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2. Literature Review 

2.1 Online Auctions 

    Ku, G (2001) indicates that auction is basically a mechanism for distributing and pricing 

scarce resources under uncertain circumstances. Chen (1999) gives us a more detailed 

definition: in the auction market, the seller doesn’t know how great demand is for the product, 

therefore, he assemble the buyers to compete with one another in order to sell the product at 

the most desirable price. As a result, the best situation in which to use auctions is when there 

is no direct and objective standard for the value of the product. Traditionally, it is the sellers 

who have the right to decide product price; however, after the emergence of auctions, 

consumers also have the right to decide price. Thus, the price becomes increasingly flexible. 

Experts have found that auctions can be traced back to Babylon in 500 B.C. At that time, 

women were treated as an auctionable product. (Cassady, 1967) Subsequently, in Rome, 

auction procedures had already become strictly organized. (Chou，2004)  In the modern 

world, with the development of technology, auction mechanisms have become more and more 

complex and efficient.  Famous examples of contemporary auction houses and their 

impressive organizations include Sotheby and Christie’s.  With the invention of the internet, 

auctions have become virtualized. Online auction haves gradually replaced off-line auctions 

as more and more people become able to visit their websites. Online auctions began as early 

as the 1980s. However, at the time, they did not become very popular. The real start of 

popular online auctions can be attributed to the founding of e-bay by Pierre Omidyar. In 1995, 

he built an Auction website, where he tried to sell his broken X-ray pen. To his surprise, the 

pen sold with a much higher price than he had originally expected. This led him to discover 

the potential for the development of online auctions. To Omidyar, online auctions has are 



7 
 

characterized by their 24 hour availability and disregard for geography.  Thus, the 

opportunity for successful transactions is greater than in than traditional auctions. (Klein & 

O’Keefe, 1999) In 1998 142 auction websites -- 90% of which conducted business- 

to-consumer (B2C) transactions -- were generating almost $100 million of trade each month. 

For eBay, the industry leader, transaction volume grew from $70 million in November 1998 

to $190 million in July 1999. Over this same time period, eBay experienced a 13% monthly 

growth rate (Reiley, 2000). In Taiwan, online auction popularity began with e-bay’s 

commercial “Mr. Tang’s broken vase.” This commercial successfully aroused people’s 

interest in online shopping.  Since then, more and more people have tried online auctions at 

eBay and other sites. 

Junghyun, K. and Larose (2002) define online commerce as a range of online activities 

for products and services, both business-to-business (B2B) and business-to-consumer (B2C), 

through the Internet. Electronic shopping actually involves two aspects: the shopping around 

or browsing aspect and the buying aspect where a purchase is actually made. (Ige, O, 2004) 

Some consumers may use the internet to both search for product and service information and 

also to buy items. However, some may only search for information through the Internet, while 

they buy products or services through non-Internet channels. It is when these two aspects are 

complete that the electronic shopping behavior has actually taken place. Ottaway and Bruneau 

(2003) define online auctions as a websites showing information related to products and 

services where – through the procedure of competitive biding – the product will be sold to the 

highest. Andrews and Benzing (2007) also provide a definition of online auctions. They 

consider online auctions a place providing a virtual space for transaction where sellers provide 

products and buyers search for what suits them best. It is a process of transaction under a 

fixed rule. Junghyun and Larose (2002) indicated that following improved electronic 
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shopping security and user-friendly shopping websites consumers have become more 

comfortable shopping online. A consumer survey by Retail Forward Inc. indicated that in 

November of 2001, 30% of Internet users purchased clothing online in the US, while 29% 

purchased books and 25% purchased music products (Kwon, Kim, et al, 2002).  

 

2.1.1 Auction Type 

    The Nobel Prize winner, William Vickery constructed four basic auction types in 1996.  

These are defined as follows: 

1. The English auction: This is the most common type of auction. The sellers set the lowest 

price that he or she is willing to accept.  Then bidding ensues until nobody is willing to 

bid higher at which point the highest bidder ‘wins’ the auction. Yahoo! and eBay both 

used this kind of auction. 

2. The Dutch auction: The seller sets the highest price at the beginning of the auction. 

Subsequently, the price is decreased until a buyer is willing to buy at the offered price. 

3. The First- Price, Sealed-Bid auction: Unlike the above two, the main trait of this type of 

auction is that the bidders do not know one another’s bids. Whoever submits the highest 

bid wins the auction. If there are more than one unit on auction purchasers are determined 

in rank order from highest bid on down. In this instance, not everyone pay the same 

amount for the same product.  

4. The Vickery auction: In this kind of auction, the products are won by the bidder who 

raised the highest bid. However, the real price the bidder has to pay is the second highest 

price. 

Generally, in online auctions the English auction is the most frequently used. In addition 
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to the above description, rules that online auctions often include are: 

1. Current Bid: While there are no bids on an item, sellers can set their own current bid 

price for the product they wish to sell. If the sellers set a higher price and successfully 

sells the product he may be more profitable.  However, if the buyer bargains or if 

nobody bids because of the high price, the sellers can choose to lower the price afterward. 

On the other hand, sellers who set a lower price in the beginning may attract more 

people’s attention to browse the product. But he has to be aware that the product may be 

sold for a lower price. 

2. Reserve Price: This is a mechanism that if the maximum bid does not achieve a set 

“reserve” amount, then the seller has the right not to sell the product to the high bidder. In 

online auctions, the buyers do not know the seller’s reserve amount. Many experts point 

out that the combination of low current bid and high reserve price will provide more 

bidding opportunities for the auctioneers, while reducing the risk of a low-priced sale. 

3. Buy-it-now price: There are more and more people using a fixed price on online auction 

sites nowadays. This kind of pricing allows buyers to quickly get what they want instead 

of waiting for the bidding to end. 

In addition to the above mentioned auction characteristics, auction sites are 

characterized by the type of business they engage in.  These include: Consumer to 

Consumer, Business to Business, Business to Consumer and Consumer to Business. 

1.  Consumer to Consumer (C2C): 

   In this mode, two individuals make a transaction on the website. The website serves 

as an intermediary environment or platform. The income of the website mainly comes 

from the listing fee, transaction fee and advertisement. Yahoo! Auction and eBay 

originate from this mode. 
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2. Business to Consumer (B2C): 

   On this type of site, a company or distributor provides products and sells them 

auction-style. Compared with outdoor selling, using this business model can make the 

prices more flexible. Also, it can achieve multiple goals such as marketing pre-test, 

selling outlet products, increasing product exposition, gaining more available channels 

for product sales etc. 

3. Business to Business (B2B): 

   This mode is used less frequently. It mainly used by electronic companies such as 

General Electronic, Dell and Free Market. Companies use the internet to communicate 

with each other, including selling, purchasing, managing and marketing etc.  

4. Consumer to Business (C2B): 

   In this mode, the consumer is not an individual, but a group of people. Consumers 

who have the same need will unite together and form a purchasing group in order to 

increase their bargaining power. The most typical case is Cool Bid’s group bargaining. 

    Online auctions generally follow a step-by-step procedure. First, the consumer will 

go through the “Browsing stage,” they search for the product they want through keyword 

searching or random browsing. Then, if the consumer is interested in a product, he or she 

can communicate with the seller through the “Asking and Answer” function on the 

auction page. Next, if the consumer bids successfully on the product, the seller will ship 

the product once he receives the buyer’s payment. The last step is selective— giving 

feedback. Both the buyers and the sellers can give feedback like “positive,” “neutral,” or 

“negative.” Every feedback rating is accumulated and counted into percentage. The 

feedback ratings are then displayed as open information for other users to reference 

before their own transactions.  
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2.1.2 Traits of Online Auction 

   Online shopping sends product information – at times electronic products -- directly into 

the buyer’s computer.  This removes the hassle of going to a shop (Andrews and Benzing 

(2007) According to Taiwan Planning Inc. (2004) there are three main motivations for online 

auctions in Taiwan. First, it allows users to search for cheap or scarce product. Second, it 

allows sellers to sell products which they no longer need or desire. Third, the process of 

searching for product and bidding can be pleasurable.  

    There are several advantages of online shopping compared to traditional face-to-face 

transactions. These advantages include:  

1. Fewer entry obstacles for the seller, supplier and consumer. Through online auction 

websites, people can have a platform to easily sell and buy things. Sellers can avoid 

expenses like shop rental and thus increase the opportunities for more people to join 

online auction world. (Klein & Keefe, 1999) 

2. More detailed product descriptions and price information. In online auction websites, the 

consumer can see detailed descriptions of the product and they can compare the prices of 

certain products.  Thus the price information becomes more transparent. It provides 

buyers with the information and tools necessary to make educated choices and trades. 

With the World Wide Web, potential buyers are able to “shop around” for items, sellers, 

and auction sites that best suit their preferences. Even if an item is not purchased, online 

markets have increased the level of consumer awareness, providing them with valuable 

product and price information. The transparency of bid data on auction sites also enhances 

a buyer’s ability to bid wisely, in an informed manner (Ku and Malbotra, 2005) 

3. Cheaper product price. Some of the virtual shops sell exactly the same product as the 
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traditional shop, but due to lower costs for transportation, shop rent and manpower, the 

product price can be set lower. Costs like labor, fittings, rent and utilities are not 

relevant to the operation of an online store. As a result, products and services sold 

online may be priced lower. This factor may be the major factor which attracts many 

people to do online shopping. According to Korgaonkar and Wolin, 1999, the price of 

the same product online may be up to 15% cheaper than via the traditional channels. 

Therefore, many people go to auction sites in order to find lower priced products.  

4. Longer business hours and limitless customers: The virtual online shop works 24 hours 

and without geographic limitations. The customer group is much broader than 

traditional shops because it will not be limited within a certain local area. Also, buyers 

can shop at home whenever they have free time. This expands the chances for sales. 

5. Larger supply of merchandise. Through the presence of pictures, any product from tiny 

to huge can be sold on the internet and presented to the customer. By the mechanism of 

“purchase in advance”, the auctioneer can make more profit and sell more products. 

Many big sellers will accept the order first and only then begin to produce the 

merchandise. Therefore, the sellers can be free from the pressure of stocking up goods. 

6. Online auctions can be faster and more convenient for consumers to search for what 

they want. According to Yongseog (2005), there is a reduction of time spent shopping. 

Consumers can buy what they want by just clicking on the product instead of walking 

on the street for hours. Online auction sites bring buyers and sellers together in a virtual, 

asynchronous environment. Unlike face to face communication where it is difficult to 

match buyers to sellers, in the virtual environment the possibility of finding the most 

suitable or desirable items for the buyers becomes much higher. Online auctions offer 

buyers great opportunities to find the precise product they want due to the massive 
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number of users who list their merchandise on the websites. 

7. Psychological effect: For many people, bidding is considered an exciting and interesting 

activity. Trying hard to get what you really want can help achieve the sense of 

satisfaction. Just like many people consider shopping their favorite leisure activity, 

online shopping also gives people the feeling of real shopping thus people can enjoy it 

without getting exhausted legs.  

In addition, according to Hon (2000), the motivation to join online auctions as a buyer 

are many. These include:, searching for a precious product, cheaper or competitive price, a 

wider selection of products, or to get market information or satisfy curiosity. As for the 

sellers’ motivation, according to Klein (1997), the motivation for the sellers to join online 

auctions is to get higher price, sell undesirable product, and attract more consumers. Also, 

according to Hui and Wan (2007) there are five main factors which encourage users to shop 

online—convenience, security of the transaction, buyer’s personality, familiarity with 

computer-use and price. These five factors are crucial to consumers’ online shopping 

decision making. Korgaonkar and Wolin (1999) extended the research stream by identifying 

seven motivations for online shopping: social escapism, transaction security and privacy, 

information, interactive control, socialization, non-transactional privacy and economic 

motivations. 

On the contrary, there are also some disadvantages of online auctions, such as: 

1. The barriers to access. Internet auctions require that buyers and sellers have access 

to the internet, know how to use it, and be sufficiently comfortable with buying and 

selling online. People who don’t have a computer or do not have internet can not 

access auction websites. Therefore, it will be impossible for them to shop online. 

Also, people who are not familiar with auction operations may feel uncomfortable 
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learning new things (Rietjens, 2006). 

2. Higher risky shopping environment. Risks can include bad quality of the product or 

online fraud. Many people are hesitant to join the world of online auctions because 

they fear getting abysmal products or being cheated. Fraud is considered a great 

barrier for people engaging in auction online use. Many people worry that 

transactions using ATM or credit cards may be considered unsafe. Also, some 

people may be afraid of not receiving the goods after they have paid for them. 

3. Personal data security. Beyond the risk of losing money, during the transaction, 

personal data may also be exposed online. Therefore, privacy may be invaded and 

data may be misused by others.  

4. Delays in receiving the product. When buying things on the internet, the buyers have 

to wait for the bid to end and for the auctioneers to send the product. Therefore, the 

time spend waiting the product is usually longer than buying it directly from an 

actual shop.  

5. Hidden costs of mailing and packaging. Many people may consider online shopping 

a lower cost alternative. However, the cost of sending the products, packaging, and 

data arranging may exceed the cost of selling things directly from an actual shop 

(Ku and Malbotra, 2001). 

    Internet auctions have opened opportunities for increasing consumer democracy. It has 

become much easier than before for someone to buy and sell things through auction online. 

However, beside the above mentioned problems, issues like international differences in the 

level of internet use and cross-cultural differences in the willingness to engage in 

computer-mediated vs. face-to-face interactions also should be taken into consideration.  

 



15 
 

2.1.3 The Development of Yahoo! Auction 

According to an AC Nielsen Netwatch survey from April, 2003, the most popular 

online auction website in Taiwan is Yahoo! Auction, the second most popular is Yahoo! 

Shopping, the third is PC HOME Shopping and the fourth is e-Bay Taiwan.  In Taiwan, 

Yahoo! Auction officially began operations in October of 2001.  It soon came to occupy 

the leading position in Taiwan’s C2C online auction market, with nearly 90% market share. 

Since April, 9, 2004, Yahoo! Auction has charged fees which made online auction platform 

to be a trading platform for electronic commerce. After fees were instituted, the number of 

users decreased 50% but the biding price increased 20% and the rate of completed 

transactions also increased 50%. Yahoo! Auctions provides a virtual bargaining space, 

playing a mediator role, helping buyers and the sellers reach an agreeable price for both 

parties under a fixed process. According to information released on February, 2002 by New 

Value, Yahoo! Auction has 850 000 unique users every month and it is the most welcomed 

and biggest online auction website in Taiwan. By 2003, the members of Yahoo! Auction had 

already reached a million. 

Yahoo! Auction’s success can be divided to internal and external factors. As far as 

internal factors are concerned, Yahoo! is the biggest portal site in Taiwan with the largest 

membership. Secondly, Yahoo’s TV commercials and event marketing helped lead to the 

boom of online auctions. Yahoo’s marketing skills is one of the main factors for its success. 

By using different campaigns combing the hottest issues and pop culture, doing market 

segmentation and promotion, and building social networks, the auction market has been 

enlarged. These marketing efforts helped online auctions becomes a popular trend in Taiwan 

and integrate with local daily life. Third, Yahoo! Auction has done extensive market 
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analysis, including focus group interviews and other surveys, in order to better understand 

consumer behavior and build a complete consumer database. As for the external factors, 

first, internet users’ experience and degree of dependence are growing. More and more 

people use the internet to do more and more things. Second, the financial and transportation 

system have developed alongside online auctions. Taiwan’s transportation network has 

improved both in its quality and its speed in recent years.  This enables sellers to deliver 

product more effectively. In addition, the payment options have also increased. There are 

several payment choices like Net ATM, credit card payment, meet-and-pay, convenience 

store payment etc.  

Within Taiwan’s Yahoo! Auction, the most popular products are fashion products, 

especially those aimed at female customers like clothes and cosmetics, which make up half 

of the total products available. Next, 3C products make up one-fourth of the total amount 

(Cheng, 2007). According to Yahoo!’s online statistics, every 30 second one article of 

female clothing will be sold in their online auctions, moreover, every minute one bag will 

be sold while every 3 minute one pair of shoes will be sold. These trends indicate that the 

potential of Yahoo! Auction market is very big. Not only does the membership keep 

increasing, the products available are also increasing at an extremely fast rate. It has already 

created a new consumer culture. According to Insight Xplorer, 62% of internet users in 

Taiwan (5,72 million) have been to online auction websites and among them 4.76 million 

have been to Yahoo! Auction. The trade amount via Yahoo! In 2003 reached $10 billion n.t. 

dollars and it continues to grow. The following figure demonstrates the rapid growth of 

products available on Yahoo! Auctions from 2001 to 2004: 
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Note: From Taiwandns.com (2005) 

Figure.2-1 The growing trend of the product amount in Yahoo! Auction 

With the rapid growth of online auctions and the emergence of many new online 

auction websites, eBay and Yahoo! started entering different countries in order to seek 

higher growth. For example, in 2005, Yahoo cooperated with the second largest auction site 

in China— Alibabar in order to gain market share in China’s online auction market. In 

online auction markets, succeeding with early entrance and building related mechanism is 

extremely important. Take eBay for example, eBay lost the Japanese market because of its 

later entrance, different Japanese consumption habits and a poorly designed payment 

system.  

As for the future development of online auctions, first of all, the problem of fraud must 

be taken into consideration. According to IFCC, fraud cases doubled from 2001 to 2002, 

and the online auction fraud consists of one-third of the total amount of internet fraud cases. 

The most common fraud cases include sending broken or fake products, cheating money etc. 

Second, according to CommerceNet Taiwan, 2003, there are more and more professional 

sellers on Yahoo! Auctions. Many stores have become a company scale business. 
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According to a survey released by Yahoo!, in 2003 of the top 20% of sellers, it found that 

13 % of auctioneers use auction sales as their fulltime job and more and more people want 

to develop online auctions as their career. However, the future of online auctions is not 

always so positive. Through the rapid increase of competitors, the interest space and niche 

of the online auction market has shrunk. Also, because of the increase of a variety of 

products, the buyers have become smarter and pickier. The degree of satisfaction with 

online auctions has decreased from 79% in 2001 to 65% in 2005. The sellers now have to 

brainstorm new ways to attract and satisfy customers. 

 

2.2 Word-Of-Mouth Communication and the Feedback System 

    Word-of-mouth (WOM) communication has long been an important source of 

information influencing consumer attitudes and purchasing behavior. It has been considered a 

cheaper but effective promotional method. In WOM communication, there are both givers and 

receivers.  Previous researches like Thorsten’s (2004) work on consumer-opinion platforms 

mainly focused on the giver’s side, analyzing the intention of articulation. The receiver’s side 

is often neglected. Therefore, this study will focus on the receiver’s side, to see how the 

buyers interpret the written text of rating comments given by other buyers. The 

comprehension process of WOM can be affected by three types of factors: message 

characteristics (e.g. complexity and believability), situational characteristics (e.g. the amount 

of time available and the physical environment) and individual characteristics (e.g. gender and 

source credibility) (Beltramini, 1989). Any of these factors may lead to “subjective 

comprehension” of WOM by the receiver. Subjective comprehension refers to a meaning 

which has been generated by a particular individual through the activation of mental concepts 
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related to the message and processing context (Christiansen and Tax, 2000). 

    According to Arndt (1967), WOM communication means the information sender and 

the information receiver exchange oral information through face-to-face or 

tele-communication. Today, information exchange online is also a WOM communication 

channel. Word-of-mouth is the most important informal communicative channel for 

consumers. It plays a very important role in consumer behavior and it affects both 

short-term and long-term purchasing decisions. (Sun, Youn, et al ,2006). The influence of 

WOM comes from four aspects. First, WOM has a higher reliability compared with official 

commercial sources like advertisements provided by the company,. Because much WOM 

comes from talk with friends and relatives, the sources of reference are considered 

trustworthy and not driven by commercial motives. Second, instead of one-way 

communication, WOM is a process of mutual communication. Third, WOM provides the 

potential customers a reference of using experiences. Therefore, it can decrease the 

perceived risk and the sense of uncertainty. Fourth, WOM is lively. The time between 

inquiry and response is short. Thus, WOM can provide higher relative and complete 

reference value. 

    According to Kotler, 1999, there are some suggested timings for the use of WOM: 

1. Information overload: When the external environment provides too much information or 

products to the consumer, it often makes the consumer feel confused thus motivated to 

ask for others’ opinions. 

2. High Perceived risk: When facing the anxiety of buying expensive luxurious product or 

accepting uncertain services such as car, house or medical services. Personal sources 

can effectively decrease perceived risk and increase consumers’ degree of trust. Online 

shopping belongs to this category.  
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3. Evaluating new product or new services: Many scholars indicate that when evaluating 

something new, people become very dependent on others’ opinions. 

4. Choosing professional service providers: For example, when choosing dentist or other 

doctors, people’s recommendation often play an essential factor of reference.  

5. Complicated product and no objective standard: If the product is very complicated and 

there is a lack of objective evaluation standards, the effect of personal influence will 

also increase.  

 

2.2.1 Electronic Word-Of-Mouth Communication 

    Online word-of-mouth (WOM) has become a common topic of research in the area of 

computer-mediated communication, particularly in the context of consumer- to-consumer 

(C2C) interactions. Today, advances such as electronic bulletin boards, e-mail and the internet 

have created a new backyard fence over which consumers meet to gather and share 

information about products and retailers. This new media makes it easy and ordinary for 

consumers who have never met to exchange recommendations or warnings about products 

(Dellarocas, 2003). According to Thorsten, et al. (2004), e-WOM communication refers to 

any positive or negative statement made by potential, actual, or former customers about a 

product or company, which is made available to a multitude of people and institutions via the 

internet.  

    Online WOM has attracted researchers’ attention as a convenient, inexpensive, and less 

intrusive venue than traditional WOM for sharing interests and ideas in online communities. 

There are various factors which influence the effects of electronic WOM. Three relevant 

factors are as follows: 
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(1) The length of time since the most recent activation of that cognition. (2) How much 

interfering material there is in the same general content domain. (3) The characteristics of the 

information itself. (Sun, 2006) 

These three factors can be integrated with Beltramini’s three factors of WOM: message 

characteristics, situational characteristics and individual characteristics. 

    While they share similarities, traditional WOM and Online WOM are different in several 

ways. As Sun, Youn, et al. (2006) argued, typical WOM communication consists of spoken 

words exchanged with one friend or relative in a face-to-face situation. By contrast, online 

WOM usually involves personal experiences and opinions transmitted through the written 

word. An advantage of the written word is that people can seek information at their own pace. 

Writing may also transmit the information in a more intact manner and make the information 

appear more formal. According to Marshall McLuhan, written communication is also more 

logical than oral communication, as letter follows letter in an orderly line in writing, and logic 

is modeled on that step-by-step linear progression. Beside its characteristic as a written text, 

compared to traditional WOM, online WOM is more influential due to its speed, convenience, 

reach, and its absence of face-to-face human pressure (Sun, 2006). 

    Also, the motives to engage in eWOM communication are different than the motives for 

using traditional WOM. For traditional WOM, Thorsten, Kevin, Gianfranco and Dwayne 

(2004) identified eight consumer motives. Four of the identified motives explain positive 

WOM communication (altruism, product involvement, self-enhancement, and helping the 

company) while the other four motives give reasons for negative WOM communication 

(altruism, anxiety reduction, vengeance and advice-seeking). For electronic WOM, there are 

other three different motives from the perspective of social interaction utility: focus-related 

utility, consumption utility, and approval utility. 
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    The emergence of the internet allows the consumer to collect information and discussion 

about products provided by other consumers’.  Customers are thus enabled to share their 

personal experiences, opinions about related knowledge thus formed electronic 

word-of-mouth or called online WOM or word-of mouse. (Gelb & Sundaram, 2002) 

Electronic WOM is displayed mainly through e-mail, UseNet groups, online forums, industry 

portal discussion areas, bulletin boards systems, chat rooms etc. The uniqueness of this 

internet communication lies in the traits of multi to multi, convenience, limitless space and 

time and anonymity. Online, the information provider is basically anonymous, no need to care 

faces or interest or threat, providing true and firsthand experience and information, no matter 

it is positive or negative (Gelb & Sundaram, 2002). In addition, online information actively 

searched according to the personal needs of the consumer; therefore, the feeling of rejection to 

the received messages will be deleted.  

 

2.2.2 Feedback System of Online Auction 

  There are many factors which influence consumer’s buying decisions. Generally 

speaking, the first priority is price. However, when deciding whether to buy or not, many 

people will take the feedback score as reference in order to lower the chance of fraud or 

buying poor-quality products. Ba and Pavlou 2002 indicate that the social public will depend 

on the reputation of a company to determine investment, career, and product choices. In 

addition, Brown and Morgan (2006) argue that if the consumer cannot get the product in 

advance or detailed information of the past history of a company, reputation becomes an 

extremely valuable and meaningful index for decision making. Considering that for 

consumers in online auction sites, the reputation of the seller is displayed by his or her 
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feedback points, most of the time the consumer will use inner hint or outer hint to judge 

product quality. Inner hint means the actual product quality which can be distinguished by 

certain standards. However, outer hint is more abstract. It is an overall evaluation and is 

highly subjective. In the environment of e-commerce, it is difficult for customers to judge by 

the attributes of the product itself, therefore, outer hints play a more important role for online 

shoppers. Under these circumstances, reputation systems, which are types of outer hints, are 

essential for consumers. 

    Ba and Pavlou, 2002 indicate that the anonymity of internet transactions and the 

defeat of technology applications will make its hard to recognize the true identity of buyers 

and sellers and the product quality; this will increase feelings of uncertainty and distrust. 

Therefore, Gregg and Scott (2006) believe building mutual trust (reputation) relationships is 

the key to expanding electric commerce markets.  

The definition of feedback is the desirability of a certain subject evaluated by a person or 

a group of people (Weinstein & Mayer 2002). In the online auction environment, buyers are 

more likely to believe that the seller will provide good quality products and complete the 

transaction on time if the sellers have higher feedback ratings. According to Pew Internet and 

American Life Project (2004), 26% of adult internet users in American have used online 

feedback mechanisms to evaluate a product, service or person. The reputation systems in 

online auction website have been very important tools for internet users; they can help them to 

decide whether or not to believe certain information or opinions. They also contribute to the 

online world’s mutual communication network because net users not only collect information 

but also express their feedback to many kinds of incidents. Basically, the function of 

reputation systems is to build one’s reputation and to help avoid fraud. That is to say, if the 

seller has negative reputation, then other buyers will not want to buy things from this seller 
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(Pavlou and Dimoka, 2006). 

  Buyers will rate sellers based on the quality of the products or services sold and on the 

overall buying experience. Similarly, sellers rate buyers based on whether and how promptly 

they pay for purchases. These websites have varying and often complex rating systems, with 

scores and colored symbols indicating the level of trustworthiness. Lack of trust is a concern 

for e-Commerce, as without trust there can be no commerce. Oftentimes, a feedback system 

includes the following elements: both buyers and sellers’ rating points, a space for comment 

after buying or selling products, and a forum for discussion and problem solving. 

Every Yahoo user has a Yahoo identity. Members create this identity when registering 

with Yahoo. Although it is possible to browse Yahoo’s auction website without an identity, 

one cannot place bids or offer goods without one. Usually members choose handles as their 

member ID. It is unusual for users to use their full real name as their identity. Yahoo! makes 

this fantasy ID public on its website. It sends sellers and buyers each others’ real name and 

contact details. The rating system of Yahoo! Auction is very straight forward. After every 

transaction, Yahoo requests trading partners to rate each other. There are three possibilities of 

the rating: a positive rating (+1 point), a negative rating (-1 point) or a neutral rating (0 point). 

Each Yahoo Auction members has a profile.  Member’s profiles show the aggregate 

feedback ratings. In Yahoo! Auctions, the buyers and the sellers can give short messages 

through Yahoo!’s feedback system. These comments and ratings are public messages, which 

cannot be hidden or deleted.  The system will automatically accumulate and calculate the 

feedback ratio.  The Feedback Forum allows Yahoo! members to rate each others’ 

performance after every deal. All ratings are published on the website so that other Yahoo! 

members can decide who to trust. The reputation system not only provides the opportunity to 

rate each other, but also the opportunity to leave comments on each others’ performance. The 
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comments will form the major focus of this research. Negative feedback is usually given in 

case of non-delivery, late delivery, non-payment, inability to reach the other member and 

damage to reputation. The negative feedback comments are likely to ruin a bidder’s reputation 

and reliability. On the other hand, positive feedback is given for good quality goods, fast 

delivery, good service, etc. 

    A reputation system can be defined as a system that “collects, distributes and aggregates 

feedback about participants’ past behavior” (Resnick et al., 2000), or as a “system that assigns 

reputations to participants” (Brown, 2006). Why do online auctions need rating systems? The 

reason concerns the trustworthiness of the online commerce. Trust can be defined as ‘the 

subjective assessment of one party that another party will perform a particular transaction 

according to his or her confident expectations, in an environment characterized by uncertainty’ 

(Pavlou, 2006). The inherent temporal and physical separation between buyers and sellers in 

impersonal online marketplaces poses uncertainties for buyers because they mostly transact 

with new and unknown sellers with no brand reputation. To account for these uncertainties, 

online auction marketplaces such as eBay have instituted feedback mechanisms, which are IT 

systems that enable the collection and dissemination of information about past transactions of 

sellers (Dellarocas 2003, Resnick et al. 2000). Feedback mechanisms facilitate transactions by 

mitigating information asymmetry and building buyers’ trust in sellers (Pavlou, 2006). Where 

in normal e-Commerce transactions, buyers are often left empty-handed if they are unhappy 

with the services provided by the seller, with rating systems the buyer can threaten the seller 

with a negative comment. Although such a threat will not be effective in every case—for 

example, when a seller does not intend to do business frequently (non-repeat players)—it will 

often provide buyers with a powerful weapon to induce sellers to live up to their promises, 

even if their transaction is a one-time deal. With e-Commerce, contact between sellers and 
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buyers takes place through databases and telecommunication networks. The lack of personal 

contact leads to lack of trust in business partners on the internet. This hampers the growth of 

electronic commerce. Therefore, the trust building system becomes more important in auction 

sites. A trader’s success partially depends on his or her online reputation, therefore they will 

seek to accumulate as many positive points and comments as possible and avoid negative 

feedback. 

    By allowing buyers and sellers of completed transactions to offer publicly observable 

feedback to one another, a good seller builds a history of success and has an advantage in 

terms of buyers’ trust, and possibly premium prices, for future sales on the site. At the same 

time, negative feedback makes it more difficult for bad sellers to masquerade as good sellers 

while passing off inferior or non-existent goods on unwitting buyers. Thus, the reputation 

system enables a form of trust to be built—good sellers are rewarded for providing 

high-quality service and bad sellers are punished by the loss of future sales or lower prices or 

both.. The feedback system also solves the entry problem by creating customer stickiness 

through switching costs. For instance, consider an eBay seller with a large number of positive 

feedback points, who enjoys premium prices. Despite lower selling fees on upstart Yahoo 

Auctions, such a seller would be reluctant to switch—switching would mean rebuilding his or 

her entire reputation on the rival site and enjoying less than premium prices during that 

process.  

    However, feedback abuse has become a serious problem for auction sites Of feedback 

provided on eBay by buyers, 99.1% is positive, while only 0.3% is neutral and 0.6% is 

negative (Resnick & Zeckhauser, 2000). Of course, it could be that most sellers are honest 

and that 99.1% of all transactions are dealt with to the buyers’ satisfaction (Sampath, Saygin, 

et al, 2006). However, there seems to be more to the feedback story. There are some situations 
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of feedback abuse. For example, pollyanna feedback and tit-for-tat retaliation is a typical 

phenomenon.(Rietjens, 2006). The extreme rate of higher positive feedback than negative 

feedback has been referred to as ‘Pollyanna feedback’. This situation may be due to the social 

conventions of expressing politeness. A second reason is that people are afraid of tit-for-tat 

retaliation. They are afraid to be revenged by giving negative feedback. Houser and Wooders 

(2006) found that when the buyers are giving negative points, there is a 40% chance they will 

also receive negative feedback from the seller. The above mentioned situations can be 

resolved to a degree by consultation with the system operator or manager. The manager will 

investigate the situation and remove inappropriate comments and ratings. As a result, 

considering the abuse of feedback, the rating points may not be representative. Therefore, 

when analyzing the feedback system, we should focus more on the comment part which 

contains richer information and less biased opinions.  

 

2.2.3 Effects and Patterns of Feedback System 

   When choosing sellers many consumers will take the seller’s feedback points and past 

transaction experience into consideration. Therefore, the seller is motivated to keep a good 

record in order to increase competitiveness. Generally speaking, it is not difficult to get a 

positive point. If the seller fulfills his basic duty and has a sincere attitude, the buyers will 

generally give positive feedback after purchasing. Some previous studies have found positive 

relationship between positive feedback and the willingness to buy products. According to 

Brown (2006), bidders are more likely to bid, and bid higher, when a seller has positive 

feedback reports. Also, several other studies find that positive feedback has a positive impact 

on price. For example, Ba and Pavlou, (2002) use experiments in the field and find that the 
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willingness to pay increases with sellers’ positive feedback. They also find that the positive 

effect is more pronounced for high-value items, such as digital camcorders. 

In online auction websites, the information is very asymmetrical because buyers cannot 

examine the identity of sellers and the actual product. Usually, the auction websites limit 

their users from putting their real contact details in order to avoid fraud and private 

transactions. Therefore, other people can only see internet handles. In addition, the quality 

of the product can only be displayed through the pictures and descriptions; there may be 

some hidden problems with the products. There is no way for the buyers to know detailed 

product situations. At the same time, for small sellers, the buyer usually will not repeatedly 

buy products from the same seller because the seller has not build brand recognition and 

long term customer relationship with the buyer (Ba and Pavlou, 2002). According to a 

statistic release by eBay, within five months the percentage of repeated transactions is lower 

than 20, which suggests the buyer does not have enough information to judge the reliability 

of the seller. Therefore, the reputation system can help save the past record of transactions 

between buyers and the sellers. Generally speaking, careful buyers usually will check the 

reputation information before purchasing. Positive points often suggest that the seller is 

more reliable, with abundant product supply, cheaper price, good service, quality goods, 

fast delivery and a detailed product description. According to previous literature, 

Lucking-Reiley (2000) has pointed out that the reputation of the sellers has a measurable 

impact on the eBay auction price. Negative scores have obvious effect on the price whereas 

positive scores have less influence. Houser and Wooders (2006) also indicated that if the 

seller increases positive feedback by 10% then the ending price will increase 0.17%, on the 

contrary, negative feedback will decrease 0.24%. Some researches also found that negative 

feedback has more influence than positive feedback or the total amount of feedback. Ba and 
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Pavlou (2002) also found that if the positive feedback increases 1%, the buyer will like to 

pay 0.36% more especially for high value products because buyers tend to consider large 

purchase decisions more carefully. Overall, scholars found that the reputation systems are 

effective and it proves that the buyers can lower the searching cost and risky by using this 

system. Buyers are willing to pay more to buy the same product from sellers who have 

higher feedback scores. According to Kwon, Kim, et al. (2002) the feedback comments are 

also a reference for buyers before they place their bid. Livingston, (2005) also indicates that 

if the positive score is higher than 675 and without any negative score, there can be up to a 

10 % price premium. Through the previous literature we find out that positive feedback 

scores do not necessarily guarantee positive purchasing experience.  However, once there 

is a negative score, the buyer may put the seller into his or her black list and refuse to buy 

his products. Although much literature has given positive support and confirmation of 

feedback systems, questions remain. For example, Yongseog (2005) has indicated that in the 

present online auction market, some buyers underestimate the risk of online transaction and 

some buyers can not accurately assess the messages delivered by seller’s feedback. 

Although there is still controversy about the function of feedback mechanisms, there is 

clearly room for improvement. That said, the reputation mechanism still receives positive 

support from both buyers and sellers.  

The reputation system is also an important manifestation of Web 2.0 design. Through 

the reputation system sellers can understand what kind of product and service are not 

welcomed, thus he can adjust the product items and provider better service. Seller can also 

check the buyer’s reputation score in order to avoid selling product to irresponsible buyers. 

For buyers, the reputation ratings are also valuable for them in choosing a good seller. The 

reputation system can be seen as a very important database.  
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Giving feedback is a selective behavior. Completing a transaction does not require 

feedback.  Provided a consumer wins the bidding, both he and the seller can leave each 

other feedback. Sellers often care more about the accumulation of feedback scores. 

Therefore, almost every seller will give a feedback in general situation unless they forget to 

do so or they are not so serious about their auction business. For the sellers, there are 

basically three timings for giving feedback. First, the seller can give feedback after 

receiving money from the buyer or after delivering the product. Second, the seller can 

respond to feedback passively. Third, to give feedback in a certain, fixed time. The seller 

will see the positive points as a recognition and notification of their service quality. 

       Much past literature has focused on numerical (positive and negative) feedback 

ratings, ignoring the role of feedback text comments. However, these text comments are more 

able to convey useful reputation information about a seller’s prior transactions which cannot 

be fully captured with crude numerical ratings. 

    According to Pavlou and Dimoka (2006), feedback text comments contain rich 

information about sellers that cannot be conveyed by numbers alone. For example, there is a 

difference between a text comment that indicates regular delivery and a text comment that 

denotes a seller satisfying a buyer’s extraordinary request. Also, there is a distinction between 

a text comment that suggests a slight product delivery delay and a text comment that denotes 

fraud or severe incompetence. Therefore, we can see that the comments on feedback systems 

can offer richer evidence of a seller’s past transactions beyond crude positive and negative 

ratings, and they are posited to represent a more comprehensive basis of the value of feedback 

mechanisms. Therefore, in this study, I will focus on the comment segment in order to 

analyze its WOM effect on buying decisions. 

    Compared to other WOM methods, feedback comments are more organized and 
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systematic due to the restrictions and rules of online auction feedback systems. When 

observing the comments left on the websites, we find that there are certain patterns which 

develop. Due to the abuse of feedback, sometimes you can find positive rating with more 

neutral even negative comment. Also, the degree of positive and negative ratings also can be 

more carefully observed through comment texts. According to Pavlou and Dimoka (2006), 

there are five main different patterns of feedback comments:  

1. Outstanding credibility comments: a seller excelling in fulfilling basic contractual 

obligations. Examples include exceptional product delivery, precise product representation, 

and close adherence to fulfillment guarantees.  

2. Outstanding benevolence comments: a seller’s extraordinary goodwill behavior. Examples 

include showing empathy to buyer needs, going beyond the call, and not taking advantage of 

buyers despite having the chance to do so.  

It is important to distinguish between outstanding benevolence comments that provide 

evidence of a seller’s goodwill behavior beyond basic transaction fulfillment, and outstanding 

credibility comments that give evidence of a seller excelling in fulfilling the transaction’s 

basic contractual obligations. 

3. Abysmal credibility comments: incompetence and unreliability. Examples include extreme 

delivery delays, severe shipping and fulfillment problems, and inability to complete 

transactions.  

4. Abysmal benevolence comments: a seller intentionally acting opportunistically and trying 

to exploit buyers. Examples include product quality deception, intentional product 

misrepresentation, and fraud.  

There is also a distinction between abysmal benevolence comments that provide 

evidence of intentional malicious behavior and abysmal credibility comments that denote 
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fulfillment problems due to unintentional lack of ability. 

5. Ordinary: not any evidence of extraordinary past seller behavior. Examples of ordinary 

comments are those that denote either a regularly completed transaction or a slightly 

problematic one that does not produce an extraordinary surprise element. 

 Detailed feedback about the seller’s reputation is in the comments. They provide a 

more objective reference for consumers. According to the research, when the seller has a 

positive comment with detailed outstanding descriptions, it will increase largely than only 

simple and ordinary comment. The feedback comments are like little messages or opinions 

for the buyers or sellers. In Yahoo! Auctions, the comments are limited to 125 words with 

the feedback rating: outstanding, ordinary and abysmal. Besides, the system will have some 

caned words to use. The advantage of using caned words is time-saving and efficient but 

most of the time it will leave the consumer the impression insincerity. 

Most sellers will try to give positive feedback in order to win a good review in return. So, 

most of the time, they will treat negative feedback rationally in order not to harm the harmony 

between seller and the buyer. If the buyers and sellers still can not reach a common ground, 

then they an ask Yahoo! to act as a judge. When providing feedback comments, some 

consumers will emphasize the seller’s delivery or service, while some will focus on the 

product quality or delivery speed. Therefore, some of the comments can increase the 

consumer’s belief in the seller’s ability and some can increase the belief in integrity.  

    In addition to the feedback system, there are many other factors which affect consumers’ 

purchasing intentions. Of these, the most important may be the price. Previously, engaging in 

online auctions was often seen as a waste of time because one had to wait for the bidding to 

end.  However, now many auction websites have the ability to set “buy-it-now” prices.  

This decreases the time that consumers have to wait but at the same time changes the nature 
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of auctions into virtual shopping space. 

    Purchasing intention is a type of behavioral intention which means it is a subjective 

judgment about what we will do in the future or one’s intention about an activity or a 

behavior and it include actual consumer behavior. Although intentions may change and we 

cannot control whether consumers will follow their intentions through to action, it is still very 

important to evaluate intention. Via purchasing intention we can predict possible purchasing 

behavior. Comparing with the evaluation of the attitude of the consumer toward certain 

product, the above one is more precise and predictable.  

 

2.3 Perceived Risk and Purchase Intention 

  The internet transaction environment is by nature uncertain. This uncertainty can make 

consumers wary of possible risks. Bauer (1960) uses the concept of perceived risk to explain 

consumer behavior. He argues that consumer behavior can be seen as a process of risk taking. 

The perceived risk of consumer behavior is due to the fact that the consumer may not be 

certain of the consequences of selecting a given product when they choose to purchase. And 

this perceived risk may bring some feeling of uncertainty to the consumer. Cox and Rich 

(1964) indicate that when consumers want to achieve certain purchasing targets, they will 

receive certain degree of risk when engaging in the whole purchasing condition because the 

consumer can not feel sure about which product can fit the image in their mind or whether it 

will have some negative outcome or not. Based on Bauer’s concept of perceived risk, Cox and 

Rich raise two factors of perceived risk: (1) the percentage of negative risk that the consumers 

think their purchasing decision may bring before the purchase. And (2) the consumer 

subjectively think the negative outcome will happen by the decision of not.  Roselius (1971) 
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argues that perceived risk, which occurs when consumers think they may lose out because of 

buying a certain product, will make the consumer hesitant about their decision. 

McColl-Kennedy, Janet and Richard (2001) define perceived risk as an individual’s 

evaluation of the situational risk; that is, the individual’s degree of capacity to estimate and 

control the uncertain situation.  

   Many scholars consider perceived risk a multifaceted concept. According to Cox and Rich, 

there are four main dimensions of perceived risk: 

1. Time loss: When the product is broken, the consumer has to expend the effort to fix or 

return it thus they lose time and are inconvenienced.  

2. Danger loss: The loss of health or safety caused by damaged or poor quality products. 

3. Pride loss: If the product is defective or poor quality, the consumer may feel others may 

perceive him or her as stupid.  

4. Money loss: If the product is broken, the consumer may need to try hard to fix or 

exchange it which may cause them to expend more money.  

Regarding these four aspects of losses, Roselius found that the interviewees care about 

money loss the most. Following Cox and Rich’s research on the four dimensions of perceived 

risk, Jarvenpaa and Todd (1996) were the first to use perceived risk to analyze consumer’s 

online shopping behavior. They use a somewhat different classification:  

1. Financial Risk: This category is similar to money loss in the previous classification. In 

the online shopping world, careless purchasing decisions may unable to return a 

product or even unable to ensure product receipt. 

2. Performance Risk: When shopping online, often time the product bought may not 

satisfy the original expectation of the buyers because of the lack of personal contact of 

the real object. Then, this purchasing behavior may not be effective. 
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3. Psychological Risk: The risk of feeling anxiety caused by the possibility of personal 

information misuse by hackers or by being cheated.  The loss may be beyond remedy 

to the buyers. 

4. Social risk: For older generations or more cautious people, online shopping may be 

perceived as a careless or dangerous activity. Consumer may have to face the risk of 

being labeled with negative social images. 

In addition to the above mentioned four dimensions, Forsythe and Shi, 2003 add 

one more factor which makes the classification more complete. 

5. Time Risk: Although online shopping is often considered convenient and time-saving, 

delays in receiving products and time spend searching for and ordering products can 

also cause the consumer to lose time and be inconvenienced.  

To sum up, this study combines these five aspects - provided by Jarvenpaa, Todd, 

Forsythe and Shi of perceived risk in order to investigate how different feedback 

comments will affect buyer’s perceived risk. 

Akaah and Korgaonkar (1988) indicate that the consumer will have higher perceived 

risk if the product is unbranded or the seller is an individual amateur seller. Grabner and 

Kaluscha (2003) expanded on perceived risk in online shopping environments by adding 

two more aspects:   

1. The uncertainty of the infrastructure: the reliability of the software and hardware, the 

steadiness of the electronic system, and possible defects in the security system can all 

make the consumer feel uncertain and wary of shopping online.  

2. The uncertainty of transactions: This kind of uncertainty stems from the information 

asymmetry. In the e-commerce environment, the lack of personal interactions and 

product quality examinations may make buyers feel insecure. Compared with the 
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buyers, sellers are able to obtain more information.  This asymmetry can cause 

buyers to worry about not getting their products. Also, sellers may worry that the bid 

may be retracted or they may not receive payment after they have send the product. 

As for the relationship between perceived risk and purchase intention, many 

marketing scholars like Peter and Tarpey (1975) have indicated that buyer’s perceived risk 

will affect their purchasing behavior. Grabner and Kaluscha (2003) also argue that 

perceived risk - especially financial risk and performance risk - can affect consumers’ 

purchasing intentions. Therefore, we can infer that the consumer’s perceived risk during the 

purchase process will have an important effect on their purchasing intention. If the 

perceived risk can not be decreased, then consumers may choose not to buy the product. 

2.3.1 Relationship between E-auction Familiarity and Feedback Reference 

Andrews and Benzing (2007) have researched factors which influencing online 

shopping behavior. His study indicates that people who are more familiar with the internet are 

often more likely to engage in online shopping behavior. In addition, according to Yang 

(2000), people who are not familiar with internet use have higher perceived risk because of 

the lack of certainty. They will also be less likely to shop online due to their insecurities. 

Cameron and Galloway (2005) believe consumers must possess certain basic internet skills 

like using a web browser and email in order to successfully engage in online shopping 

behavior. This study also points out that people who are the heavy users of online auctions are 

often good at searching for outer hints in order to lower their sense of perceived risk. 

According to Survey Net (2005), consumer’s net familiarity and acceptance are crucial factors 

in influencing purchase intentions. Heavy users of online auctions develop strategies through 



37 
 

experience in order to reduce possible risks. Feedback system through previous literature 

review can be seen as one of the external hints to reduce uncertainty. Therefore, it can be 

inferred that people who are more familiar with online auctions will tend to make good use of 

the feedback system. As a result, Hypothesis 1 is thus developed: 

H1: Buyer’s e-auction familiarity will affect his feedback attitude.  

H1a: If the buyer has higher e-auction familiarity, he will refer to feedback more frequently. 

H1b: If the buyer has lower e-auction familiarity, he will refer to feedback less frequently. 

 

2.3.2 Relationship between Feedback and Perceived Risk: 

     Consumer behavior by nature contains elements of risk. If the level of risk exceeds the 

limit which consumers are willing to accept, then consumers will often want to change the 

level of risk and try to improve their perceived odds. According to Roselius (1971), 

consumers basically have two strategies to choose from when reducing risk: (1) To lower the 

uncertainty: For example, searching for more information can help consumers to lower the 

risk of possible loss. (2) To decrease the amount of payment: For example, lowering personal 

expectations and purchasing expense can lower their sense of risk. 

  Roselius (1980) further explains his concept and gives more detailed classification of 

risk reduction:  

1. Endorsements: Buying brands which are recommended by celebrities. 

2. Brand loyalty: Purchasing brands which they have bought before and are satisfied with.  

3. Major brand image: Purchasing famous-brand products. 

4. Private testing: Purchasing brands which are tested by private agencies. 

5. Store image: Purchasing goods from reliable shops.  
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6. Free sample: Using free samples before purchasing.  

7. Money-back guarantee: Purchasing brands which offer money-back services.  

8. Government testing: Buying products which have been certified by government agencies.  

9. Shopping: Visiting different stores and comparing different product brands.  

10. Expensive model: Purchasing the most expensive product. 

11. Word of mouth: Asking opinions from others. 

Cox (1967) also indicates some ways that consumers handle risky situations. First, they 

will depend on personal experiences or other’s experiences. Second, they will search for 

information. Third, they will take action for prevention. Fourth, they will avoid buying 

something which is unfamiliar. Fifth, they will choose the most famous brand or most 

expensive product. Sixth, they will choose someone who is more capable of selecting to buy 

for them.  

Of the strategies Roselius raises, word of mouth is considered one way to lower 

consumers’ level of perceived risk. This study aims to understanding how feedback system in 

auction sites serving as one of the e-WOM tools which may help reduce consumers’ 

perceived risk. 

Cases (2002) indicates nine different risk reduction strategies. He determines that 

consumers usually consider financial risk the most important one when they choose brand 

loyalty, money-back guarantee, shopping and store image as their way of risk reduction. And 

Psychological Risk becomes the most important when they use the strategy of shopping 

around.  Physical Risk is the most important when they choose brand loyalty. Akaah & 

Korgaonkar (1988) also compare these different strategies and conclude that the 

“money-back guarantee” strategy is the most useful method in lowering risk. Following are 

major brand image, free sample, store image and word-of mouth.  
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Tan (1999) also examines risk reduction strategies focusing on one high, mid and low 

risk product in an online shopping environment. Tan finds that the most favorable strategy is 

using a reference group. This study also shows that the level of risk reduction and purchase 

intention has a close relationship. Therefore, it implies that the online shopping marketing 

managers should use appropriate risk reduction strategies to lower consumers’ perceived risk. 

The uncertain nature of the internet can make consumers feel anxious about product 

quality when they shop online. Therefore, under these circumstances, consumers may try to 

find a way to gain confidence in their decision or lower the chances of feeling uncertain in the 

future. They can try to lower perceived risk by reducing the percentage of buying wrong 

product. In this sort of instance, word-of-mouth messages can help reinforce consumer 

confidence levels in a product. Since auction feedback comments are provided by people who 

have purchasing experience with the seller, they can have a greater impact on lowering the 

sense of uncertainty than just barely compare the product information. According to Reiley 

(2001), on auction sites, sellers’ feedback records are their performance reputations. If the 

seller has positive feedback, then the consumer will tend to trust the seller, on the contrary, if 

the seller has negative feedback, the consumer will feel more suspicious and the level of 

perceived risk will be higher. According to the above mentioned literature, sellers’ feedback 

has significant influence on buyers’ perceived risk. Thus, hypothesis 2 is proposed: 

H2: Seller’s outstanding feedback comments will decrease buyer’s perceived risk in online 

shopping. 

H2a: Seller’s outstanding feedback comments will decrease buyer’s financial risk in online 

shopping. 

H2b: Seller’s outstanding feedback comments will decrease buyer’s performance risk in 

online shopping. 
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H2c: Seller’s outstanding feedback comments will decrease buyer’s psychological risk in 

online shopping. 

H2d: Seller’s outstanding feedback comments will decrease buyer’s social risk in online 

shopping. 

H2e: Seller’s outstanding feedback comments will decrease buyer’s time risk in online 

shopping. 

H3: Seller’s abysmal feedback comments will increase buyer’s perceived risk in online 

shopping. 

H3a: Seller’s abysmal feedback comments will increase buyer’s financial risk in online 

shopping. 

H3b: Seller’s abysmal feedback comments will increase buyer’s performance risk in online 

shopping. 

H3c: Seller’s abysmal feedback comments will increase buyer’s psychological risk in online 

shopping. 

H3d: Seller’s abysmal feedback comments will increase buyer’s social risk in online 

shopping. 

H3e: Seller’s abysmal feedback comments will increase buyer’s time risk in online shopping. 

2.3.3 Relationship between Perceived Risk and Purchase Intention: 

    When consumers face making a purchase decision, they are in a situation of risk taking.  

Therefore they may feel anxious and want to reduce the risk. When they worry about that the 

actual performance of the product can not meet their expectation, a feeling of perceived risk 

will emerge. However, this study aims to understand whether positive feedback information 
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will help lower the perceived risk and result in higher purchase intentions or not.  

Taylor (1974) raises a main issue of choice situations to illustrate the risk taking theory.  

He indicates that perceived risk has influence on consumers’ purchasing behavior. When 

consumers want to purchase a certain product, they will sense the possible risk of buying this 

product. This kind of risk can lower the impulse towards buying. Only when the possible 

problems of money loss or uncertainty are solved, will the consumer purchase the product. 

Therefore, level of perceived risk will influence purchasing intention and behavior. 

Tan (1999) analyzes the risk reduction strategies in online shopping environments and 

finds that reference groups, brand image and guarantees can all lower consumers’ perceived 

risk and therefore increase purchasing intentions. Eggert (2006) also reveals that when faced 

with different services, the information people search out and the level of perceived risk vary. 

Mira also demonstrates that perceived risk has a significant influence on consumer’s 

purchasing behavior. Li (2000) also indicates that the perceived risk of internet (financial risk 

and performance risk) influence consumers’ purchasing intentions. The higher the perceived 

risk, the lower the purchasing intention will be. 

Pires (2004) also argue that consumers are influenced by perceived risk during the 

process of purchase decision making,. If the perceived risk is high, consumers will tend to 

look for word-of-mouth sources in order to get more information. In conclusion, according to 

the previous literature, during the process of purchasing, perceived risk plays a very important 

role and it affects consumers’ purchasing intention. If the consumer can not lower the degree 

of perceived risk, he may give up on buying a given product. Therefore, hypothesis 4 is 

proposed:  

H4：If the buyer has lower perceived risk, the purchase intention will be higher.  

H4a: If the buyer has lower financial risk, the purchase intention will be higher. 
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H4b: If the buyer has lower performance risk, the purchase intention will be higher. 

H4c: If the buyer has lower psychological risk, the purchase intention will be higher. 

H4d: If the buyer has lower social risk, the purchase intention will be higher. 

H4e: If the buyer has lower time risk, the purchase intention will be higher. 

2.3.4 Relationship between Feedback and Purchase Intention 

  According to Fishbein (1975), intention means the subjective percentage for an individual 

to engage in specific behavior. Therefore, purchase intention means the percentage that the 

consumer is willing to adopt specific purchasing behavior. According to the “Consumer 

Decision Process Model” proposed by Engel, Blackwell, and Miniard (1986), there are five 

steps for the decision making process. 

1. Problem Recognition: When consumers sense a certain need, they will start to feel that 

there is a gap between their need and their actual status. 

2. Information Search: When the need is confirmed, consumers will search for their inner 

knowledge in order to fulfill the need. If the inner knowledge is not enough, then they will 

seek outer hints. 

3. Evaluation of Alternatives: When consumers collect enough data for evaluating purchase 

decision, they will start to evaluate possible purchase strategies. 

4. Purchase: After evaluating every strategy, consumers will buy the product if they feel the 

strategies are workable. 

5. Postpurchase Evaluation: At this stage, consumers may feel satisfied or dissatisfied. Both 

of these two results will affect their future purchase behavior and intention. 

After consumers evaluate the possible strategies, they will form purchase intentions. 
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However, there are two factors affecting the relationship between purchasing intention and 

real purchasing behavior. According to Sheth (1974), the first factor is others’ attitude and the 

second factor is the unpredictable environmental factors. 

Dodds, Monroe, and Grewal (1991) find that product, store and price are the main factors 

which influence purchase intention.  

1. Product Factor: 

Pires (2004) indicates that for online shopping, consumers’ purchasing 

intentions will be affected by the product brand names and the way the information is 

presented. Yang (2000) also argues that brand image has a significant influence on 

internet shopping.  

2. Store Factor: 

According to Chu (2001), recommendations from experts and users will have 

significant influence on online shopping purchasing intentions. Yang (2000) also 

finds that the reputation of the store and the service of the store are the most 

important elements that consumers emphasize on in the world of electronic 

commerce. 

3. Price Factor: 

Pires (2004) research points out that price discount will highly influence consumers’ 

purchasing intentions. Degeratu (2000) also finds that price is the most important 

factor affecting consumers’ purchasing intentions in online shopping environments. 

Erdem and Swait (1998) indicate that consumers will consider the reputation of the 

company when engaging in purchase decision making process. Also, Hawes and Lumpkin 

(1986) find that consumers will sense lower perceived risk when using higher reputation 

companies and thus will have higher purchasing intentions. According to the above 
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mentioned literature, sellers’ feedback records on online auction websites will also affect 

buyers’ purchasing intentions. Therefore, hypothesis 5 is raised.  

H5: Seller’s feedback comments will influence buyer’s purchasing intentions. 

H5a: Buyer’s purchase intention will be higher if the seller’s feedback comments are 

outstanding.  

H5b: Buyer’s purchase intention will be lower if the seller’s feedback comments are 

abysmal. 

Based on the above literature review, this study develops a research model as shown in 

Figure 3-1. It is suggested that, the different types of feedback comments will affect 

perceived risk, and perceived risk will affect purchasing intentions. In addition, consumers’ 

previous experience with e-auctions will affect the frequency of referring to feedback 

information.  

In order to examine the stated hypotheses, this study applies the following experimental 

study and questionnaire survey. 

 

 

 

 

 

 

 

 


