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adverse selection can drive out higher quality products and

services. This negative implication of asymmetric information
about product quality for trading and welfare, poses the
question of how such markets first originate. We consider a
market in which sellers make observable investment decisions
to enter a market in which each sellers quality becomes private
information. Entry has the tendency to lower prices, which
may lead to adverse selection. The implied price collapse limits
the amount of entry so that high prices are sustained in
equilibrium, which results in above normal profits. The analysis
suggests that rather than observing the canonical market
collapse, markets with asymmetric information about product
quality may instead be characterized by above normal profits
even in markets with low measures of concentration and less
entry than would be expected. This item ships from La
Vergne,TN. Paperback.
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