
 

What if there is asymmetric information: only the owner knows the quality q? 

Publicly available information: 

Quality q best: A B C D E worst: F  

Number of 
cars 120 200 100 240 320 140 

Total: 
1,120 

Proportion        

 

( ) (seller)v q   720 630 540 450 360 270  

( ) (buyer)u q  800 700 600 500 400 300  

Buyer: if a car is offered to me at price p should I buy it? 
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Suppose p = 460 

Quality q best: A B C D E worst: F 

( ) (seller)v q   720 630 540 450 360 270 
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Buying a car at price P 460 mean playing
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33 45.71

buyers should not buy if p 460



Suppose p = 380 

Quality q best: A B C D E worst: F 

( ) (seller)v q   720 630 540 450 360 270 
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Addendum to Akerlof 

1 2 1
6 3 6

Quality
probability

seller's value 900 1,200 1, 400
buyer's value 1,020 1,320 1,500

L M H

 

For every price p determine if there is a second-hand market. 
 

Buyers
are risk

neutral

P 1,400 all qualities offered for sale

Buyer If exp value 1,300

nobody willing to buy

1,200EP 1,400 Only qualities L and M offered for sale

Buyer 11020 11320 1 4 5

Exp value 1,020 1,320 1,260

if 1,200 P 1,260 then there is trading and
all cars of qualities L and M
are traded No trading of quality

if 1,260 L p C 1,400 buyers not willing to buy
900 p C 1,200 M and H not offered for sale

L Is 1,020 P 1,200 no buyer

Buyer 11920 go er 1,200 active market
but only for L
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ADVERSE SELECTION


