
Optimizing Rating Systems for Innovation
I study the impact of  platform rating aggregation policies on firms’ product innovation incentives. 
Given the positive impact of  aggregated ratings on product sales, firms use aggregated ratings to 
guide their product innovation investments in improving product quality. Thus, platform rating ag-
gregation policies can play a key role in increasing or decreasing firms’ innovation incentives. After 
collecting a unique firm-level dataset from a mobile game app platform, I combined reduced-form 
analysis and a structural model to show how rating systems can be optimized for innovation. I 
show that innovation has a positive impact on all key rating system metrics and that a lower rating 
significantly increases innovation incentives. Building on empirical evidence, I develop a dynamic 
structural model to represent firms’ forward-looking behavior and estimate innovation costs. I 
then evaluate the impact of  alternative rating aggregation policies on innovation incentives. The 
counterfactual analysis shows that placing greater weight on recent ratings can increase the innova-
tion rate substantially.
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