
Instructions for sellers* 
 

Seller number: _______ 

 

This is a market with buyers and sellers. The sellers will begin by choosing a price and a quality 
“grade”. I will collect these decisions and write them on the whiteboard. Then the buyers will take it in 
turns to decide if they wish to make a purchase at the grade and prices listed.  

The grade can be any number between 1 and 3; the higher the grade the more it costs to produce but it 
also means that buyers will be willing to pay more. The table below shows the costs of different 
grades: 

 

 Grade 1 Grade 2 Grade 3 

Cost of 1st unit  £1.40 £4.60  £11.00 

Cost of 2nd unit  £2.40 £5.60 £12.00 

 
Each buyer can only buy 1 “unit” of the asset per period. Each seller can sell up to 2 units per period, 
but the 2nd unit costs £1 more to produce. Unsold units are not produced and incur no cost. 

Buyers earn money by making a purchase at a price below the value they place on the asset (although 
this value depends on the quality grade). Whether or not it is the first or second unit is irrelevant. If a 
buyer does not make a purchase then they earn £0, but if they do make a purchase their profits are 
calculated as follows: 

Buyers profit = Value placed on the grade purchased – Seller’s price 

Sellers earn money by making one or more sales at a price that is above the cost of production. If the 
seller does not make a sale then their profit is £0. If they do make any sales then their profits are 
calculated as follows: 

 Sellers profit = Sale price – Cost of grade produced 

                                                
* Prof Anthony J Evans, ESCP Europe Business School [www.anthonyjevans.com], February 2012 
 
To be used in conjunction with Charles A. Holt and Roger Sherman, “A Market for Lemons”, Journal of Economic Perspectives, 
Winter 1999 



Profit table for sellers 
Seller number: _______ 

 

 

You can use the table below to calculate your earnings:  

 Period 1 Period 2 Period 3 Period 4 Period 5 

(1) Grade for current period      

(2) Price for current period      

(3) Sales price on 1st unit      

(4) Cost of first unit      

(5) Profit on first unit (3)-(4)      

(6) Sales price on 2nd unit      

(7) Cost of 2nd unit      

(8) Profit on 2nd unit (6)-(7)      

(9) Total profit (5)+(8)      

(10) Cumulative profit      

 

 


