
❑ Identify areas of information asymmetry where 

sellers know materially more about product 

quality, performance, or risk than buyers prior 

to transaction or commitment.

❑ Introduce credible quality signals such as 

certifications, audits, warranties, performance 

guarantees, or third-party verification to 

separate high-quality offerings from low-quality 

ones.

❑ Reduce buyer uncertainty through standardization 

and transparency, including clear 

specifications, documented histories, comparable 

metrics, and consistent disclosure practices.

❑ Use pricing and contracting mechanisms to signal 

quality, such as premium pricing tied to 

guarantees, outcome-based contracts, or staged 

payments linked to performance milestones.

❑ Strengthen governance and enforcement 

mechanisms to penalize misrepresentation and 

discourage low-quality sellers from remaining in 

the market.

❑ Educate buyers to improve quality assessment 

capabilities, reducing reliance on averages and 

limiting adverse selection dynamics over time.

OVERVIEW EXAMPLE HOW TO APPLY IT

The Market for Lemons
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Information plays a critical role in communicating 

quality to buyers, yet sellers often hold more 
information about the true quality of their 
products or services. 

This asymmetric information can distort 
transactions, leading to adverse selection that 

favors sellers willing to misrepresent quality, 
while higher quality products and services get 
lost in the crowd. 

The used car market can be a good example of this 
effect. 

When buyers cannot reliably assess quality, they 
base prices on perceived average quality, reducing 

returns for high-quality sellers and weakening 
overall market efficiency.

Online Used Smartphones

❑ Online marketplaces for used smartphones exhibit 

strong information asymmetry, as sellers know 

battery health, repair history, and component 

quality far better than buyers.

❑ Devices may appear identical in listings, yet 

vary significantly in internal condition, prior 

damage, or unofficial repairs, creating high 

buyer uncertainty before purchase.

❑ Buyers respond by offering lower average prices, 

assuming a probability of receiving defective or 

poorly maintained devices, regardless of actual 

quality.

❑ High-quality sellers struggle to obtain fair 

value, as they cannot convincingly differentiate 

their devices from low-quality listings at 

scale.

❑ Over time, reputable sellers exit the platform 

or move to certified channels, while lower-

quality devices increasingly dominate open 

marketplaces.

❑ Platforms counter this by introducing certified 

refurbishment programs, return guarantees, and 

verified condition grading to restore buyer 

trust.
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