FIGURE 5.1

Sample published media with ranking of leading seller side agents by average price

(Thoroughbred Times Today 2008)
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FIGURE 5.2

Sample published media- seller side agent promoting percentage of stakes winners
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FIGURE 5.3

Sample published media- seller side agent promoting percentage of stakes winners
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CHAPTER SIX:
DISCUSSION

Introduction
The purpose of this chapter is to discuss the research implications. First, theoretical and
managerial implications will be discussed. The chapter then concludes with the research

limitations and future research directions.

Theoretical implications

Signaling

Signals convey information to marketplace participants regarding the unobservable
quality of a product. Whenever quality is unobservable prior to purchase, there is the risk of
adverse selection. Adverse selection, which is also known as the problem of hidden
information, occurs pre-contractually when the principal is unable to verify ahead of time that
the agent has the desired skills and qualities. Problems of hidden information also occur in the
consumer marketplace when the consumer is unable to verify the quality of a good prior to
purchase. The sending, receiving, and interpretation of signals are potential ways to overcome
the problem of adverse selection. In general, there is a lack of empirical evidence for signaling
hypotheses (Boulding and Kirmani 1993; Caves and Greene 1996; Erdem and Swait 1998; San
Martin and Camarero 2005; Biswas, Dutta et al. 2006; Erdem, Swait et al. 2006), particularly
that which links signaling to business performance outcomes.

This research provides empirical evidence for signaling hypotheses, demonstrating that
reputation serves as a marketplace signal to convey unobservable information about products
offered for sale. Buyers in a marketplace look to the price and performance reputation of seller
side principals and agents for signals to indicate which products are most desirable. Those
seller side principals and agents who can send credible signals will be rewarded in the
marketplace with higher prices for their goods.

Evidence indicates that participants on the buyer side of the marketplace will look to
the reputation of both the seller (seller side agent) and manufacturer (seller side principal) of
the good. Seller side principals who have a reputation for producing products with a higher
average price and seller side agents who have a reputation for selling products with a higher
average price are both associated with higher prices brought at auction. Seller side principal

and agent reputation for selling high performing goods also shows a positive association with
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price. This supports previous findings that reputation is seen by consumers as a signal of
product quality, and that manufacturers can signal product quality by selling through a
reputable retailer (e.g., Chu and Chu 1994; Dawar and Parker 1994).

This research examines signaling beyond the dyad, examining the influence of signals
throughout the entire network of buyers and sellers in the marketplace. There are many
situations where a signal does not affect just one sender and one receiver; multiple
constituencies may be aware of and react to a given signal. A limited number of studies have
considered agency relationships beyond the dyadic level (e.g., Anderson, Hakansson et al. 1994;
Rindfleisch and Moorman 2001; Dahlstrom and Ingram 2003). This study incorporates the
actions of seller side principals, seller side agents, and buyer side agents when examining the
marketplace signals and provides a new perspective and better vantage point from which to
test signaling theory. In a marketplace where buyer and seller do not actually meet, it is

impossible to hypothesize about their relationship without considering it in a network context.

Social Networks in Marketing

A key tenent of this network approach is that it allows for the testing of the effect of
network positioning on business performance outcomes. Markets are social processes where
observation of the actions of other participants is critical in determining interest. More
interested parties indicates that a product carries a higher valuation (Rothkopf 1969). The seller
side agent is posited to use their position in the marketplace to gather and utilize information
about buyer side interest in order to obtain the highest possible price for their goods. These
agents can look to records of past marketplaces to determine the past behavior of the buyer
side participants and infer possible future behavior (Milgrom 1981; Ashenfelter 1989). In
addition, buyer side agents look to the actions of others to determine what actions they should
take (White 1981; White 1981; Granovetter 1985; Podolny 1993). Those buyer side agents that
are more central will have more access to information and will be more visible in the
marketplace. They will be conducting many transactions with many different parties, and their
actions will serve as a visible signal to the other agents. Buyer side agents will use the bidding
action of others in consideration of their willingness to pay for a good. More bidders willing to
bid more money indicates positive information regarding the quality of the good (Milgrom and
Weber 1982). The more central buyer side agents are more active and prominent in the
marketplace, and their actions will thus be the most visible. Likewise, seller side agents will be

more aware of the actions of these more central buyer side agents and can use information
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regarding which products they are interested in to possibly foster interest from other buyer side
agents. This theory is supported in this research as buyer side agents with relatively higher

centrality measures are associated with relatively higher prices paid for goods at auction.

Managerial implications

Managers should consider the reputation of the companies with which they enter into
partnership and look beyond the dyad to the broader network of companies with which they
are transacting. Buyers read marketplace signals to determine their willingness to pay for
goods, and this includes signals from both the retailer itself and the manufacturer of the good.
Likewise, manufacturers must also be aware of the reputation of the retailer through which
they are selling their goods. Consumers read marketplace signals to provide evidence of
unobservable quality, and this perceived quality can affect overall revenues for a firm.

Second, managers should be aware of their relative position in the marketplace and
take this position into consideration when making decisions. This study suggests that those on
the buying side must be cautious when displaying their intentions to purchase as this could lead
to negative consequences in the form of higher prices. As other buyers find out what products
a more central buyer is interested in, they too will become interested in that product. Seller
side agents can potentially leverage information of buyer side interest to foster interest from
other participants on the buyer side. Competition when attempting to make a purchase can

drive up prices as more people compete for the same resource.

Limitations and Future Research

The limitations of this research should be noted. First, this study is limited in data
available for constructing reputation variables. Reputation is established by fulfilling signaling
promises over time (Herbig and Milewicz 1994; Herbig and Milewicz 1996), which implies a
long-term measurement time frame. Ideally, long term measures tracing back multiple years
would be utilized for the study. However this information is limited by the fact that complete
information is not available prior to the year 2007. The researcher had to manually gather
much of the data, and so the data is limited to the year when the researcher began to collect
this data. Additionally, some information is not available through any published means, forcing
reliance on limited information contained in published sources. For example, data on principal
performance reputation was limited to the top 300 seller side principals as ranked by total

dollars earned through racing for the year, limiting the number of principals for which complete
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data is available. This presents an opportunity for future research, as the researcher can
continue to collect the relevant data moving forward from 2007 and revisit the study
hypotheses with more complete data.

Second, the data is limited by the hidden nature of some parties transacting in the
marketplace. The true identity of the buyer side principal is unknown, so the network is
calculated based on the seller side principal, the seller side agent, and the buyer side agent.
This is not entirely limiting as the buyer side agent is the entity actually transacting visibly in the
marketplace, so it is their actions and not the actions of the buyer side agent that will serve as
signals to the rest of the marketplace. Likewise, the data only records the network of
completed transactions. This does not capture other parties that were interested in an item or
who was actually involved in bidding- only the final details of who won the auction. Items
which were offered for sale but did not meet the minimum price for a sale (reserve not
attained) are also not included.

Finally, there is no way to control for the non-phenotypic qualities of the items offered
for sale. These are living creatures who are assessed for quality based not only on the variables
which can be quantified but also those that are impossible to measure. A product may be
comprised of expensive and highly desirable inputs, but if it is flawed in physical structure this
will affect the sale price. Controlling for these qualities is extremely difficult if not impossible.
Every marketplace participant has different guidelines for what physical traits they consider
desirable. Likewise, they all have different limitations on physical flaws that are undesirable.
Future research may attempt to control for these qualities by drawing on the researcher
experience in the marketplace to make expert judgment regarding the overall physical qualities
of the item in question.

Future research should employ samples from other auction marketplaces to assess if
these results are generalizable to other populations. Although this study uses the sample of the
largest marketplace in the world for this item so as to get a robust sample, other smaller
markets for this good may operate through different mechanisms. There are multiple other
marketplaces for this same good operating throughout the United States and abroad, and these
marketplaces could be tested for replication. Additionally, a sample could be drawn from a
similar open marketplace for another type of good.

This study will continue longitudinally to follow the eventual racing performance

outcomes of the agents in this study. The on-track racing performance of the yearlings in this
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study will be tracked and included in the model to examine the selection performance of the

buyer side agents.

Conclusion

The purpose of this research has been to examine signaling in a network marketplace.
Using data collected from the world’s single largest marketplace for thoroughbred yearlings,
this study demonstrates that signals sent by entities in the marketplace have an effect on
business performance outcomes. One type of signal specifically examined is reputation. Seller
side principals and agents who have a reputation for producing or selling high-priced goods will
be rewarded in the marketplace with relatively higher prices for their goods. Seller side agents
who have a reputation for selling high performing goods will likewise be rewarded. Finally,
buyer side agents who are more central in the marketplace will pay relatively higher prices for
goods due to their visibility and prominence in the marketplace. Although this research
provides important theoretical and managerial implications, additional research is needed to

further explore marketplace signaling effects on business performance outcomes.

Copyright © Emily J. Plant 2010
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