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Abstract

Motivated by the proliferation of user-generated product-review information and its
widespread use, this note studies a market where consumers are heterogeneous in terms
of their willingness-to-pay for a new product. Each consumer observes the binary reviews
(like or dislike) of customers who purchased the product in the past and uses Bayesian
updating to infer the product quality. We show that the learning process is successful as
long as the price is not prohibitive and therefore at least some consumers, with sufficiently
high idiosyncratic willingness-to-pay, will purchase the product irrespective of their
posterior quality estimate. We conclude with a few structural properties of the dynamics of

the posterior beliefs.

KAPAOAH & AHMHTPIOY 80 FAX: (+30) 210 4142340, 210 4142368 80 KARAOLI & DIMITRIOU STR.
185 34 NEIPAIAZ http://www.unipi.gr 185 34 PIRAEUS GREECE
THA.: (+30) 210 4142005, 210 4142307, email: sta-secr@unipi.gr TEL. (+30) 210 4142005, 210 4142307,
210 4142083 - 85 210 4142083 -85

210 4142222 210 4142222


mailto:bankfin@unipi.gr

