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Abstract

This paper studies the role of time-on-the-market information in dynamic trading envi-
ronments under adverse selection. I consider a sequential search model in which (informed)
sellers receive price offers from (uninformed) buyers and analyze both the case in which buy-
ers receive no information about sellers’ trading histories and the case in which buyers observe
sellers’ time-on-the-market. I analyze how the observability of time-on-the-market influences
agents’ trading behavior and investigate its welfare implications in both the single-seller envi-
ronment and the stationary market environment.
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1 Introduction

Consider a buyer (he) facing a seller (she) who possesses superior information about the quality
of her good. Adverse selection complicates the buyer’s problem. A low price entails the risk of
being rejected by the seller, while a high price runs the risk of overpaying for a lemon. One way
to mitigate this problem is to rely on the information he has about the seller’s past behavior. If
she had rejected a reasonable price in the past, it would indicate that her good is likely to be worth
purchasing. However, access to such information is often limited. Regulation or market practice
may not allow it, or relevant records may be difficult to obtain or verify. Nevertheless, a particular
piece of information is often accessible: sellers’ time-on-the-market. For example, the number of

days that a given property has been on the market is publicly available in the real estate market. In

*School of Business Administration, University of Miami, Coral Gables, FL 33124, United States,
teddy.kyungmin.kim @ gmail.com



Download English Version:

https://daneshyari.com/en/article/5100106

Download Persian Version:

https://daneshyari.com/article/5100106

Daneshyari.com


https://daneshyari.com/en/article/5100106
https://daneshyari.com/article/5100106
https://daneshyari.com

