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Abstract

We estimate the welfare loss from fake reviews through an online exper-
iment. Our experiment shows that consumers anticipate higher utility than
true utility under the fake-review treatment. This effect is more pronounced
for products with large fake reviews and for products with low prices. This
misperceived product quality not only reduces consumer surplus but also re-
duces the sales of high utility products. The loss of consumer surplus from
the distortion of ordering is negligible in our study. The educational treatment
does not work to prevent the effects of fake reviews but reduces demand on the
website. These results suggest that policymakers should encourage platforms
to reduce the welfare loss from fake reviews to protect consumers and firms’
incentives to improve product quality.
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