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SYMMETRIC INFORMATION

mmelric |nformmation s o situatiom In which
{Pevent imEormabion

Asg
o bouer and o sellev possess di
O«bou;,j o tramsaction -

The implications of as romebrie. imformation
about P'rodud: q}uaLH:j were frst omalﬁsed bjj
G‘IQO'TSQ A. Akerlof .

Ake~lol's omnaljsis goes Lo be:jomo[ the maTket

oy uvsed car.
\ OF .
Suppose two kmc\s,\used cave ove available

— High quality cars (Polom)  amd
Low CVUQLH:S canvs CLemom) .

In reality, the sellev of a vsed cov kmows much
wnove about it's q,ualitj thom a buge’r doecs .

Now, consider what haFPens ythen, it sellers
kmow the cvuaLH:&j of cavs, but buyers do mot.

This Is QXPLaineol with the heLP of the dfoxavovm
35\/6% i the next page-
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In this diagram , in the vertical axis, we measure
car price and in the horizontol oxis we measure
quantity of car sold-

o sibvotion when consumers

Now, Wwe discuss
, ‘ n and L4000

wiLUng to poy 9 000 for Lemo
Por Pulm - |
Rut when the consumer think that ﬁhere W'L‘L be
50-50 chance of Qe’(iing ulm or htﬂh ovqu|{;H of
car. A't 'U’\o«t S‘\tua ion ke_ COHSUMQY‘,SUPPOSE,
poys = 2000 dor second hand car. At ¥ 3000,
the consumer will aet 20°/. pulm q‘hd 207. lemon.
But consumer e)QPectec[ thot he ‘W\U. 3et ‘50‘/_
ol . That means as mmetric information I

give less PUL'm than his eXPP—Ct&t"O‘ﬂ-

(p.T.0.)
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aitvatiom wWhen
and. they think

Lemon .-

Now, we consicley amother
consumey 1S Mmore Pess‘zmr‘sta‘c
thot all cors are Low qjuaU{;j , Means
Svuppose ot thot asituvation & consomer fsp w”,UnS ‘fo
poy Z 2000 - At this price, the supply of \PUL(M is
not ovailoble im the market, consomers will get

onL:j Levnon - |
thot with the presence of

Therefore, we cah see
rice of second bhand

asammetr“ic inTormation , the p
car/used car decreases until the lemons are

sold out .
Accordin to Akerlot, becavse of OLS:jrnmetric‘
information 5 low q/ual,itﬂ Soools drive high q/UClLl‘!E)(
Soools ovt of the market . This phenomenon IS
sometimes refered +to as’ the Lemon's PhobLem )
With the PreasnGe of ASHmme:Eric, lnFormmation,

morket failure arise becavuse there are

owherse of hiﬁh ual.H;y core Who value their

lears less than PotenJciaL bugers of hig\n
q/uaLiby cars. Ae o resolt both parties can
enjoy 3aih Prom the tvade. Unﬁortunq{eLﬂ,
bwjer's Lock of information P'Yeventg Ehis
mutuatlﬂ benelicial tyade from occurring_
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SQMPLQ Quegtfons -

1. N\nj can as\(j-mmetr*ic inPoramation between

d sellers lead to rop ket Pailore
Per?ec'ttj

bugers an
nhen a market is otherwize

comPet]’cive 9

o . ® the uvsed car market s o ‘Lemons’

wnarket , how woould you exPect the ref)air
record of used care that are sold to compare

With the reFa‘\r record. of theose not sold ’)
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