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Abstract.

In this paper we empirically investigate the feasibility of using peer-designed agents (PDAs) instead of people for the purpose
of mechanism evaluation. This approach has been increasingly advocated in agent research in recent years, mainly due to
its many benefits in terms of time and cost. Our experiments compare the behavior of 31 PDAs and 150 people in a legacy
eCommerce-based price-exploration setting, using different price-setting mechanisms and diverse performance measures.
The results show a varying level of similarity between the aggregate behavior obtained when using people and when using
PDAs. In some settings similar results were obtained, in others the use of PDAs rather than people yielded substantial
differences. This suggests that the ability to generalize results from one successful implementation of PDA-based systems to
another, regarding the use of PDAs as a substitute for people in system evaluations, is quite limited. The decision to prefer
PDAs for mechanism evaluation is therefore setting dependent and the applicability of the approach must be re-evaluated
when switching to a new setting or using a different measure. Furthermore, we show that even in settings where the aggregate
behavior is found to be similar, the individual strategies used by agents in each group highly vary. Finally, we report the
results of an extensive comparative analysis of the level of optimality reflected in people’s and PDAs’ individual decisions
in our decision making setting. The results show that the decisions of both groups are far from optimal, however the use of
PDAs results in strategies that are more than twice as close to the optimal ones.
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1. Introduction

Recent research increasingly relies on Peer-Designed Agents (PDAs), i.e., computer agents developed by people,
as an efficient means for replacing people in evaluating systems [44]. Examples of such implementations can be
found in various domains, such as negotiation [31], security systems [30] and parking allocation [12]. Similar
to agent technologies in general, the use of PDAs for system evaluation encompasses many advantages, such as
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allowing the simulation of high-level types of information-oriented behaviors, interaction with other individuals,
influencing one another to make separate decisions, and simulation of large-scale systems, due to the relatively
small cost of cloning agents [64]. On top of these capabilities, PDAs may directly address one of the key challenges
in using agents to replace people for system evaluation which is having the ability to accurately capture people’s
behavior in the simulated domain. People are known to be associated with diverse behaviors, which makes it difficult
to capture behavior patterns in a monolithic model [33]. The use of PDAs in comparison to other agent design
methods may offer a better representation of the rich set of behaviors used by people.

Indeed, if PDAs could capture people’s behavior adequately, a PDA-based system is likely to perform similar to
the case where the system is populated with people. Nevertheless, empirical investigation of the level of similarity
observed between PDAs and people is not conclusive; some work suggests a relatively strong correlation between
the behaviors of the two [12], while in other work the PDAs are reported to act differently than people to some
extent [18,44]. Yet, even in cases where individual differences between the behavior of PDAs and people were
reported, the performance of mechanisms applied directly to people and PDAs were similar [31,30]. Consequently,
the conclusion of these works is that PDAs can alleviate the evaluation process of mechanisms (replacing people)
and facilitate their design.

Unlike prior work, the underlying hypothesis of the research reported in this paper is that the extent of similarity
between the average behavior observed when using people and PDAs is mechanism and measure dependent. The
reported experimental results demonstrate how the use of the same set of PDAs leads to various different conclu-
sions regarding the applicability of the “PDAs as a substitute for people” approach, simply by changing either the
measures used or the mechanism evaluated. While complete similarity is reported for some combinations, in others
the difference is substantial.

In order to test our hypothesis, a set of experiments with people and PDAs was carried out. The experimental
design we used was the classical exploration-versus-exploitation setting of price-search in eCommerce [62,32,35,
43]. In this setting, buyers need to decide which sellers to query for the prices of a specific item, where the price-
querying incurs some cost and prices are a priori uncertain. The performance of people and PDAs in this domain
is measured by three different parameters (measures): the exploration extent, the agent’s overall expense and the
seller’s revenue. The evaluation of performance recurs with three different price setting mechanisms, using 150
human subjects and 31 PDAs.

The paper also presents the results of two complementary experiments that are of great value to the research of
PDAs and the relationship between the behavior they exhibit compared to people’s behavior in similar decision-
making situations. The first experiment is used for comparing the level of optimality measured in PDAs’ and people’s
decisions for the same decision-making situations. The results show that both populations perform far from optimal,
yet PDAs decisions are, on average, twice as close to the optimal decisions than people’s decisions in the domain
used. Furthermore, a drill-down analysis of the results reveals that the most apparent difference between the two
in terms of decision optimality is that people find it more difficult than PDAs to recognize which opportunity to
explore next, whenever the exploration process should resume according to the optimal strategy. Nonetheless, they
are not that far behind agents in their ability to recognize the benefit in terminating and resuming the exploration.
The second experiment is to validate the fitness of PDA-programmers as legitimate representatives of the general
population.

The importance of the results is in showing the great caution that should be taken when attempting to generalize
specific results obtained in this line of research. Namely, one cannot deduce from the success of PDAs in reflecting
an average behavior similar to the one obtained with people in a specific domain for other domains. Furthermore,
even if the same domain is used, there is no guarantee that the same level of similarity will hold when the evaluated
mechanism is changed. Even if only one mechanism is evaluated, and only the performance measure is changed,
there is no guarantee that similar results will be obtained. Instead, whenever considering the use of PDAs as a substi-
tute for people in system evaluation, one needs to test the applicability of this approach for the specific mechanism
and measures of interest, using a pilot study or other means. The comparative evaluation of the optimality level
exhibited in people’s and PDAs’ decisions provides several additional insights from this important point of view,
relating to irrationality and sub-optimality in these two populations in costly-exploration domains.

We note that beyond the main contribution to the research of PDAs as substitutes for people in decision-making
studies, the results reported in the paper suggest several secondary contributions to the research of search theory



and pricing. For example, it suggests that results obtained in prior research (focused on simplistic exploration set-
tings, indicating that people’s search efficiency is close to the theoretical optimal strategy [37]) do not hold when
considering more realistic exploration opportunities. The results also suggest that in this important domain agents
cannot be assumed to search optimally, despite their substantial computational capabilities. This is important since
much of the theoretical work dealing with agent-aided search-based ecommerce (especially in the area of pricing)
assumes that the agents are likely to exhibit fully rational behavior. An additional implication of the results is that
having the ability to distinguish between human and agent consumers can substantially improve the effectiveness of
price setting methods in costly-exploration based markets.

In the following section we review related work. Then, in Section 3 we introduce the exploration problem that
is used as a framework for evaluation. Section 4 details the evaluation methodology, including the different mech-
anisms and measures, the experimental infrastructure and the problem sets used. The results and their analysis are
given in Section 5. The complementary experiments to compare the level of optimality exhibited in people’s and
PDAs’ decision making in the costly-exploration domain, and their analysis and implications, are given in Section
6. Finally, we conclude with a discussion and directions for future work.

2. Related Work

The use of PDAs in literature is quite extensive, mainly due to their twofold advantage: First, being autonomous
agents, PDAs offer many benefits in terms of simulation design and maintenance. Second, since their strategy is
determined by a large set of individuals, PDAs can potentially enable representation of a rich set of realistic real-life
strategies. Therefore the review given in this section touches on both topics, including the use of autonomous agents
in simulation in general, the challenge of and different approaches used for capturing people’s behavior and the use
of PDAs for various purposes.

Recognizing autonomous agents’ capabilities to interact among themselves and scale, many researchers have
suggested the use of them in simulation [64,7,51,38]." The increasing interest in agents for simulating complex
adaptive systems has led to several multi-agent software platforms, such as SWARM [36], JADE [3], Robocup-
Rescue [55] and Repast Symphony [41]. While these systems supplied the infrastructure for facilitating the agent-
based simulation development, the task of reliably constructing the individual agents’ behaviors remained beyond
their scope. For this reason, simulation designers have used various methods for setting human-like behavior in the
agents they developed. This include among others, statistical-data based modeling [56], pre-specification of agents’
roles using a set of parameters according to which the agents act [34], using pre-defined events and reactions [40],
defining a number of basic behaviors from which all of the agents” more complex behaviors are constructed [50,58]
or using a combination of rules and finite state machines to control an agent’s behavior using a layered approach
[59]. The main difficulty of these methods is usually in situations different from those used to collect the real data
from which the strategies were derived.

The success of simulation designers constructing human-like behavior in agents is controversial. For example the
transaction price path of agent traders designed using bounded rational theories was found to bear some resemblance
to the transaction price path of human subjects in a double auction environment [17]. In recent years, however, much
evidence has been reported on the discrepancies between the behavior of such agents and people’s behavior. For
example it was shown that the resemblance between people and agents reported for the double auction environment
does not hold once the value of one of the market parameters slightly changes [60,9]. Moreover, the simulation
designer and even domain experts are quite limited in the number of different individual behaviors they can generate.

In some respects, the idea of using people to program agents as a means for achieving a reliable set of strategies
for specific decision situations relies on the “strategy method” paradigm from behavioral economics [49]. In the
strategy method people state their action for every possible situation that may arise in their interaction. The question
of whether or not the strategy method can ensure real-life behaviors has been extensively researched in the last
decade. Several authors reported no substantial differences between the choices made using the strategy method and

I'The first use of agents in this context is reported in [52].



those made by people in experiments, e.g., in the sequential dictator game [11], in measuring people’s willingness
to pay for insurance [5,6] and even in sequential exploration problems (a bit more simplistic than the one we use)
[54]. Others, however, reported significantly different results with the strategy method compared to ones obtained
by people playing the same game, e.g., with trust game variations [10], trust-punishment games [8] and social good
allocation games [39]. One of the explanations given for the difference between the two methods is the tendency of
people to be influenced by emotions, where in strategy method people are in a “cold” state and are less emotionally
arouse [10]. The main difference between the strategy method and PDAs technology is that in the first participants
need to enumerate their choices for each possible state of the game, whereas with PDAs the requirement is to
express a cohesive formulation of their strategy [12,44,14]. This entails various implications related to the time it
takes to capture one’s strategy (an advantage for the PDAs in cases where the possible system’s state is large and an
advantage for the strategy method when the game is extremely simple, e.g., in the ultimatum game), the ability to
understand one’s strategy (an advantage for PDAs, as their code can be analyzed afterwards) and the ability to use
the strategy when the setting slightly changes (impossible with the strategy method).

The PDAs technology has been widely used in recent years. For example, in Kasbah [13] PDAs that buy and sell
were used for evaluating an electronic marketplace. In Colored Trails [18], PDAs were used for reasoning about
players’ personalities in uncertain environments. Other works, e.g., [31,30,12,44] used PDAs for evaluating specific
mechanisms in various domains such as evaluating security algorithms and evaluating automated negotiators.

As mentioned above, the main motivation for having people program agents’ behaviors is the possibility that the
resulting strategy will correspond to their own. This, however, is not straightforward. Evidence of discrepancies
between actual and reported human behavior is a prevalent theme in research originating in other various domains,
in particular in metacognition research [19]. Examples of such discrepancies include over-reporting of political
participation [4] and contrasting results between self-reported and performance-based levels of physical limitations
[27]. Indeed, part of the PDA-based literature simply does not consider the PDAs-people similarity question as an
issue or attempt to make any claims regarding this aspect (e.g., in TAC [63,48,25]). Yet, much of the PDA literature
tends to assume that people can successfully (to some extent) capture their real-life strategy in a given domain when
programming an agent [14,44]. Even in cases where some discrepancy between PDAs and people’s behavior is
reported, the average performance is reported to be similar, suggesting that PDAs can replace people in mechanism
evaluation [31,30]. Common to all the above work is that they draw their people-PDAs similarity-related conclusions
based on the specific implementation they use. The current work attempts to present a more targeted evaluation,
which compares the same populations while varying both the mechanism and the measure used.

3. The Exploration Model

As the underlying framework for the research, we consider the canonical sequential exploration problem de-
scribed by Weitzman [62] to which a broad class of search problems can be mapped. In this problem, a searcher is
given a number of possible available opportunities S = {sq, ..., s, } (e.g., to buy a product) of which she can choose
only one. The value v; of each opportunity s; (e.g., expense, reward, utility) is a priori unknown to the searcher. Only
its probability distribution function, denoted f;(v), is known to the searcher. The true value of opportunity s; can be
obtained (“disclosed”), but only by paying a fee, denoted c¢;, which is possibly different for each opportunity. Once
the searcher decides to terminate her search (or once she has disclosed the value of all opportunities) she chooses
the one with the minimum or maximum value (depending on whether values represent costs or benefits) among the
opportunities whose values were obtained.

The exploration problem as formulated above is generic and applies to a variety of real-world situations. For
example, when looking for a used car, the information given in ads reflects a noisy signal, and the true value of
cars can be revealed only through a test drive or a costly inspection. Similar exploration problem characteristics can
be found in job-search [16], multi-robot systems [20] and assignment of jobs to servers in computer systems [45].
The literature on costly-exploration-based settings reveals the use of various assumptions regarding the nature of
the exploration executed by searchers (human or agent). These range from no exploration at all [29,23], through
obtaining the value of a pre-defined fixed number of opportunities [28], to optimal exploration [24,57].



The optimal (overall-expense minimizing) strategy for the above exploration problem is given in “search theory”
literature [62].> According to this solution the entire structure of the optimal policy can be reduced to a simple
statement about reservation prices (thresholds); the searcher should set a threshold, denoted r;, for each opportunity
(e.g., a seller) s;, calculated according to:

¢ = / U (- ) fe)de ()
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Intuitively, r; is the value where the searcher is precisely indifferent: the expected marginal benefit from obtaining
the value of the opportunity exactly equals the cost of obtaining that additional value. The searcher should always
choose to obtain the value of the opportunity associated with the minimum threshold and terminate the exploration
once the minimum value obtained so far is less than the minimum threshold of any of the remaining opportunities.

While this exploration setting is common, the nature of its optimal strategy is non-intuitive as thoroughly dis-
cussed in [62]. For example, an important property of the above solution is that the threshold calculated for each op-
portunity does not depend on the number and properties of the other opportunities, but rather merely on the distribu-
tion of the value of the specific opportunity and the cost of evaluating it (i.e., considers the myopic gain of revealing
the value of that opportunity and terminating, rather than the full gain of exploring the opportunity and continuing
in an optimal manner). Also the reservation value is completely insensitive to the probability distribution values at
the higher end of the tail (as the integral limits are between —oo and r;), meaning that any rearrangement of the
probability mass located above the reservation value leaves the reservation value unaltered (however it does change
the expected value). Finally, when other things are equal, it is optimal to first sample from distributions which are
more spread out or riskier. These low-probability high-payoff situations should be prime candidates for early inves-
tigation even though they have a smaller chance of ending up as the source ultimately yielding the best reward when
the exploration ends. Based on the non-intuitiveness of the solution characteristics, people’s exploration strategies
when facing the problem are likely to be different from the optimal strategy and diverse.

The specific sequential exploration problem that is used as a framework for testing our hypothesis considers a
buyer searcher operating in an electronic marketplace populated by N sellers. The sellers are assumed to be active in
other various markets (i.e., multichannel retailers [22]) and frequently change their prices through various dynamic
pricing techniques [26,29]. Their pricing is therefore taken to be external, unaffected by the buyer’s exploration
behaviors in this market. Any seller s; is therefore assumed to be associated with a different distribution function
fi(v), from which its price is drawn at any given time, if queried for its price.? The distributions f;(v) (i = 1, ..., N)
are assumed to be known to the buyer (or can be learned using past experience, Bayesian update, etc.). The buyer’s
price-querying process itself is assumed to be costly, as it requires the consumption of some resources (either CPU
time, communication bandwidth, etc., in the agents’ world or time, parking fees, transportation costs, etc., in the
physical world) [29]. This cost is assumed to be seller-dependent — the cost of querying the price of seller s; is
denoted c;. Buyers are assumed to always prefer the minimum quote among those received from the sellers they
query (i.e., sensitive to price [61]).

Given the above problem description, a buyer needs to set its expense-minimizing exploration strategy based on
the set of sellers, their distribution of prices and querying costs (f1(v), ..., fn(v) , ¢1, ..., cn). The buyer’s strategy
thus determines which seller to query next (if at all) based on the best (lowest) price obtained so far and the set of
sellers that have not been queried yet.

Reliably capturing the exploration strategies of buyers in such settings is important for evaluating various market
design mechanisms, among which we focus on price setting mechanisms. In particular, we consider the problem of
a single seller that operates only in this market (i.e., a non-multichannel retailer whose pricing does not affect the
prices set by the other sellers). A key challenge for a seller whenever considering new price-setting mechanisms
(i.e., ones that set a price as a function of the costs of query and distribution of prices of the other sellers) or
when having to choose among several existing ones is to reliably evaluate the expected revenue from each such

2In this paper we use the expense-minimizing version of the problem, as our experimental infrastructure is based on the price-search problem.
3This assumption, which is commonly used in exploration models [62], has evidence in a large body of empirical research in the form of the
persistence of price dispersion both in traditional and online retail markets [15,2].



mechanism. Evaluating the mechanisms by actually applying them is risky, as it may be associated with substantial
losses. The use of PDAs in this case may seem quite appealing if it can be guaranteed that the resulting system
performance (i.e., in terms of average expected revenue) will be similar to the one obtained in the case of evaluating
the mechanisms with human buyers.

Overall, the use of the exploration problem described above has many advantages in the context of this research.
First, it considers a real-life setting with which most people are familiar (or experienced with, and thus are likely
to have a well-established strategy for it). Second, sellers in such domains are required for frequent evaluations of
different price setting methods due to the dynamic nature of eCommerce which makes it ideal for PDA-based eval-
uation, if indeed PDAs exhibit similar performance (to people). This also implies that various price setting mech-
anisms can be considered for our experiments. Finally, the domain offers several possible measures for capturing
overall exhibited exploration behavior (i.e., overall performance), according to which the similarity between PDAs
and people can be evaluated.

4. Evaluation Methodology

The goals set for the evaluation were twofold: First, we wanted to compare the system’s performance when
the exploration is carried out by PDAs and people using different price-setting mechanisms and diverse measures.
Second, we wanted to supply a drill-down analysis of the exploration strategies used by people and PDAs, to
possibly explain the differences observed in system performance. Along with these two goals, we also evaluated
the performance of an agent that uses the optimal (i.e., expected-expense-minimizing) exploration strategy. The
performance of this agent, and in particular its individual decisions in similar decision situations experienced by
people and PDAs were used as a benchmark for evaluating the extent to which people’s and agents’ strategies were
suboptimal, and how significant the differences between the two were.

The evaluation was based on three different measures and three different price setting mechanisms. Each measure-
mechanism combination was used both with PDAs, people searchers, and the optimal agent. In the following para-
graphs we describe these measures and mechanisms, the experimental infrastructure that was developed and the sets
of exploration problems that were designed for the experiments.

4.1. Pricing Mechanisms

The goal of having different pricing mechanisms in our experimental design was to enable the production of
different sets of exploration settings with a slight, though consistent, variation between sets. With each different
pricing method, buyers faced the same sets of problems, however the price of one of the sellers was determined
according to different logic.

We emphasize that for the purpose of testing the research hypothesis any set of mechanisms that act consistently
(i.e., that always return the same price if the same problem instance is given again) is appropriate. Still, in an effort to
improve the realism of our experiments, we attempted to come up with “reasonable” pricing mechanisms, of the kind
that sellers who would potentially adopt the PDA-based methodology might choose to evaluate. The three different
pricing methods that were designed for our experiments are: Theoretic-Optimal Pricing (denoted “M1”), Mean-
Fonders Pricing (denoted “M2”) and Cost-Probability Tradeoff Pricing (denoted “M3”). All three are designed to
output a deterministic price ¢ (or alternatively, a degenerated distribution with all of its mass around q). Also, all
three methods assume that no prior information about the buyer is available and rely solely on the distribution of
the other sellers’ prices and exploration costs. Since the model assumes that the buyer must query the seller prior to
making the purchase, then the buyer’s expense directly associated with seller ¢ when purchasing the product from
that seller at price q is ¢; + q.

4.1.1. Theoretic-Optimal Pricing (M1)

This price setting method assumes that the buyer is fully rational and uses the optimal (threshold-based) explo-
ration strategy described in the previous section. According to this exploration strategy, the buyer will continue to
query sellers as long as the best price she has obtained so far is greater than the reservation value of any of the



remaining non-queried sellers. Therefore, if “our” seller sets a price ¢, the buyer will certainly not buy the product at
that price as long as other sellers associated with a reservation value (calculated according to Equation 1) lower than
q + ¢; exist. Only if all the sellers of the latter type are queried and reveal prices greater than ¢ + ¢; then the buyer
will buy from “our” seller at a price g, with the necessary expense of g + ¢;. (Sellers associated with a reservation
value greater than ¢ + ¢; do not need to be considered as they will not be queried according to the optimal strategy
rule.) The probability that a seller j associated with a price distribution f;(z) reveals a price higher than ¢ + ¢; is
(1 — Fj(q + ¢i)), where Fj(q) is the appropriate cumulative distribution function. Therefore the expected benefit
from setting a price ¢ is given by ¢ HTJ_ <q+e;(1 = Fj(g + ¢;)). The deterministic price ¢ that maximizes seller s;’s
expected revenue can therefore be extracted from:

argmaz(q H (1-Fj(qg+c))) 2
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4.1.2. Mean-Fonders Pricing (M2)

The Mean-Fonders Pricing is based on experimental evidence relating to the tendency of people to overemphasize
mean values in problem solving, by reasoning about one feature of a distribution rather than all of the distribution’s
features [37]. A buyer whose exploration is driven by mean values is likely to follow a modification of the above
threshold-based optimal exploration rule, whereby the thresholds used are merely based on means. Specifically, the
threshold that will be assigned to each seller s; in this case is 7} = u; + ¢;, where y; is the expectancy of f;(q).
Intuitively, this would mean greedy querying, i.e., always preferring to query the next seller for which the sum of
her expected requested price and the expense of querying her is the lowest (among those for which that sum is
lower than the current best price known to the buyer). The sub-optimality of this strategy derives from the fact that
by taking the mean value the higher prices of the distribution “override” the best price obtained so far, instead of
avoiding them and weighing in the calculation only those cases where the best price improves based on the new
price obtained.

A buyer following the mean-based exploration strategy will thus buy the product from “our” seller that uses
a deterministic price ¢ and is associated with an exploration cost ¢;, only if former queries made to all sellers
associated with thresholds lower than g + ¢; have yielded prices greater than ¢ + c¢;. The seller using the Mean-
Fonders Pricing heuristic will therefore set a price ¢* according to:

q* = argmaz,(q H (1-Fj(g+c))) 3)
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It is notable that the above rule assumes that the searcher fully relies on mean values. Seemingly, PDAs are likely
to exhibit this kind of exploration behavior more frequently than people, as their computational capabilities better
enable means calculation in comparison to people. Nevertheless, the extent to which PDAs’ strategies are based on
means is inconclusive, and while it is possible that many of them take into consideration mean values there is no
guarantee that PDAs fully follow the above strategy. In fact, the attempt to utilize this property as a general rule for
improving PDAs’ exploration was reported to be unsuccessful [45]. Still, the use of means in PDAs’ search, even to
a limited extent, makes it a good candidate for basing our second pricing heuristic on it.

4.1.3. Cost-Probability Tradeoff Pricing (M3)

The Cost-Probability Tradeoff Pricing heuristic also assumes that the buyer follows a threshold-like decision rule;
however, thresholds are dynamically set according to the best value obtained during any stage of the exploration.
Specifically, the buyer is assumed to calculate a threshold for each seller s;, denoted 7', that averages two terms.
The first is the probability that the price that will be obtained from that seller will be below the best price known, and
the second is the relative magnitude of the cost of querying that seller compared to the maximum possible querying
cost:

P(q; <z) MazCost —¢;
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where x is the minimal price obtained so far along the exploration, M axCost is the maximum querying cost of any
of the sellers in the problem setting. At any stage of its exploration, the buyer will query the seller associated with



the maximum threshold as long as it is greater than 0.5 which is, in fact, the threshold assigned to any of the sellers
that have already been queried.*

The intuition in considering this exploration strategy relies on former evidence of people’s use of thresholds (even
in the form of rules of thumb) in their search behavior [46,37], and at the same time experimental evidence indicating
that people’s exploration behavior does not seem to be related to risk aversion [53] but rather to loss aversion [47].
The heuristic thus attempts to balance between the probability of finding a better price (better than the minimum
found so far) and the cost incurred as part of such exploration.

Following the solution concept of the other two methods, the benefit-maximizing price ¢* when buyers use the
cost-probability tradeoff approach is given by:

¢ =argmar,(e  [[ (- Flg+0) )
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4.2. Measures

The performance measure of interest when evaluating an exploration setting of the type used in this paper depends
on the evaluator’s goal. For example, if a seller’s best interests are of concern, the seller’s expected revenue should
be the measure of interest. If a buyer’s welfare is of concern then the buyer’s expected overall expense should
be considered. We used three different performance measures of the individual and system performance. These
included the exploration extent, measuring the number of sellers a buyer explored throughout its exploration process;
the buyer’s overall expense, measuring the minimum value obtained plus the exploration costs accumulated along
the process; and the seller’s revenue, measuring the payment received by the seller using the evaluated pricing
mechanism. If PDAs indeed exhibit behaviors similar to those of people in this domain, then all three measures
should reflect a consistent pattern.

4.3. Experimental Infrastructure

Two experimental infrastructures were developed, simulating a price-search environment. The first was designed
to experiment with PDAs and a theoretic-optimal buyer and the second for experimenting with people.

4.3.1. Evaluating PDAs

The PDAs’ evaluation infrastructure enables our system to instantiate agents with the appropriate exploration
problem input, receive their exploration choices and supply them with values based on their selections (according
to the distribution of values of the different options available). The agents, upon receiving the problem input, which
includes the costs of querying and the distribution of values of the different opportunities available to them, have to
decide at each stage of the process whether to terminate the exploration and end up with the lowest value revealed
so far, or to resume exploration. In the case of continuing exploration, they also need to inform the system who to
query next.

To facilitate the evaluation of the pricing mechanisms with the theoretic-optimal buyer, an additional agent was
developed, applying the optimal exploration principles (i.e., using a set of thresholds according to Equation 1). This
agent implemented the same API as the PDAs and thus could be used with the same experimental infrastructure.

Our experimentation used agents designed by computer science students in a core Operating Systems course. As
part of a regular course assignment in which an agent needed to be programmed, the students also had to program
the agent’s strategy layer according to the above guidelines. A portion of the assignment’s grade was correlated with
the agent’s performance, i.e., the overall querying costs plus the value it ended up with. As part of their assignment,
students provided documentation that described the algorithm used for managing the exploration. An external proxy
program was used to facilitate communication with the different stores. The main functionality of the proxy was
to randomly draw a store’s price based on its distribution, if queried, and to calculate the overall querying costs
and the price paid. The above procedure complies with the common practice in PDA-based research [31,30,12,14].

4Since the probability for a seller that has already been queried of having a price lower than the best price found is zero (cancelling the first
term of (4)) and there is no need to spend any further resources in its exploration (hence the second term of (4) becomes 0.5).



Overall, we used 31 PDAs that the students developed, each tested with all of the problems from the set of problems
described below with each of the three pricing methods.>

4.3.2. Evaluating People

The second evaluation infrastructure developed was a JavaScript web-based application, emulating an exploration
problem with 8 stores, each associated with a different distribution of prices and a cost for obtaining the true price
(represented as a “parking cost” for parking next to that store). Figure 1 depicts a screenshot of the system. In
this example, the price of two stores is already known. Querying a store is done by clicking the “Check” button
below it, in which case the true price of the store becomes known and the parking cost of that store is added to the
accumulated cost. The game terminates when clicking the “Buy” button (available only for stores whose prices are
known), upon which a short summary of the overall expense is presented to the player (divided into the accumulated
exploration cost and the price paid for the product itself).

ExpERIMENT # 2 /10 ACCUMULATING PARKING FEes: $6
parking cost=$7 parking cost=$8
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24% 24%
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Fig. 1. A screenshot of the system designed for experimenting with people.

Subjects were recruited using Amazon’s Mechanical Turk service [1].° When logged in, subjects received a short
textual description of the experiment, emphasizing the exploration aspects of the process and the way costs are
accumulated, followed by a short video clip. Then, a series of practice games were played in order to make sure
that the subject understood the experiment. Participants had to play at least three practice games; however, they
could continue practicing until they felt ready to start the experiment. Once the subjects finished practicing, the
system randomly drew 10 problems from its problem repository of 100 problems (see details below) for them to
play sequentially. To prevent the carryover effect, a “between subjects” design was used, allowing each participant
to participate only in one experiment using the same pricing method in all of the 10 problems presented to her.
To motivate players to exhibit efficient exploration behavior, and possibly also extend their practice section, they
were told that players among the 40% with the minimal average overall expense would receive double the payment
for their participation in the experiment. As a means of precaution, the time it took each participant to make each
selection and the overall time of each game played was logged. Two participants with unusually low times were
removed from the database and new participants were recruited to replace them. Overall, 150 people participated in
the experiments, 50 for each pricing method (mechanism).

SThe PDAs can be re-used across the different mechanisms as they were originally designed for producing an exploration strategy given a
general multi-seller uncertain offerings. Since the mechanisms merely deal with price setting, the PDAs were perfectly suitable for all of them.
SFor a comparison between AMT and other recruitment methods see [42].



10

4.3.3. The Choice of Using a General Population

We note that PDA programmers and the Amazon Turk participants are not from the same population. The former
are all computer science students. The latter are from a more general population. This choice of participants was
intentional to comply with the general idea which motivates PDA literature, whereby the PDAs (whose development
requires some knowledge in programming) can replace people (from the general population) in system evaluation.
Therefore, our group of computer science students fairly represents the typical population of PDA programmers,
whereas the group from Mechanical Turk corresponds to a general group of individuals one would likely recruit for
experimental evaluation of a tested system.

To broaden the understanding of the effects that the use of these two different populations have on the similarity
results (between people and PDAs) a complementary experiment was designed, aimed to repeat the system evalua-
tion with one of the three mechanisms (M1), this time with computer science students rather than people recruited
through Amazon Turk. None of the students recruited for this experiment had participated in the PDA programming
task (to avoid any carryover effect). Overall, 50 computer science students participated in this experiment, whereby
each was given 10 problems (similar to the experiment with Amazon Turk). By comparing the performance of com-
puter science students and people from the general population, we were able to reason about whether the source
of the difference between PDAs and people in our experiments (whenever such a difference was observed) was the
result of the PDA designers belonging to a different population than the Amazon Turk or if it could be attributed to
an inherent difference between PDAs’ and people’s behaviors.

4.4. Problem Sets

The set of problems consisted of 100 randomly generated problems. The distributions of prices these prob-
lems used were formed as multi-rectangular distribution functions. In a multi-rectangular distribution function, the
interval is divided into subintervals (xg,x1), (1, Z2), .., (Tn—1, %), and the probability distribution is given by
f(z) = ;L— forz;1 < z < z; and f(z) = 0 otherwise (3_7_;F; = 1). The benefit of using a multi-
rectangular distribution function is its simplicity and modularity, in the sense that any distribution function can be
modeled through it with a relatively small number of rectangles. Furthermore, the multi-rectangular distribution
function is easier for people to grasp, as they can be given the explicit probability captured by each rectangle (equally
distributed over the interval), as illustrated in Figure 1, rather than having them struggle with a distribution function
which values are difficult to interpret.

Each problem in the set contained 8 stores, where one of them was the store for which the evaluated pricing
techniques apply. The distribution of prices of the other seven stores was randomly generated under the constraint of
having exactly four rectangles, each defined over an equal-size interval. This, again, in an effort to facilitate people’s
understanding of the price-distribution and their ability to reason about the problem. The overall interval of prices
was (0—100), as illustrated in Figure 1. The exploration cost for each store (including the store to which the pricing
techniques applied) was randomly picked from the interval (1 — 10). Three variants of each problem were generated,
one according to each of the pricing mechanisms described above. The variants of each given problem thus differed
only in the price set for the store for which the pricing applies.

5. Results

We briefly review the set of PDAs received and then describe the performance of PDAs compared to people
as reflected in the experiments according to the different measures and evaluated mechanisms. Then we present a
drill down analysis of the performance obtained when using people and PDAs problem-wise and individual-wise.
Statistical significance was tested, whenever applicable, using a t-test (assuming unequal variance).

5.1. PDA strategy

When using PDAs instead of experimenting with people the analysis of individual strategies becomes relatively
easy, as one only needs to review the PDAs’ code in order to reveal their strategy. The strategies used by the PDAs
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in our experiments reveal several characteristics with which agent designs varied, including: relying on variance
(16%) and the expected value (96%) of each store, weighing the parking costs (querying costs) as an affecting factor
(93%), a preliminary selection of stores for querying (54%), the inclusion of the cost incurred so far (i.e., “sunk
cost”) in the decision-making process (12%) and the use of the probability of finding a store with a lower price
than the minimum found so far (6%). It is notable that most of these characteristics do not affect (or directly relate
to) the optimal strategy (see Section 3). In particular, many of the PDAs (67%) use the mean price of a store as a
parameter that directly influences the exploration strategy, to some extent, even though the optimal strategy is not
affected directly by means.

We note that no similar analysis is offered for people’s strategies in our experiments, as it is impossible to un-
derstand the strategies people used based on their actions only. Furthermore, even if attempt is made to extract the
strategy based on people’s description of the strategy they used, there is no guarantee that these were indeed the
strategies used (see related work section for evidence on the discrepancies between actual and reported human be-
havior). The analysis of the difference between the two populations is thus based entirely on their performance in
the experiments (and in the next section, based on the individual decisions they made).

5.2. Performance Comparison

Figures 2-4 depict the average overall buyer’s expense (payment for the product plus accumulated costs along the
exploration), average exploration extent and seller’s revenue, according to the type of buyer used (theoretic-optimal,
person (Mechanical-Turk participant) or PDA) for each of the different pricing mechanisms (M1, M2 and M3). As
can be observed from the figures, the magnitude of the difference in performance between any two types of buyers
substantially varies. The following table summarizes the similarity in terms of the average behavior between PDAs
and people for each measure-mechanism combination:’

Ml M2 M3
Overall expense + - +
(0.34) (<0.001) | (0.065)
Exploration extent - - -
(<0.001) | (<0.001) | (<0.001)
Seller’s revenue - - +
(<0.001) | (<0.001) | (0.019)

As can be observed from the table, the only mechanism for which a consistent result was obtained (cross-
measures) was M 2 (whereby there was a substantial difference between the overall behavior of PDAs and people).
Similarly, the only measure for which a consistent result was obtained (cross-mechanisms) was the exploration
extent (wherein once again there was a substantial difference between the overall behavior of PDAs and people).
For all other mechanisms and measures, there was no consistency in the determination of whether or not the per-
formance of people is similar to the performance of PDAs across measures and across the tested mechanisms. For
example, with PDAs a similar average exploration expense and seller’s revenue were obtained when the seller set
her prices according to M3; however, substantial differences were observed in the performance with the two groups
in both measures when M2 was used. Similarly, there was a substantial difference in the seller’s revenue when play-
ing against PDAs and when playing against people, if the pricing mechanisms M1 and M2 were used; however, no
significant differences were noted if pricing mechanism M3 was used.

When comparing PDAs and people to the theoretic optimal agent, the performance of the latter was found to be
substantially different (p < 0.001) from those of PDAs and people in all measure-mechanism combinations. We
will discuss this result and its alignment with prior work in the next section, where we analyze the optimality aspect
in more detail.

7Similarity is determined whenever there is no statistically significant difference (p < 0.001) and is marked as “+”. The number in brackets
is the appropriate p — value.
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Fig. 3. Average buyer’s exploration extent by the three pricing methods.

The substantial differences obtained for some of the measure-mechanism combinations when using PDAs and
when using people suggest that individuals from the two populations use different exploration strategies. To support
this latter claim we present Figure 5, which illustrates a drill-down comparison of the buyer’s average expense
according to their type and the individual problem used, for each of the price-setting mechanisms. Notice that under
each mechanism (different pricing method) the buyer confronted a different problem, as the price of the seller whose
price was set by the specific pricing method was different. For illustration purposes, the problems in each of the
graphs are sorted according to the average performance achieved by human buyers, in ascending order. Each data
point relating to people is the average of the overall expense achieved by human subjects who encountered the
specific problem variant to which it relates (on the horizontal axis). The data points relating to PDAs depict the
average performance of the 31 PDAs when encountering the same problem, and those relating to the theoretic-
optimal agent depict the expected performance of the latter when given the problem. As can be observed in the
figure, the average expense per-problem incurred by the PDAs as buyers was substantially different from the one
incurred by people as buyers. Indeed, for some of the problems, the performance of PDAs was relatively close to
that of human buyers (especially with M3); however, different results were obtained for the majority of the cases.
As expected, the results of the theoretic-optimal agent were substantially better than the other two for the majority
of the exploration problems tested. In a small portion of problems, people and/or PDAs managed to perform slightly
better than the theoretic-optimal agent. This can be attributed to the number of participants that played each problem
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Fig. 4. Average seller’s revenue by the three pricing methods.

and the fact that for a single play of a problem instance it is possible that a player using a non-optimal strategy will
end up with a lower total expense compared to a player using the optimal strategy. If the number of people playing
each problem is substantially large, the theoretic-optimal agent’s average performance will inevitably be better as
it minimizes the expected overall expense. Similar patterns were obtained in the drill-down analysis according to
problem type for the exploration extent and the seller’s revenue measures.

5.3. Performance Comparison
Finally, we report the results of the experiment aimed at testing the difference between computer science students

and the general Amazon Turk population in costly-exploration-based environments. The following table details the
average performance of the two populations according to the three different measures:

Amazon Turk participants | Computer science students
Overall expense 24.6 23.8
Exploration extent 1.69 1.62
Seller’s revenue 11.9 11.8

A two-sided ANOVA with no replications reveals no difference between the two populations for o = 0.05 in all
three measures. Furthermore, the comparison of the results of the computer science students and the PDAs revealed
results similar to those given in the summary table above for the M/ 1 mechanism (for exploration extent and seller’s
revenue measures p < 0.001 and for the overall expense measure p > 0.001).

6. Measuring the Level of Optimality in People and PDAs’ Decisions

In this section we utilize our experimental infrastructure to present a thorough complementary investigation of the
level of optimality reflected in people’s and PDAs’ decisions. The goal of this comparative evaluation is primarily
to reason about irrationality and sub-optimality within these two populations, which might explain some of the
differences observed between people’s and PDAs’ performance in this important domain.

As reported in the previous section, the performance of the optimal agent was found to be substantially different
from that of PDAs and people in all measure-mechanism combinations. This result gains importance in light of the
large body of research from past decades, attempting to experimentally investigate people’s exploration patterns.
Based on the results reported in this literature, the determination of whether or not people follow the theoretic-
optimal strategy remains inconclusive. While some papers find that in general human searchers exhibit behavior that
is consistent with that predicted in theory [46], others give evidence to differences between the behaviors exhibited
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Fig. 5. The average expense of buyers according to the 3 pricing methods: (a) M1; (b) M2; and (c) M3.

by people and the theoretic-optimal strategy in exploration settings [21,37]. The major difference reported relates to
the tendency of people to terminate their exploration before the theoretic-optimal strategy does [53,47]. Regarding
the efficiency of people’s exploration, there is consent between researchers that, regardless of whether or not people
actually use the theoretic-optimal exploration strategy, there is no substantial difference between the performance
of people in costly-exploration and the optimum [21,37,53]. Nevertheless, these works use a somewhat simplistic



15

problem formulation. In particular, the underlying assumption in these works is that the values of the opportunities
available to the searcher are drawn from a common distribution and that the cost of obtaining the true value of an
opportunity is similar. While these tractable assumptions simplify the analysis and the experimental design, they
over-constrain the problem. Taking the product-search problem domain as an example, in real-life different sellers
are often characterized with different distributions of prices and costs of exploration. For example, in discount chains
and outlets, prices are generally lower; however, the cost of revealing them is usually substantial (e.g., cost of time
and transportation to visit them). Even in online markets, the cost of obtaining price information (mostly in terms
of time spent) varies between sellers as it highly depends on the web-site design, its supported search capabilities,
the product classifications used, ease of navigation, etc. When using the simplified exploration assumptions, there is
no importance to the order by which opportunities are queried, and the exploration rule becomes simply a stopping
rule. This enables people to produce simple strategies, based on rules of thumb of the type usually used in real life.
Naturally, as the strategy space becomes larger, as in the underlying model used in this paper, the difference between
the strategies people use or program into PDAs becomes more visible.

The analysis given in this section goes beyond the comparison of the aggregated measures for reasoning about
the optimality in PDAs and people’s decisions. Instead, it compares their decisions with those of the optimal agent
in the same decision situations. For this purpose we define a decision situation as a game snapshot that captures the
set of values already revealed to the decision maker and the set of opportunities which values are unknown (i.e.,
only their distribution of values and cost of revealing the true value are known). While the optimal strategy is not
affected by the set of values obtained but rather relies solely on the best value obtained so far (and the reservation
values of the remaining opportunities), people and PDAs may base their strategies either partially or fully on the set
of values obtained along the exploration; hence the inclusion of the full set in the decision situation description is
mandatory for our purposes.

In order to determine the level of optimality of one’s decisions, we use the average similarity between the de-
cisions made by that individual and the optimal ones in the same decision situations. Therefore, for each decision
situation faced by a person or a PDA we extract the optimal decision (terminate the exploration or continue to a
specific opportunity which has an unknown value) and compare it with the PDA’s/person’s decision. The optimality
similarity measure for a decision situation o, denoted d,;y,, (o), is defined as binary variable which receives 1 if both
the decision maker and the optimal agent picked the same alternative (i.e., both terminated or both chose to explore
the same opportunity) and otherwise 0. In order to determine the similarity between a PDA/person and the optimal

agent, an average over the values of d;,, (o) over the set of decision situations O was used: w Therefore
the average optimality of a decision maker equals the percentage of decision situations in which the decision made
was identical to the one made by the optimal agent.

Since the experiments so far were mechanism-oriented, and the evaluation of optimality we report in this section
is general, we generated a new set of 100 problem instances according to the same guidelines reported in Section
4.4, except that this time the values of all opportunities were a-priori unknown. These problems were used with 22
new people recruited through Amazon Mechanical Turk (each given 20 random problems from the set). A larger
set of 5000 problems (generated in a similar manner) was used for the PDAs. This experimental design choice was
made to improve statistical significance; since now decisions were compared to the optimal agent’s decisions, to
test optimality, we were no longer limited to the set of problems used by people and we could benefit from the
ability of PDAs to solve any number of exploration problems. All 31 PDAs were used in these experiments. The
optimality similarity of PDAs and people in each decision situation in any of the problems encountered was recorded
and averaged according to the above guidelines. Overall there were 484, 827 decision situations confronted by the
different PDAs and 1, 596 faced by people.

Figures 6 and 7 depict the average optimality level in people’s and PDAs’ decisions for each of the 31 PDAs and 22
people who participated in the experiment. As can be observed from the figures, both PDAs and peoples’ decisions
were far from optimal. Still, PDAs had a greater percentage of optimal decisions than people. The average percentage
of decision situations where the optimal decision was made, per agent, was 41.2% (equivalent to 40.7% of all
decisions made by PDAs), whereas the average, per-person was 22.3% (equivalent to 22% of all decisions made
by people). Furthermore, from the figures we can conclude that there were no exceptionally better or exceptionally
worse PDAs or people in terms of the exhibited optimality in their decisions. The best PDA, in terms of decision
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optimality, achieved an average similarity of 70.4% and the worst achieved 20%.8 More than 77% of the PDAs had
an average of 25% — 50%. Similarly, the best person, in terms of decision optimality, achieved an average similarity
of 34.5% and the worst achieved 13.6%. More than 73% of the human subjects had an average of 13% — 25%.
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Figure 8 depicts a break-down of the optimality similarity measure according to the number of opportunities for
which the value has not been revealed yet to the decision maker (the horizontal axis), comparing PDAs, people and a
random decision rule. The result for the random decision rule is simply the inverse of the number of opportunities for
which the value has not been revealed yet plus one (which is the option of terminating the exploration). Therefore,
the greater the number of “unrevealed” opportunities the lower the optimality of the random decision rule. The table
to the right of the graph details the number of relevant decision situations the data applies to (for each number of

opportunities available), where the number in parenthesis is the number of the unique participants to whom the latter
value applies. The last column in the table gives the chi-test p-value for the similarity between people and PDAs
in this case. Several important observations can be made based on the figure. First, it is striking that when facing

8Indeed the difference between the “best” and “worst” PDAs is substantial, however none of them was “exceptionally better” than the rest of

the population, as there were other agents with close performance.
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eight unknown opportunities, PDAs perform four times better than people (40% compared to 10%) in terms of
decision optimality. The uniqueness of the eight choices case is that no termination is allowed (as no value has been
revealed yet) hence the decision maker is forced to pick any of the eight opportunities. When facing seven unknown
opportunities, the decision maker once again has eight choices (pick any of the seven opportunities or terminate the
exploration); however in the latter case people’s optimality level rises to 23.3%. These last two results indicate that
people are very good at identifying the right time to terminate exploration, however very bad at picking the right
opportunity to explore. This conclusion is supported by Figures 9 and 10 that depict a breakdown of the similarity
results given in Figure 8 to the case where the optimal strategy is to terminate exploration (Figure 9) and when it is
optimal to resume exploration (Figure 10). The case of having eight unrevealed opportunities is irrelevant in these
figures, as terminating the exploration at this point is not applicable. As can be observed from the figures, people’s
ability to correctly choose between terminating and resuming the exploration is quite impressive (more than 60% in
all situations where the optimal strategy is to resume exploration (Figure 9) and in situations where the number of
unrevealed opportunities is relatively large (6 and 7) and the optimal strategy is to terminate exploration (Figure 10)).
As the number of unrevealed opportunities decreases, people’s correct identification of the benefit in termination
drops (Figures 9) and the percent of correct identification of the benefit in resuming exploration increases (Figure
10). This probably accounts for an increased tendency of those that got that far in their exploration to further resume
exploration.’ The difficulty of people is thus to choose the appropriate opportunity to explore, when resuming
exploration, and this indeed accounts for their poor performance in terms of similarity to optimal decisions. This
is illustrated in Figure 11 which depicts the similarity measure based only on those decision situations in which
both the decision maker and the optimal agent chose to resume exploration. In this figure, we observe a remarkably
low similarity between people’s decisions and the optimal strategy in these situations, suggesting that even when a
person manages to identify the benefit in further exploration, she is most likely to fail in identifying the appropriate
opportunity that needs to be explored.'’
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= 50% — # |People(unique) PDAs(unique) chi-test
E 200 1 | 8] 4e0(22) 155000(31) <0.001
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Fig. 8. Level of similarity to optimal strategy, as a function of the number of opportunities for which the value has not been revealed yet, for
people, PDAs and a random decision rule.

As far as PDAs are concerned, the optimality level exhibited in their decision remained steady (give and take),
and significantly greater than people’s, as the number of unrevealed opportunities available in the decision situation
changes (see Figure 8). From Figures 9 we can observe an impressive ability of PDAs to correctly identify situations
where it is optimal to terminate the exploration (more than 80%) when having 6 or 7 opportunities with unknown
values and then a gradual decrease in the optimality similarity measure. This decrease is explained by the low num-
ber of unique PDAs that account for the results with less than 6 available opportunities (12-17 of the 31), providing
strong evidence for the existence of a sub-group with a tendency to over-explore, which substantially influences
the aggregated result. In terms of correctly identifying situations where exploration should be resumed (Figure 10),
PDA s reflect impressive capabilities with no general dominance over people (depending on the number of available
opportunities, the PDAs can either be significantly better than, significantly worse than or insignificantly different

9This latter conclusion is supported by the sharp drop in the number of unique participants that account for these results, suggesting that indeed
there is a small group of participants with a tendency towards “over exploration”.

10The increased similarity achieved for people in situations with 1-3 unrevealed opportunities is insignificant due to the substantially low
number of decision situations (and in particular the number of unique participants) on which it is based.
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Fig. 9. Level of similarity to optimal strategy, as a function of the number of opportunities for which the value has not been revealed yet, for
people, PDAs and a random decision rule, in decision situations where the optimal decision is to terminate exploration.
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Fig. 10. The percentage of resume exploration decisions, as a function of the number of opportunities for which the value has not been revealed
yet, for people, PDAs and a random decision rule, in decision situations where the optimal decision is to resume exploration.
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Fig. 11. Level of similarity to optimal strategy, as a function of the number of opportunities for which the value has not been revealed yet, for
people, PDAs and a random decision rule, in decision situations where both the optimal decision and the decision-maker’s choice were to resume
exploration (i.e., measuring the ability to choose the appropriate option).

from people). Finally, the ability of PDAs to optimally choose the opportunity to explore in cases where further
exploration is indeed the optimal choice (Figure 11) sharply decreases (till the case of six unrevealed opportunities)
and then increases (except for the case of three opportunities). The decrease is very surprising as one would expect
that a decrease in the number of choices available to the decision maker would enable a more optimal decision. This
is indeed the case when there are less than six unexplored opportunities. A possible explanation for the decrease in
decision optimality with six and more opportunities is that when all opportunities are available, the opportunities
that are substantially better than the others are easily recognized, whereas once they are removed (explored) it is
more difficult to identify the more beneficial ones among those remaining. This effect decreases as the decision
maker advances in its exploration process and the differences between the benefit of choosing any of the remaining
opportunities become less apparent.

The above detailed analysis, complemented by Figure 12, can explain the aggregated results given in Figure 8.
Figure 12 depicts the division of the total set of decision situations into situations where the optimal strategy is
to terminate exploration and where it is to resume exploration. Naturally, as the number of remaining unrevealed
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opportunities decreases, it is more likely that the optimal decision is to terminate exploration, as observed in the
figure. The fact that the same pattern (in terms of the division between optimal terminate and resume decisions)
is observed for both sets of problems (the 100 problems that were used with people and the 5000 problems used
with PDAs) is not surprising as both sets were generated using similar parameters and hence represent the same
population of problems. In general Figure 8 demonstrates a relatively stable level of optimality in PDAs’ decisions,
despite the decrease in the number of available unrevealed opportunities. The explanation for this phenomenon
is as follows. For 8 opportunities, the optimality rate is the same as depicted in Figure 11, since terminating the
exploration at this stage is not feasible, thus the only question is whether or not the PDA manages to pick the
right alternative among the eight choices available. Then, with 6 and 7 alternatives, the PDAs’ optimality when
resuming exploration drops (Figure 9). Nonetheless, this is compensated by their relatively impressive ability to
terminate, whenever this choice is optimal (Figure 9). As the number of available opportunities decreases below 6,
the PDAs’ ability to correctly identify the benefit in terminating the exploration drops to a lower level; however this
is compensated both by better performance in cases where the exploration should be resumed (Figure 11) and an
increase in the dominance of the latter situations within the overall number of decision situations (Figure 12(a)). A
similar explanation can be provided for people. For 8 opportunities, the optimality rate is the same as depicted in
Figure 11 as explained above. The general overall increase in people’s optimality level as demonstrated in Figure
8 is explained by their relative strength in identifying optimal termination situations (Figure 9) and an increase in
the weight of decisions of the latter type (as the number of unrevealed alternatives decreases) in the overall decision
situations (Figure 12(b)).

Overall, we can conclude from the analysis given in this section that both PDAs and people’s choices are far from
optimal, and that the difference between the optimality level reflected in these two groups’ decisions is significant
(except for a very small number of exceptions, as shown by the p — values given next to each figure). The differ-
ence between people’s and PDAs’ ability to correctly identify situations in which exploration should be resumed
is relatively small. Nevertheless, PDAs are better than people in identifying situations where it is optimal to ter-
minate exploration and much better than people in identifying the appropriate opportunity to explore when further
exploration is favorable. Surprisingly, for some of the cases, the level of optimality reflected in people’s and PDAs’
decisions is lower than the one achieved when randomly picking one of the alternatives available (see Figure 9, in
the case of a small number of options).

7. Discussion and Conclusions

The results reported in this paper suggest that indeed the determination of whether or not PDAs can be used as
a substitute for people for mechanism evaluation is mechanism and measure dependent. These findings are very
different from claims made in prior work on the usefulness of the PDA-based approach and results reported con-
cerning the similarity of people and PDAs in specific domains. Our results demonstrate the risks in generalizing,
based on the “average behavior” observed by applying a specific mechanism and using a specific set of measures for
comparison. Thus, the use of PDAs should be carefully handled, and the similarity between the behavior of people
and the PDAs used should be verified for every new mechanism that needs to be evaluated using the exact same
measures of interest. This verification process can be either based on a pilot study or other means aiming to compare
the accuracy of capturing one’s strategy through the PDA.

Specifically, in our case, had the seller tested the three methods with PDAs, the preferred pricing method would
have been Mean-Fonders Pricing (M2); whereas, if the buyers are people then the preferred pricing method would
have been Cost-Probability Tradeoff (M3). Moreover, even if the seller had decided to run a pilot test with one of the
methods to evaluate the usefulness of using PDAs as a substitute for people to solve its price-setting problem, she
might have reached the wrong conclusions. For example, if the Cost-Probability Tradeoff (M3) pricing mechanism
was chosen for the pilot study and the expected revenue measure was used, the seller would have assumed that PDAs
could be used also for the evaluation of the other two methods and the wrong choice would have been chosen. Even
if the seller is given data on the extent of exploration and the average overall expense of PDAs in comparison to
people (which are the two main measures that capture exploration), it should not assume that the use of PDAs with
the same mechanisms would yield an expected revenue similar to the one obtained with human buyers.
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Fig. 12. Number of terminate-exploration and continue-exploration decisions of an optimal decision-maker: (a) over PDA’s problem set; (b) over
people’s problem set.

Another interesting finding is that from the seller’s point of view the dominant pricing method among the three
methods evaluated, as reflected in Figure 4, is buyer-type-dependent (the Cost-Probability Tradeoft (M3) method is
preferred with human buyers, the Mean-Fonders Pricing (M2) is preferred with PDAs and the Theoretic-Optimal
Pricing (M1) is preferred with theoretic-optimal buyers). While this matter is not the essence of this paper, this
result is important due to the nature of eCommerce. Since sellers are likely to encounter a mixture of human and
agent buyers, if the buyer type can be identified (e.g., using Captchas) a finer grained selection of the price setting
mechanism can be used. We emphasize that the paper does not attempt to argue the applicability of the pricing
method, nor their optimality or validness. These were developed using common sense and used only for the purpose
of testing the (PDA-related) research hypothesis. As discussed earlier in the paper, any set of mechanisms that act
consistently would have been appropriate for our purposes.

The results of the additional experiment that compares the performance of computer science students themselves
and people in general in exploration-based environments suggest two additional contributions. First, they negate a
possible difference between the two populations (people in general and computer science students) as a possible
explanation for the difference observed between PDAs and people in the problem domain used. This strengthens
the assumption that in many cases there are substantial differences between PDAs and people, even if the PDAs
programmers are of the same population in which observations are made. Second, it strengthens the validness of
using Mechanical Turk as part of our evaluation methodology.
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The results concerning the level of optimality observed in people’s and PDAs’ decisions in this important domain
of costly exploration reveals several additional insights. None of the PDAs reached a substantial optimality level in
its decisions (though compared to people, the PDAs’ level of optimality is quite impressive). This low similarity
level, suggests that even when PDAs are programmed using a substantially different strategy than the one used by
people, they are far from optimal and their designer fails to make use of their relative computational and storage
strengths to achieve a near-optimal behavior. This implies that even in real-life settings where agents are key players
(e.g., in future and in some current eCommerce markets) solutions that assume theoretic-optimal exploration strategy
of agents (e.g., those that are commonly found in agent-based pricing theory literature [24]), are likely to fail. In
such settings, it is therefore important to base the evaluation of any developed mechanism aiming to enhance market
performance on a large set of diverse agents, developed by different individuals and groups. In this sense, the work
on TAC [63] and the development of trading agents within this framework is highly favorable. As for people’s
level of optimality, indeed prior work has investigated this aspect, though, as discussed in the previous section, the
analysis suggested there relies on a comparison of the average performance of people to the one achieved using the
optimal strategy according to different measures. The analysis of this aspect in this paper relies on a comparison
at the decision situation level, hence it directly touches on the optimality issue. The results reveal a substantial low
level of optimality in people’s decisions in this domain.

Finally, we note that despite the inability to generalize the applicability of PDAs for mechanism evaluation, this
technology is extremely useful in settings where they are found suitable as substitutes for people. The use of PDAs
in such cases can save substantial resources and facilitate the evaluation of numerous potential configurations, in a
relatively short time, without having to recruit people over and over again for expensive experiments. In particular,
this technology is useful for simulating and researching large-scale systems due to the relatively low cost of cloning
agents. Therefore, an important direction for future research is the development of methodologies for facilitating
an effective and efficient ad hoc evaluation of PDAs’ suitability to substitute people in simulating a given domain.
Similarly, it would be interesting to propose insights on the class of mechanisms for which PDAs could be “safely”
used, and those for which humans are more adequate, as well as means for facilitating the design of PDAs that
abstract as much as possible from the details of the specific systems.
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