** 1.076
mn,
8- (0.297) (0. 285) (0.282) (0. 295) (0.225) (0.283) (4. 684)
Tmall 1 1.1387%* 1. 1207 1. 1147 1.5127%* 1. 1347 3. 154 % 1. 120 %%
mall.
- (0.232) | (0.238) | (0.244) | (0.423) | (0.231) | (1.016) | (0.238)
Tao 1 1.201 %% 1. 1777+ 1. 484 7% 1.160 ™ 1.195** 1.1527%* 1.1787*
ao
- (0.332) (0.308) (0.309) | (0.329) (0.333) | (0.308) | (0.309)
S 1 0. 669 ** 0.646** | 0.867 0.628" 0. 663 ** 0.620" 0. 646
u.
- (0.330) (0.318) (0.322) (0.331) (0.330) (0.317) (0.318)
-0.500
Id_Tmall
(0. 416)
_3. Fekk
Id_Jing 95
(0.313)
*%
Tim_Tmall —0.491
(0.243)
Tim_Ji 0.0314
g (0.959)
—0.490** | —0.831* | —0.670** | —0.518** | —0.494 ™ | —0.950™** | —0. 831 ***
cons
- (0. 154) (0.278) (0.170) | (0.160) (0.154) | (0.310) | (0.279)
Observations 784 784 784 784 784 784 784
pseudo R? 0. 155 0. 158 0. 180 0. 156 0. 155 0.163 0. 158

NN 10% 5% 1%
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How do market signals improve the economic efficiency of the bidding ranking
mechanism: An empirical analysis based on data from search engine platforms

CAI Zu-guo' LI Shiie®
1. International Business School Hainan University Haikou 570228 China;
2. School of Economics Nankai University Tianjin 300071 China

Abstract: The bidding ranking is the main business model of online search engine platforms. The Wei Zexi E-
vent pushes the economic efficiency issue of bidding ranking to the forefront. This paper presents a game mod-—
el which includes the search the engine platform the seller and the consumers. The consumer welfare effects
of the bidding ranking are examined under the market context of asymmetric internet information. The incentive
mechanism for the seller to truly report the product quality is explored and the mechanism of market signal to
improve the economic efficiency of the bidding ranking mechanism is analyzed. Moreover an empirical analy—
sis is carried out with industrial data from search engine platforms. It is found that the sellers’ bidding equilib—
rium caused by the bidding ranking mechanism could not help consumers to identify the quality of sellers’

products at all in a market environment with asymmetric information. In turn this results in consumer welfare
losses due to sellers’ adverse selection. After incorporating the market signal constructed by the sellers the e—
quilibrium of sellers” bidding caused by the bidding ranking can help consumers identify the quality of the sell-
ers’ products at the highest paid placement. The market signal partially improves the consumer welfare effect of
the bidding ranking mechanism thus raising the economic efficiency of the bidding ranking mechanism to a
medium level. However the search engine platforms have no incentive to design market signals for sellers.

Accordingly it is recommended that relevant regulatory departments should restrict the behavior of search en—
gine platforms to improve the market signal recognition mechanism. In addition the regulatory departments
should encourage high quality sellers to improve product quality competing for better paid placement. This
can improve the effectiveness of market signal in transmitting product quality information to consumers. At the
same time the search engine platforms should also continuously evaluate and optimize their own reputation e—
valuation mechanism.

Key words: bidding ranking mechanism; information asymmetry; search engine platform; market signal



