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The Market for Lemons 

 

The Market for Lemons is a classic economic experiment developed by Nobel laureate George 

Akerlof to illustrate the concept of asymmetric information in markets. In this experiment, 

participants engage in a market where there are two types of goods: high-quality and low-

quality (lemons). The challenge is that buyers cannot easily distinguish between the two types. 

Here's a simplified version of the experiment that you can conduct with paper and pencil. 

 

Materials Needed: 

1. Participants: 

• Divide participants into two groups: sellers and buyers. 

2. Paper and Pencil for Each Participant: 

• Participants will use these for decision-making and recording information. 

3. Index Cards or Small Pieces of Paper: 

• Representing the quality of the goods (high-quality or low-quality). 

 

Instructions: 

Round 1 - Sellers: 

• Goods Assignment: 

Give each seller an index card or piece of paper that indicates whether they are selling a high-

quality or low-quality product. Sellers should keep this information confidential. 

• Listing Price: 

Ask each seller to write down a price at which they are willing to sell their product. 

 

Round 2 - Buyers: 

• Information Gathering: 

Provide each buyer with the opportunity to inquire about the quality of the goods. Sellers can 

only respond with "yes" or "no" without revealing the specific quality. 
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• Decision Making: 

Based on the limited information received, buyers decide whether to purchase a product and 

at what price. 

• Transactions: 

Allow buyers to make transactions with sellers based on their decisions. 

 

Round 3 - Evaluation: 

• Reveal Quality: 

After all transactions are completed, reveal the quality of each product by having sellers show 

their index cards. 

• Discussion: 

Facilitate a discussion about the results. Discuss how the uncertainty about product quality 

affected the market transactions. 

 

Debrief: 

• Discuss Asymmetric Information: 

Talk about how the lack of information about product quality led to market inefficiencies. 

• Relate to Real-world Markets: 

Discuss real-world examples where asymmetric information can lead to market failure, such 

as in the used car market, insurance markets, etc. 

• Economic Concepts: 

Introduce or discuss economic concepts like adverse selection, moral hazard, and the role of 

information in markets. 

 

Notes: 

• You can repeat the experiment with different parameters, such as changing the ratio 

of high-quality to low-quality goods, adjusting prices, or allowing negotiation. 

• Encourage participants to reflect on how this experiment relates to real-world 

situations and market dynamics. 
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This paper and pencil experiment provides a simple yet effective way to demonstrate the 

challenges posed by asymmetric information in markets, using the classic "Market for 

Lemons" scenario. 

 


