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This research survey examines the consequence of unbalanced information in the Kano used phones markets. The study also 

examines the degree to which prices convey information on product quality to uninformed party.  Information asymmetry 

deteriorates the existence of market selling good quality products because the unbalanced information rendered to the buyers 

during their purchase provokes them to acquire the ownership of it. Incentives were obtainable by the sellers to sell these poor 

quality products which were also the reason that drive away the good quality businesses from the markets. To properly examine 

the effects of asymmetric information in the Kano used phones markets, the research administered questionnaire to 50 

respondents and conducted interview with 6 respondents, comprising 3 sellers and 3 buyers. The findings of the study suggest 

that there is a relationship between differences in information available to the market participants and dishonesty rate on the 

part of the sellers. It revealed that the introduction of warranty, to encourage sales, created incentive for dishonest behavior on 

the part of the buyers. Hence the presence of moral hazard in the market is reaffirmed. The research further found that the 

above stated problems are reinforced by the lack of a formal regulatory agency in the markets. Finally, this study recommended 

the following: the establishment of a formal regulatory agency, registration of sellers with corporate affairs commission (CAC) 

and the continuous usage of brand names and warranty among others.  
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INTRODUCTION 

 

Background of the Study 

 

In the study or analysis of the theory of market, it is assumed 

that market players – the consumers of a good and its producers 

had perfect knowledge about the price, availability and quality 
of the products and also cost of acquiring information is 

minimal. Thus, under this assumption the consumers know 

about what products are available in the market and at what 

prices and where they are available. They also have full 

knowledge about the quality of the products available in the 

market.  

Also in the perfect competition model, the firms are fully 

informed about the most efficient technique available for 

producing goods and productivity of workers hired by them. 

They have full knowledge of the efficiency of their workers 

and quality of other inputs of production. From these, it can be 

said that the consumers and producers of goods are aware of 

the demand and supply curves of their goods produced and 

consumed respectively.  
But the work of Nobel Prize Winner Joseph Stiglitz (1963), 

and others proved the opposite to the above by affirming that 

whenever there was the existence of information asymmetry, 

Pareto efficiency would not even be achievable. This was also  

reaffirmed by Mas-Colell et al. (1995), that although, one 

implicit assumption of the fundamental welfare theorems is that 

characteristics of all commodities are observable to all market 

participants, in reality the market participants often hold this 

information asymmetrically. In many instances of asymmetric  
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information, the less informed side knows that the other side 

has more information (Katz, 1998). 
Asymmetric information, as the adjective indicates, refers to 

situations in which some agent in a trade possesses information 

while other agents involved in the same trade do not. This 

rather self-evident premise has nevertheless revolutionized 

modern economic thought since 1970s.  As briefly defined 

above the problem of asymmetric information occurs when one 

party has insufficient information. To give an example, when a 

firm hires a new employee, that worker has a much better idea 

about his/her ability than the firm. Or, a manager of a 

corporation has better information about how well their 

business is doing than the stockholders do (Mishkin and 

Easkins, 2000). 
A “Lemons” market is characterized by a number of key 

features such as quality uncertainty, information asymmetry, 

economic costs of dishonesty, the market mechanism, and in 

the extreme, market failure Beatty et al. (2013). The concept of 

a “Lemons” market has since been widely accepted and applied 

to many fields such as automobile, insurance, and labor 

markets.  The asymmetry of information is a very important 

concept in the study of market place exchanges with a 

remarkable consequence in finance, accounting, organizational 

behavior, economics and marketing. Again, take for example 

two major results in the economics and finance literature, the 
first fundamental theorem of welfare economics and the 

Modigliani – Miller Theorem. The first fundamental theorem 

of welfare economics states that in a competitive economy with 

no externalities, prices would adjust so that the allocation of 

resources would be optimal in the Pareto sense. A key 

assumption for the theorem to hold is that the characteristics of 

all products traded on the market should be equally observed 

by all agents. When such assumption fails to hold, that is when 

information is asymmetric, prices are distorted and do not 

achieve optimality in the allocation of resources. Standard 

government interventions such as regulations of monopolies to 

replicate a competitive environment, or fiscal policy to 
alleviate the effects of externalities, are no more sufficient to 

restore optimality. Similarly, in the finance literature, the 

Modigliani – Miller theorem concluded that the value of a firm 

is independent of its financial structure. The acknowledgement 

of asymmetric information within organization shifted the 

debate on optimal financial structure from fiscal considerations, 

to the provision of incentives to align the interests of managers 

and workers with the interests of stakeholders.  

When  two (or more) individuals are about to agree on a 

trade, and one of them happens to have some information that 

the other(s) do not have, this situation is referred to as adverse 
selection  (Akerlof, 1970). Seminal contributions include 

Spence (1973), and (Rothschild and Stiglitz 1976). In 2001, the 

Noble Prize in Economic Science was awarded to Akerlof, 

Spence and Stiglitz “for their analyses of markets with 

asymmetric information.” Each of the three quoted papers 

investigates the implications of adverse selection respectively. 

Akerlof (1970), considers the example of a seller who has 

private information about the  quality  of  a  used  car.  A  buyer  

 

 

 

 

would like to acquire a car, but is keen on paying a “fair” price 

for it that is, a price that is consistent with the quality of the car. 
To make things more concrete, suppose that there are nine 

different cars, each car having “fair” values N100, 

N200…N900 respectively.  As the buyer cannot observe 

quality, owners of cars will always claim they are selling a high 

quality product worth N900. A fair price will then reflect the 

average quality of the market, in this case N500. However, 

under such circumstances seller whose cars are worth more 

than N500 find such price low hence exiting the market. The 

average price must then drop to N300; including more exits and 

so forth. Consequently, at the exception of worst quality cars 

worth N100, no seller is willing to sell a car that a buyer is 

willing to buy. Spence (1973), refers to a similar mechanism 
when workers “sell” their labour to firms and have private 

information about their skills, while (Rothschild and Stiglitz, 

1976), analyses the insurance market in which private 

information is instead on the side of buyer who is better aware 

of her health condition, or driving skills than the insurer is. The 

basic idea is that agents trade in the market because they share 

mutual benefits. However, when the information asymmetry 

increases up to a certain level, the high quality goods drop out 

from the market and only low quality goods can be traded. 

The literature on adverse selection then investigates 

arrangements that allow segmentation of the market according 
to unobserved quality i.e. how insurance companies and banks 

screen their customers with the use of deductibles and 

collateral requirements (Rothschild and Stiglitz, 1976), sellers 

signal the quality of the products by offering product 

warranties to customers, or workers signal their ability by 

getting academic degrees (Spence, 1973) and so on. It is 

important to emphasize that market segmentation does not 

primarily come from information inherent, to say warranties or 

deductibles, but rather from a menu of contracts offered to 

agents that leads to self solution, revealing their private 

information. In the above examples mentioned, such menus 

would be of the form (low insurance premium; high deductive) 
or (high insurance premium; low deductible), and in the 

product market example of the firm (low price, no warranty) or 

(high price, one year warranty). Such menus then include 

careful drivers to opt for a (low premium; high deductible) 

contract, while less careful drivers prefer to pay a high 

premium and face a low deductible in case of accident. 

Similarly, sellers of high quality goods will want to charge high 

price but offer in exchange a one year warranty to customers; a 

policy that low quality good sellers are not willing to mimic.  

On the other hand, the case in which the information 

asymmetry occurs after an agreement is obtained between 
individuals is called moral hazard. There are two major 

framework often used to analyze moral hazard situations, 

insurance and principal – agent problem whereby one 

individual, the principal wants to hire another individual-agent 

to perform a given task. However, once the contract has been 

signed, the agent can either take an action that is non-

observable for the principal (hidden action), or obtain 

information about some characteristics of the environment that  



 
 

 

 

 

 

the principal cannot acquire (hidden information). As opposed 

to the previous case, in which agents were offered a menu of 
contracts, moral hazard situations imply that every agent is 

given the same contract; the contract must therefore take into 

account future information asymmetries and hence address the 

incentives problem. Mirrless (1999), Holmstrom (1979), and 

(Grossman and Hart, 1983) were key contributors to this 

literature. To illustrate this phenomenon, Mirrless (1999), car 

insurance market model would be considered: a driver – the 

agent wants to buy insurance from an insurance company – the 

principal. The source of concern is that once the insurance 

contract is signed, the insurance company cannot observe 

whether the driver is careful enough. Suppose that the 

insurance company can put in every single car a camera to 
monitor how the driver behaves. Then, it could convene with 

the driver that she would hence forth drive carefully. In 

exchange, the insurance covers all the costs due to any traffic 

accident. In this hypothetical world of perfect information, such 

contract would be optimal in that it transfers all uncertainty 

from risk-averse drivers on to risk neutral insurance companies.  

However, putting a camera in every car is not (yet) feasible. 

If insurers keep offering the same contract, drivers are fully 

insured against risks that are independent of their driving but 

also against risks arising from their own misbehavior. This 

would lead to a less careful driving, an increase in the number 
of accidents and a larger risk – premium. In this situation, 

drivers are the first to be harmed by such outcome. Thus, a 

departure from full coverage is desirable to create the 

incentives to drive carefully. In short, an optimal contract in an 

environment with moral hazard must trade off insurance and 

the provision of incentives. The application of deductibles and 

the prospect of increased insurance premiums following 

repeated accidents are examples of measures to induce careful 

driving. Holmstrom (1979), and (Grossman and Hart, 1983) 

made determinant methodological contributions to the 

understanding and analysis of the principal – agent paradigm. 

Asymmetric information considerations have encompassed 
all fields of economics and finance. Recognizing that the 

presence of information asymmetries could be the source of 

large economic inefficiencies, focus is put on the 

characteristics of mechanisms or institutions that could 

alleviate the information asymmetry. Therefore, the purpose of 

this research is to extend the analysis of information 

asymmetry to the markets of used phones in order to ascertain a 

methodological approach in ameliorating its effects on the 

welfare of consumers in the Kano used phones markets and to 

examine the extent of asymmetric information – adverse 

selection or moral hazard in the Kano used phones markets. 
 

 

Statement of the problem 

 

The introduction of the first generation of mobile handsets and 

networks in the early 1980’s started a gradual but irreversible 

process that has fundamentally changed the way people 

communicate. 
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In Nigeria, the trend of phone purchases has increased 

tremendously because of rapid advancement in technology and 
the purpose, as it serves the teeming population. New 

innovations have flooded the market and are expensive to the 

extent that would-be users can hardly afford it. Users of phones 

in Kano state are no exceptions of high facilities phones and its 

obvious unaffordable price. This in turn forced users with high-

tech taste to rely heavily on the used phones markets in Kano 

State. These supposed low-cost phones which were expected to 

fill the void left by high-price new phones consequentially 

resulted in welfare loss on the part of the consumers of mobile 

phones. This occurs due to a number of reasons ranging from 

information asymmetries to dishonesty between the bargaining 

agents. The magnitude of the former is of paramount 
importance and in most cases constitutes the major problem of 

consumers purchasing used phones. This is because it has been 

proved that, when agents are asymmetrically informed, the 

classical argument for equal treatment of different agents of the 

same type breaks down (Jae-Cheol Kim, 1985). Typically, the 

absence of complete information about an agent’s 

characteristics or chosen actions leads or motivates the agent 

with more private information to behave dishonestly (Nalebuff 

and Scharfstein, 1987).  

The asymmetry of information is a very important concept in 

the study of market place exchanges with a remarkable 
consequence in finance, accounting, organizational behavior, 

economics and marketing (Tillers et al. 2011). 

By asymmetric information we mean one party in the market 

for used phones does not know about the quality of the product 

being sold. In the case of used phones in Kano used phones 

markets, while the sellers know about the intrinsic worth of 

their products, the buyers do not know the quality of the used 

phones which may turn out to be lemons. Akerlof (1970), 

introduced and analyzed the impacts of asymmetric 

information in the markets failure problem with specific 

example in used cars markets. The basic problem is that agents 

trade in the market because they share mutual benefits. 
However, when the information asymmetry increases up to a 

certain level, the high quality goods drop out from the market 

and only low quality goods can be traded (Tilles et al. 2011). 

 

 

Objective of the study 

 

The objectives of this research are: 

 

i. To examine the effect of asymmetric information – adverse 

selection or moral hazard in the Kano used phones markets.  
ii. To examine the degree or extent to which price convey 

information about product quality from the informed to the 

uninformed. 

iii. To examine the ways used in reducing the information 

asymmetries and their impact in the used phones markets. 

iv. To find out the factors influencing demand for used phones 

v. To examine the causes of information problem in the Kano 

used phones markets. 
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Research questions 

 
i. What is the effect of asymmetric information – adverse 

selection or moral hazard in the Kano used phones markets? 

ii. Does price convey information about product quality from 

the informed to the uninformed? 

iii. What are the ways used in reducing the asymmetry of 

information and have they impacted positively? 

iv. What are the factors influencing demand for used phones? 

v. What are the causes of information problem in the Kano 

used phone markets? 

 

Significance of the study 

 
The significance of this study outlined some phenomenal 

deriving benefits credited to both knowledge acquisition and its 

practical application. 

This study will be of immense significance in contributing to 

knowledge, for a lot of people do not vividly comprehend the 

extent in which asymmetric information causes inefficiencies 

in the market place exchanges and also reduction in customers’ 

welfare. 

 

Scope of the study 

 
The research work is concerned primarily with the effect of 

asymmetric information, its nature – adverse selection or moral 

hazard and its impact in the market place exchanges. Still in 

line with the study, prices and quality of used phones was used 

for easy understanding, to portray the nature of information 

asymmetries in the market place exchanges. 

 

The study areas 

 

For the reasons stated above, the study area is all the markets of 

used phones in Kano State. 

 
 

LITERATURE REVIEW 

 

Asymmetric Information 

 

Joseph Stiglitz, Michael Spence and George Akerlof jointly got 

the Nobel Prize in Economics in 2009 for their research in the 

field of information economics. They challenged the view of 

classical and neo-classical economist that market information is 

perfect and it takes a particular deterministic form. Under 

certain circumstances, this assumption greatly simplifies the 
analysis. But this is unrealistic and is not always true. Taking 

examples from the actual market conditions, they analyzed the 

shortcomings and imperfections in the market mechanism due 

to asymmetric information. Market asymmetries; in turn fail to 

allocate resources efficiently. 

According to Jinghan (2010), asymmetric information is a 

situation when one party has more information than another 

about the nature, quality and other characteristics  of  a  durable 

 

 

 

 

commodity, and thus affects the outcome of a bargain. It gives 

rise to the problem of adverse selection and moral hazards. 
Ahuja (2013), defines asymmetric information as the market 

situation where the buyers and sellers have different 

information while making transactions. The efficiency of the 

competitive market equilibrium depends on all of the 

decentralized decision makers (buyers and sellers) having full 

information. The market itself plays an important role in 

conveying information in the form of relative prices to decision 

makers about the cost and benefits of different actions. 

However, informational externalities may arise due to 

asymmetric information in the market (Garba, 2012). An 

important example of asymmetric information is of the market 

for used cars developed by Akerlof (1970), which was adopted 
in this research. In this case, the sellers are better informed than 

the buyers about the quality of the used cars that are being sold. 

Some used cars are of bad quality and others are of good 

quality but the buyers do not know about whether the cars they 

are buying are bad quality or good quality whereas the sellers 

have private information on the quality of their goods. 

 

Adverse Selection 

 

There are two important sources of asymmetric information – 

adverse selection and moral hazard (Garba, 2012). When one 
party has more information than another, the problem of 

adverse selection arises leading to surprising results (Jighan, 

2010). According to Garba (2012), when one side of the market 

is more informed about the nature of the exchange being made, 

adverse selection problem occurs.  

The most common mistake all buyers do is selecting the 

wrong seller. Adverse selection costs are likely to be a function 

of the degree of asymmetric information surrounding the 

stock’s true value and the probability that informed traders can 

capitalize on this asymmetric information Van Ness et al. 

(2001).The buyers have no prior knowledge about the product 

purchased and thus trusting the tactics the sellers impose, the 
buyers fall into their trap. This is why adverse selection is also 

referred to as hidden information.  Akerlof (1970), in his 

famous article “The Market for Lemons”, explained these 

results in terms of the used car market. 

Suppose a person who buys a new car is not satisfied with its 

performance and wants to sell it after a few months, even 

though it is in perfect condition. When he tries to sell it which 

is just like a new one, he will be offered a much lower price by 

the prospective buyers. The reason, according to Akerlof 

(1970), is that asymmetric information has developed in the 

minds of prospective buyers that there is something wrong with 
the car. That is why the car owner is selling it after a few 

months of its purchase. So he will have to sell at the average 

market price for used cars because it is a “lemon” for 

prospective buyers in the used car market. But the car owner 

knows that his car is “good quality” being as good as a new 

one. So he refuses to sell it because he cannot get a reasonable 

offer for it. 

Thus the owners of good used cars will not sell their cars and 



 
 

 

 

 

 

only bad cars will be traded in the market. Seemingly, it can be 

said that bad cars drive out good cars in the used car market. 
According to Ahuja (2013), it therefore signifies that adverse 

selection occur when the average quality of the used cars for 

sale declines drastically and the mix of the good quality used 

cars and lemons changes adversely as price falls. 

 

Moral Hazard 

 

Moral hazard or hidden action is another example of an 

information asymmetry, where a problem of excess use arises 

as in the case of durable goods because the informed party 

brings about a level of provision of the good that is greater than 

the level of provision that would have been achieved had both 
parties been equally well informed (Garba, 2012). Braynen 

(2013), defines moral hazard as an economic condition which 

commonly refers to situations in which people have a tendency 

to increase their exposure to risk when the costs of their 

actions, should they get unlucky befall someone else. 

Jinghan (2010), in his examination of Akerlof’s used cars 

model observe that very few good car owners are prepared to 

give comprehensive warranties while selling them. He further 

stated that the reasons for this are; first, the problem of moral 

hazard which occurs when buyer passes on the cost of his 

behavior on to the seller of a car. When a seller sells his car 
with a warranty, the new owner may drive the car carelessly 

because he knows that all repairs are at the expense of the 

seller. Second, there is the problem of enforceability of 

warranty.  

After obtaining the warranty, the buyer may not be able to 

easily contact the seller and make him pay the repair bill. The 

seller may refuse to pay on the plea that the buyer did not take 

proper care of the car. Thus moral hazard and enforceability 

prevent separating equilibrium for good cars and bad cars. 

 

Market signaling 

  
To solve the problem of adverse selection and moral hazard 

Spence (1973), suggested mechanisms for market signaling. He 

showed that when information is imperfect, “signaling” 

generates information about qualities of individuals in the job 

market. The basic idea is that applicants send signals to 

employers that convey information about their abilities for 

particular jobs. 

According to Spence (1973), a signal is provided by 

education, and employers treat the degree as a test of basic 

abilities. They regard jobseekers with high level of education as 

more productive and paid high salaries. On the other hand, 
those with a low level of education are less productive and are 

paid low salaries.  In this way education serves as a signal of 

productivity to the employers, which is robust to wage 

experimentation by employers. 

Spence’s seminal article “Job Market Signaling (1973), and 

his book Market Signaling (1974),which both deals with 

education as a signal in the labour market have been extended 

to other markets with asymmetric information. An  example  of  
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this is the guaranty, branding and warranty in the durable 

markets. According to Lofgren et al. (2002), Spence’s signaling 
model also spurred a flurry of game-theoretic research. 

 
An Overview of the Research Study Area: Kano state 

 

Kano has been bastion of commercial activities in the sub-

Saharan Africa for over five centuries ago. It prospered as the 

southernmost nodal point of the trans-Saharan trade during the 

pre-colonial times. At the wake of colonialism retained it vigor 

for commerce and industry after it was connected to the trans-

Atlantic trade. For both trade of the old and new route, Kano is 

the premier point exercising commercial influences over its 
adjacent locations. For an unbroken period of time Kano has 

piled accolades of excellent business climate, globally reputed 

business moguls as well as globally desirable infrastructure for 

business proliferation. Kano state is the second largest 

industrial centre in Nigeria and the largest in Northern Nigeria 

with textile, tanning, footwear, cosmetics, plastic, enamelware, 

pharmaceuticals, ceramics, furniture and a vibrant agricultural 

sector. However, the new millennium is greeted by new 

revolutions, opportunities and technologies. One of such 

revolution is the introduction of mobile phones. 

In Kano, like in all other states the mobile phone has been 

instrumental to the rapid increase in telecommunication 
accessibility and a subsequent increase in the volume of trade. 

Before digital mobile telephony was introduced in Nigeria in 

2001, Kano had only but a few connected to telephone lines 

owned by Nigeria telecommunication limited (NITEL). Today 

the number of users of mobile phones in Kano has increased 

astronomically. With a population of over 9 million inhabitants 

(2006 population census) and a vibrant economy, Kano became 

the new hub of mobile telephony in Northern Nigeria. Mobile 

communication enterprises are now found everywhere in the 

state with a formal centralized markets for new and used 

phones established in strategic locations. The major markets 
are Beirut road market for new phones; GSM village, Farm 

centre; Al-jawwala phones village, Abdullahi Bayero way; Al-

jawwala phones village, opposite Sani Abacha indoor stadium 

and Sabon Gari/Bata phones village. Notably these 

aforementioned markets, which attracts millions of customers 

annually, has generated revenue for the government, 

employment opportunity for the teeming population and has 

contributed positively to the growth of Kano state economy. 

 

First fundamental theorem of welfare economics 

 
There are two fundamental theorems of welfare economics. 

The first states that any competitive equilibrium or walrasian 

equilibrium leads to Pareto efficient allocation of resources. 

The second states that the converse, that any efficient allocation 

can be sustainable by a competitive equilibrium. For the 

purpose of the research, only the first will be discussed. 

The first theorem is an analytical confirmation of Adam 

Smith (1976), invisible hand hypothesis that competitive 

markets tend toward an  efficient  allocation  of  resources.  The 
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theorem supports a case for non intervention in ideal 

conditions: let the market do the work and the outcome will be 
Pareto efficient. However, Pareto efficiency is not necessarily 

the same thing as desirability, it merely indicates that no one 

can be made better off without someone being made worse-off. 

There can be many possible Pareto efficient allocations of 

resources and not all of them may be equally desirable by 

society. 

The ideal conditions of the theorem however are an 

abstraction. The Greenwald – stiglitz theorem (1986), for 

example states that in the presence of either imperfect 

information or incomplete markets, markets are not Pareto 

efficient. Akerlof (1970), showed how we could obtain adverse 

selection in the markets in the presence of informational 
asymmetric. Spence (1973), demonstrated that informed 

economic agents in such markets may have incentives to take 

observable and costly actions to credibly signal their private 

information to uninformed agents so as to improve their market 

outcome. Stiglitz (1974, 1981), showed that poorly informed 

agents can indirectly extract information from those who are 

better informed, by offering a menu of alternative contracts for 

a specific transaction, so called screening through self-

selection. 

All these research proved that in the presence of 

informational asymmetries, efficient allocation of resources as 
proposed in the first fundamental theorem of welfare is 

unrealistic.  As such, in a competitive market, there is loss of 

welfare. 

 

Lemon market theory 

 

This theorem explained the consequences of unbalanced 

information known as asymmetrical information proposed by 

(George Akerlof, 1970). Information asymmetry deteriorates 

the existence of market selling good quality products because 

the unbalanced information rendered to the buyers during their 

purchase provokes them to acquire the ownership of it. 
Incentives were obtainable by the sellers to sell these poor 

quality products which were also the reason that washed away 

the good quality products from the markets. 

According to Akerlof (1970), “there are many markets in 

which buyers use some market statistic to judge the quality of 

prospective purchases. In this case, there is incentive for sellers 

to market poor quality merchandise, since the returns for good 

quality accrue mainly to the entire group whose statistic is 

affected rather than to the individual seller. As a result, there 

tends to be a reduction in the average quality of goods and also 

in the size of the market. Akerlof (1970), went further to state 
that “it should also be perceived that in these markets social 

and private returns differ and therefore in some cases, 

governmental intervention may increase the welfare of all 

parties, or private institutions may arise to take advantage of 

the potential increases in welfare which can accrue to all 

parties. By nature, however, these institutions are non-

atomistic, and therefore concentrations of power-with ill 

consequences of their own can develop”. This implies that even  

 

 

 

 

though the second theorem of welfare – government 

intervention is considered, the market will still be inefficient in 
allocation of resources due to informational asymmetries. 

Hence the following are some of the implications of the lemon 

market theorem: 

 

i. The market mechanisms as postulated by classical economics 

would no longer be able to regulate the market. As such, the 

market will be inefficient. 

ii. There will be welfare loss due to poor quality of used 

products at a higher price. 

iii. The market size of goods reduces due to the fact that 

consumers will be unwilling to spend more on the products. 

 

Empirical Literature 

 

Akerlof (1970), Spence (1973), and Stiglitz (1976), works on 

markets and information asymmetry are fundamental to 

modern microeconomic theory. Their research has helped in 

understanding market phenomena which could not be fully 

captured by traditional neo-classical theory. Moreover, their 

models have been used to explain the emergence of many 

social institutions that counteract the negative effects of 

informational asymmetries. The range of application is 

remarkable: from financial markets, through industrial 
organization, all the way to issues in economic development 

and welfare economics (Lofgren et al. 2002). 

In financial economics, (Myers and Mayluf, 1984) have 

shown how shareholders can become victims of adverse 

selection among firms. In a new sector most firms may appear 

identical in the eyes of an uninformed investor, while some 

insiders may have better information about future profitability 

of such firms. Firms with less than average profitability will 

therefore be overvalued by the stock market where, of course, 

uninitiated investors also trade. Such firms will therefore prefer 

to finance new projects by issuing new shares. Firms with 

higher than average profitability, on the other hand will be 
undervalued and find it costly to expand by share issue. Under 

asymmetric information, the low-quality firms thus tend to 

grow more rapidly than high-quality firms, implying that the 

market will gradually be dominated by lemons. When the 

uninitiated investors ultimately discover this, share prices fall. 

Another issue in financial economics is why some firms 

choose to distribute dividends to their shareholders, even if 

dividends are more heavily taxed than capital gains, as has 

been the case in some countries. A cheaper alternative would 

be to retain the profits within the firm and favour shareholders 

by way of capital gains through a higher share price.  
(John and Williams, 1985) shows that, under asymmetric 

information, dividends can act as a credible signal for a high-

profitability firm on the stock market. Firms with positive 

insider information pay dividends to their shareholders, but this 

signal is too costly for firms with inferior insider information. 

The stock market thus interprets costly dividends as a credible 

signal for favourable prospects and therefore pays high price 

for the stock. Under certain  conditions,  the  share  price  raises 



 
 

 

 

 

 

enough to compensate shareholders for the extra tax they have 

to pay on dividends – a separating equilibrium is achieved. 
In the sphere of industrial organization, numerous 

applications have shown how consumers may interpret price 

setting and advertising as signal for good quality. As in 

Spence’s (1973, 1974), model of a labour market with high and 

low productivity workers, equilibrium can arise when it is 

profitable for firms with high-quality products to engage in 

costly advertising whereas firms which produce low-quality 

goods refrain. Nelson (1974), and (Milgrom and Roberts, 

1986), works also shown the presence of asymmetric 

information in the industrial organization. 

In labour economics, Waldman (1984), examines a situation 

where firms competing for labour use the job assignment of a 
competitor’s employee as a signal of his ability. Because an 

employer does not want to signal the true capacity of a good 

employee to potential competitors, employees might not 

necessarily be assigned tasks which maximize their 

contribution to the firm’s profits. Such allocation of labour 

within firms might be optimal for an individual firm in a labour 

competitive situation, but results in social inefficiency. 

Bernhardt (1995), develops these arguments into an analysis of 

promotion explaining why low-education employees promoted 

to high positions are usually extraordinarily capable. An 

employer who wants to hide his private information about 
employees from a competing employer has incentive not to 

promote competent workers. For a promotion to be profitable, a 

low-educated worker therefore has to be sufficiently capable to 

compensate for the higher wage the firm is forced to pay to 

retain worker whose competence is revealed to potential 

competitors. Similar mechanisms can also explain wage 

discrimination. (Milgrom and Oster, 1987), point out that such 

discrimination leads to social inefficiency when workers are 

assigned to the wrong jobs or are not given sufficient incentive 

better than educated. 

Riley (1979), makes an early attempt to empirically test 

Spence’s signaling model. Riley’s ideas are that signaling 
should be most important in those sectors of the economy 

where workers productivity is difficult to measure. In such 

sectors, wages and education are thus expected to be strongly 

correlated at the outset of a worker’s career, whereas the 

correlation should be weaker in sectors where productivity is 

more easily observed. Over time, as firms learn more about the 

productivity of their employees, the correlation between wages 

and education should become weaker, particularly in sectors 

where productivity is hard to measure. Riley (1979), was able 

to confirm these effects empirically. More recent tests of 

Spence’s signaling model was carried out by Lang and Kropp 
(1986), and (Bedard, 2001). Both studies show that data on 

high-school enrollments and drop-out rates are consistent with 

a signaling model and inconsistent with a pure human capital 

model. 

In their empirical analysis of firing on a labour market with 

asymmetric information, (Gibbons and Katz, 1991), test the 

relevance of adverse selection and signaling. If firms can freely 

decide which employees should  be  fired, other  agents  on  the 
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labour market will conclude that the ability of fired workers is 

below average. Workers who are alike in all other respects, but 
who had to leave their jobs because the firm closed down, 

should thus find it easier to get a new job and receive a higher 

wage. Based on a large sample of redundant workers, Gibbons 

and Katz find empirical support for these predictions. 

(Farber and Gibbons, 1996), developed Spence’s signaling 

model by allowing employers to obtain information on 

worker’s productivity by observing their careers. The model 

predicts that the wage effect of education is independent of the 

length of time a worker has been on the labour market, whereas 

the wage effect of constant, unobservable characteristics which 

are positively correlated with worker ability increases with the 

time a worker has been employed. 
(Acemoglu and Pischke, 1998), showed that asymmetric 

information about worker ability can explain on-the-job 

training in firms. The mechanism resembles that in Waldman 

(1984), and (Gibbons and Katz, 1991). 

Other attempts to test for the predicted effects of asymmetric 

information have produced ambiguous results. One difficulty 

with such tests is to distinguish in practice, between adverse 

selection and moral hazard; another is that screening and 

signaling partially eliminate the effects of informational 

asymmetries (Lofgren et al. 2002). 

 

Critique of the existing literature 

 

The major criticisms of the existing literatures can be 

summarized as follows: 

 

i. Akerlof (1970), showed how informational asymmetries can 

produce adverse selection in markets. He demonstrated that in 

the presence of adverse selection, poor quality goods will drive 

out good quality goods. But in reality, it is not as extreme as 

reported by (Akerlof, 1970). In his seminal paper “The Market 

for Lemons Reconsidered: A model of the Used Car Market 

with Asymmetric Information”. Jae-Cheol Kim (1985), 
demonstrated that “although the presence of asymmetric 

information causes poor quality goods to drive out good quality 

goods, in reality it is not as bad as reported by George 

Akerlof”. 

ii. Spence’s most important work demonstrates how agents in a 

market can use signaling to counteract the effects of adverse 

selection. This again may not be as effective as reported by 

Spence (1973), because granting warranty in the durable 

market can generate incentives for buyers to be dishonest. 

According to Lofgren et al. (2002), “research attempts to test 

for the predicted effects of asymmetric information, produced 
ambiguous results. One difficulty with such tests is that 

screening and signaling partially eliminate the effects of 

informational asymmetries. 

 

According to Garba (2012), the efficiency of the competitive 

market depends on all of decentralized decision makers having 

full information. The market itself plays an important role in 

conveying information  through  price  mechanism  to  decision 
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makers about the relative costs and benefits of different actions. 

However, the asymmetry of information in the form of adverse 
selection or moral hazard impedes the smooth operation of this 

market mechanism in ensuring that the private benefits from 

selling and purchasing are guaranteed. The pioneering work of 

Akerlof (1970), Spence (1973), and Stiglitz (1976), 

transformed the way economists think about the functioning of 

markets. The analytical methods suggested by them sparked 

myriads of contributions and have been applied in explaining 

many social and economic institutions, especially different 

types of contracts in market exchange places. Recognizing that 

the presence of information asymmetries could be the source of 

large economic inefficiencies, focus is put on the 

characterization of mechanisms or institutions that could 
alleviate the information asymmetry. As such, it becomes 

paramount to extend the analytical methods of the pioneers to 

the markets of used phones. 

 

Research gap 

 

Economics of information is replete with myriads of literatures 

in informational asymmetries since the pioneering work of 

Akerlof (1970), Spence (1973), and (Stiglitz, 1976). Abundant 

applications range from traditional agricultural markets, 

insurance, automobile, labour to financial markets. However, 
there has not been any conscious attempt to extend the test for 

information asymmetries in the used phone markets. As such 

this research seeks to fill the void. The extension made was to 

expose the effects of information asymmetry in the used phone 

market as this could be useful for intending buyers and sellers 

of used phones. 

 

 

RESEARCH METHODOLOGY 

 

Research design 

 
Survey research method was used for this study. The survey 

method was used in order to elicit responses from the 

respondents. Survey is commonly applied to a research 

methodology designed to collect data from a specific 

population, or a sample from that population and typically 

utilizes a questionnaire or an interview as the survey instrument 

(Robson, 1993).  

 

Population and Sample 

 

According to Kothari (2004), population refers to the total of 
items about which information is desired. Hence the population 

of this study is all the used phones markets in Kano, the study 

was limited to a sample of 50 people comprising 25 buyers and 

25 sellers of used phones in the Kano used phones markets. 

The sample size was technically adequate in order to reach the 

objectives of the study given that we could not include the total 

population for the study. Out of the questionnaires 

administered,  45   were  correctly  filled    and    returned.  The 

 

 

 

 

remaining 5 questionnaires were rejected as they were 

incorrectly filled and incomplete so did not affect the result of 
this study. 

 

 

Sampling frame and sampling technique 

 

Since the population was an infinite one, the sampling frame 

consists of all buyers and sellers of used phones who are 

present on the day of questionnaire administration in the Kano 

used phones markets. 

Simple random sampling technique and stratified random 

sampling technique was adopted considering the fact that the 

population is large and heterogeneous comprising sellers and 
buyers of used phones in several markets. Simple random 

sampling technique was used in selecting four major markets of 

used phones in Kano. Some of these markets are GSM village, 

farm centre; Bata Phones Village, Fagge LGA; Al-jawwala 

village, Abdullahi Bayero way and Al-jawwala village, 

opposite Sani Abacha indoor stadium, Kano. Finally, stratified 

random sampling was employed in drawing the elements of 

this sample from the aforementioned used phones markets. 

 

 

Instrumentation 
 

The researchers collected the relevant information relating to 

the study through the use of questionnaire as the major 

instrument and also interviews with selected number of 

respondents, comprising 3 sellers and 3 buyers. 

The questionnaire consist of several sections of which are for 

questions relevant to the study and requiring answers from 

respondents which are important in answering the research 

questions. The research instrument comprises closed-ended 

questions which are in total 30. 

 

 

Validity and reliability 

 

Validity is the extent to which an instrument measures what it 

is supposed to measure and performs as it is designed to 

perform. Therefore, the validity of this study was established 

by the fact that the instrument used to analyze or to carry out 

the test was accurately designed to measure exactly what it is 

set to measure. And also to ascertain the validity of this 

research, the questionnaire used were subjected to face-

validity, where it was exposed to the research supervisor for 

comment, assessment and certification. 
Reliability on the other hand, can be thought of as consistent. 

That is, does the instrument consistently measure what it is 

intended to measure? As such, to ensure reliability which is a 

necessary condition for validity, the researchers made sure that 

all information elicited from respondents was consistent and 

accurately entered into the research instrument. Finally, care 

and diligence was given to the distribution and administration 

of the questionnaires in  order  to  ascertain  the  reliability  and 



 
 

 

 

 

 

validity of information in the research instrument. 

 

Data collection procedure 

 

Data was collected from the primary sources. This research 

explores the effect of asymmetric information in the Kano used 

phones markets through the responses of respondents in the 

various markets. A sample of 50 traders (25 buyers and 25 

sellers) was drawn from these markets and 50 questionnaires 

were distributed across for the market participants` responses. 

The respondents were then divided into two strata with the first 

stratum comprising sellers and the second, buyers respectively. 

 

Data analysis 
 

After the data had been collected, the researchers turned to the 

task of analyzing them. The analysis of the data required a 

number of closely related operations such as the establishment 

of categories, the application of these categories to raw data 

through coding, tabulation and then drawing statistical 

inferences. The researchers classified the raw data into some 

purposeful and usable categories. Coding operation was then 

undertaken at this stage through which the categories of data 

were transformed into symbols that was tabulated and counted. 

With coding, tabulation is ready. 
After tabulation, descriptive and inferential statistical 

approaches was applied with the aid of Microsoft word designs, 

Microsoft excel, tables, charts and the statistical packages for 

social sciences (SPSS version 20.0). 

 

RESULTS AND DISCUSSION 

 

Responses from questionnaire and interview 

 

The research administered questionnaires to 50 respondents 

and conducted interview with 6 respondents, comprising 3 

sellers and 3 buyers. Out of the questionnaire administered, 45 
were correctly filled and returned. There was about 90 per cent 

response rate which is adequate enough to make analysis and 

draw conclusion. Responses to questions raised in the 

questionnaire were analyzed in reference to similar and 

relevant questions asked in the interview. 

   

Profile of the Respondents 

 

Out of the 45 questionnaires correctly returned 24 were from 

buyers and 21 were sellers. The respondents’ profile gives the 

sex classification, age group, type of qualification, occupation 
and income group of the respondents for the questionnaire. 

 

Sex distribution of the respondents 

 

Results show that 27 respondents representing 60% of the 

sample size were males while 18 respondents representing 40% 

of the sample size were females. Thus, majority of the 

respondents were males. 
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Age distribution of the respondents 

 
10 respondents (22%) of the sample size were of the age group 

below 24 years, 17 respondents (38%) of the sample size were 

of the age group 25-34 years, 13 respondents (28%) of the 

sample size were of the age group 35-44years, 3 respondents 

(7%) of the sample size were of the age group 45-54 while 

option above 55 years attracted 2 respondents (5%) of the 

sample size. Thus, majority of the respondents were of the age 

group25-34 years. 

 

Educational backgrounds of the respondents 

 

The education profile of the respondents indicates that 10 
respondents (22%) of the sample size were Primary school 

leavers, 15 respondents (33%) of the sample size were 

Secondary school leavers, 12 respondents (26%) of the sample 

size were ND/NCE holders while 8 respondents (19%) of the 

sample size were Degree holders. Thus, majority of the 

respondents were Secondary school leavers. 

 

Occupation of the respondents 

 

Figure 1 indicates that no respondent is a farmer, 3 respondents 

(7%) of the sample size were students, 28 respondents (62%) of 
the sample size were business people, and 10 respondents 

(22%) of the sample size were civil servants while 4 

respondents (9%) were teachers. 

 

Income group of respondents 

 

The income distribution of the respondents shown in Figure 2, 

implies that 10 respondents (22%) were earning below N10, 

000, 17 respondents (38%) were earning between N10, 000 and 

25, 000. It further indicates that 13 respondents (28%) were 

earning between N25, 000 and N50, 000, 3 respondents (7%) 

were earning between N50, 000 and N100, 000. This means 
that only 2 respondents (5%) earn income above N100, 000. 

 

Interview participants 

 

With regards to the interview participants, there are two basic 

categories captured: sellers and buyers. It was found that three 

of the six interviewed were sellers while the remaining three 

were buyers. There is therefore adequate representation of the 

major market participants in order to make analysis and draw 

conclusion. 

 

Factors Influencing the Demand for Used Phones 

 

In order to find out the factors influencing the demand for used 

phones, the following questions were asked. These are: 

 

i. Respondents opinion on whether internet facility is a factor 

influencing the demand for used phones. 

ii. Respondents opinion on whether affordability is a factor 
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Figure 1. Occupation of respondents. 

 

 

 

 

 
                       

 Figure 2. Income Group of Respondents. 

 

 

 

influencing the demand for used phones. 

iii. Respondents opinion on whether preference is a factor 

influencing the demand for used phones. 
iv. Respondents opinion on whether longevity is a factor 

influencing the demand for used phones. 

Internet facility as factor influencing used phones demand 

 

The study shows that 66 per cent of the respondents strongly 
agreed, 20% agreed, 7% disagreed while the remaining 7% 

strongly disagreed that internet facility is considered when
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Figure 3. Respondents opinion on whether affordability is a factor influencing the demand for used phones . 

 

 

 

purchasing a used phone. Thus a majority of the respondent 

agreed with the statement that internet facility is a factor 

influencing the demand for used phones. 

                                                                                                                  

Affordability as a factor influencing used phones demand 

 

Figure 3 shows the responses of the sellers and buyers on 

whether affordability is a factor considered when purchasing 

used phones. 71 per cent of the respondents strongly agreed, 

29% agreed while no respondents disagreed or strongly 

disagreed that internet facility is considered when purchasing a 

used phone. Thus all respondents agreed with the statement. 

 

Preference as a factor influencing used phones demand 
 

Figure 4 shows that 7 respondents (15%) of the sample strongly 

agreed, 2 respondents (5%) agreed, 17 respondents (37%) of 

the sample size disagreed, while 19 respondents (43%) of the 

sample size strongly disagreed with the statement. Thus, 

majority of the respondent disagreed with the statement. 

 

Longevity as a factor influencing used phones demand 

 

7 respondents representing 15% of the sample strongly agreed, 

3 respondents representing 7% agreed, 13 respondents 

representing 29% of the sample size disagreed while 22 
respondents representing 49% of the sample size strongly 

disagreed with the statement. Thus, majority of the respondent 

disagreed with the statement. 

 

Causes of Information problem in the market 

 

In   order   to   elicit  information  on   the   perception   of    the 

respondents on the causes of information asymmetries in the 

Kano used phones markets, questions on five possible causes 

were raised in the questionnaire. These are whether information 
asymmetry: 

 

i. Causes differences in information available to sellers and 

buyers. 

ii. Results in dishonest behavior on the part of sellers. 

iii. Causes ineffective market regulation. 

i. Caused by lack of monitoring institutions in the market. 

ii. Caused by frequent stealing of phones in the market. 

 

Some related questions were also raised in the interview, and 

are reported and analyzed together as follows. 
 

Differences in information availability causes information 

problem 

 

Majority of the respondents believe that differences in 

information available to sellers and buyers are one of the 

causes of information asymmetry.  With 66 per cent and 26 per 

cent of the respondents strongly agreeing and simply agreeing 

respectively on this issue, it is clear, as shown in Figure 5, that 

the remaining 3 respondents representing 8 percent who 

strongly disagree and disagree respectively are insignificant. 

Hence, these responses suggest that the respondents believe 
information disparity causes asymmetric information. 

 

Dishonest behaviors from sellers causes information problem 

 

Result shows that significant number of respondents concurred 

that dishonest behavior on the part of sellers’ causes 

information asymmetry. With 62 and 28 per cent strongly
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Figure 4. Respondents opinion on whether preference is a factor influencing the demand for used phones.  

 

 

 

 
 
 Figure 5. Differences in information causes information asymmetry. 

 

 

 

agreeing and simply agreeing respectively on this issue, it is 

clear that dishonest behavior on the part of sellers is 

detrimental to the efficiency objective of the market system. 

Only 7 and 3 percent disagreed and strongly disagreed 

respectively. 

However, all the six people interviewed concurred with this 

fact. 

The inability of demand and supply to regulate the market 

 

The inability of the market forces of demand and supply to 

regulate the market due to the effects of externality, 

information asymmetries is again evident from the perception 

of respondents regarding this issue. The study shows that 21 

respondents (47%) of the sample strongly agreed, 15
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Figure 6. Quality reduces as a result of information problem. 

 

 

respondents (33%) agreed, 6 respondents (13%) of the sample 

size disagreed while 3 respondents (7%) of the sample strongly 

disagreed with the statement. Thus, majority of the respondent 

agreed with the statement. 

 

Lack of formal regulatory agency in the used phones markets 

 

Majority of the respondents believe that absence of a formal 
regulatory agency is one of the causes of information 

asymmetry in the used phones markets.  With 60 per cent and 

31 per cent of the respondents strongly agreeing and simply 

agreeing respectively on this issue, the remaining 4 respondents 

representing 6 percent who strongly disagree and disagree 

respectively are insignificant. Hence, these responses suggest 

that the respondents believe that the presence of a formal 

regulatory agency in the used phones markets would eliminate 

asymmetric information.  

 

Frequent stealing of phones  

 
12 respondents (27%) of the sample strongly agreed, 5 

respondents (11%) agreed, 20 respondents (44%) of the sample 

size disagreed while 8 respondents (18%) of the sample size 

strongly disagreed with the statement. Thus, majority of the 

respondent disagreed with the statement that frequent stealing 

of phones causes information asymmetry in the market. 

 

Impacts of asymmetric information in the used phones 

market 

 

In order to elicit information on the perception of the 
respondents on the impacts of information asymmetries in the 

Kano used phones markets, questions on five possible impacts  

were asked in the questionnaire. These are: 

 

i. Increases the ratio of poor quality phones in the used phones 

markets. 

ii. Reduces average price. 

iii. Reduces quantity of sales. 

iv. Creates an incentive for dishonest behavior on the part of 

the sellers. 
v. Reduction in customers’ welfare/satisfaction.  

 

Some related questions were also raised in the interview, and 

are reported and analyzed together as follows. 

 

Reduction in quality of phones in the used phones markets 

 

Responses represented in Figure 6 shows that majority of the 

respondents believe that asymmetric information leads to 

reduction in the quality of used phones. With 55 per cent in 

strong agreement and 22 per cent in simple agreement, it is 

clear that information differences may pose a quality reduction 
problem. This is evident in the fact that only 10 respondents 

disagreed and out of six interviewed, five concurred to this fact.  

 

Reduction in average price of used phones in the market 

 

The respondents’ views on whether asymmetric information 

affect average price are shown in Figure 7, 30 respondents 

strongly agreed and further 12 respondents effectively agree 

with the view. The 2 and 1 respondent that disagree and 

strongly disagree may prove to be insignificant. This is clear 

considering the fact that there is tendency to be a reduction in 
average price since buyers may not be keen to pay more in the 

presence of information bias. 
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Figure 7. Average price reduces in the presence of information bias. 

 

 

Reduction in average quantity of sales 

 

Similarly, the questions raised on whether information 

externality reduces sales in the used phones markets were 

answered. The study shows that 60 per cent strongly agree with 
the view and are further supported by 17 per cent agreement. 

Perhaps this is a reflection of the rejection of poor quality 

phones by the buyers. The remaining 23 per cent that 

effectively disagree may not be considered significant, given 

that greater number of the respondents have already affirmed 

the view. And also all the participants of the interview affirmed 

the view. 

 

 

An incentive avenue for dishonest behavior from sellers 

 

30 respondents representing 66 percent and further 10 
respondents representing 22 percent effectively agreed with the 

view that asymmetric information creates incentives for 

dishonest behavior from sellers. The 4 and 1 respondent 

representing 9 and 3 percent respectively that disagree and 

strongly disagree may prove to be insignificant. This is clear 

considering the fact that hidden information can create 

behavioral shift on sellers. 

 

Customer’s welfare affected 

 

Responses represented in Figure 8 show that majority of the 
respondents believe that asymmetric information leads to 

reduction in consumers’ welfare. With 62 per cent in strong 

agreement and 31 per cent in simple agreement, it is clear that 

information differences may pose a welfare problem as such 

the classical assumption of an efficient resource allocation in 

the market exchange places is unrealistic. This is evident in the 

fact that only 7 percent of respondents disagreed and out of six 

interviewed, five concurred to this fact. 

 

Price and Quality Relationship in the Used Phones Markets 

 

In order to elucidate the relationship between price and quality, 

questions on the following items were asked in the 

questionnaire: 

 

i. High prices signals high quality and low prices signals low 

quality. 

ii. Low prices reduce the average quality. 

iii. High prices and low quality reduces quantity of sales. 

iv. Low prices and high quality increases quantity of sales. 
v. Low prices and low quality neither increases nor decreases 

sales.  

 

The responses in the questionnaires and interviews are 

presented and analyzed as follows: 

 

 

Price signal and quality perception 

 

It is clear from Figure 9, that there exist a strong relationship 

between price and quality of used phones. This is because 38 
(over 84%) out of 45 respondents simply and strongly agree 

with this view respectively. This leaves 3 respondents in strong 

disagreement and 4 respondents in simple disagreement with 
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Figure 8. Consumer’s welfare is reduced. 

 

 

 
 
Figure 9. Price signals quality. 

 

 
 

this view. It is however a bit contradictory to the view of the 

respondents in the interview where all the buyers strongly 

disagreed because they believe that the intrinsic worth of most 

used phones are not known to the consumers. While the buyers  
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Figure 10. Low price and high quality encourages demand. 

 

 

 

in the interview vehemently disagreed, the sellers strongly 

agreed. 

 

 

Low prices reduce average quality 

 

Responses show that majority of the respondents believe that 

low prices leads to reduction in average quality. With 57 per 
cent in strong agreement and 23 per cent in simple agreement, 

it is clear that when prices fall below average market price, 

high quality phones sellers would be driven out of the market 

hence a drop in average quality. This is evident in the fact that 

only 20 percent of respondents disagreed and out of six 

interviewed, five concurred to this fact. 

 

 

Quantity of sales reduces as a result of high prices and low 

quality 

 
30 respondents representing 66 percent and further 11 

respondents representing 24 percent effectively agreed with the 

view. The 3 and 1 respondent representing 7 and 3 percent 

respectively that disagree and strongly disagree may prove to 

be insignificant. This is clear considering the fact that a high 

price without equivalent quality leads to consumer surplus loss. 

As such, there would be welfare loss on the part of buyers. This 

subsequently discourages consumers from further purchases. A 

high price and a low quality discourage consumers, hence a 

reduction in sales quantity. 

Increase in sales as a result of high quality and low price 

 

Figure 10 shows that 30 respondents (66%) of the sample 

strongly agree, 10 respondents (22%) agreed, 4 respondents 

(9%) of the sample size disagreed while 1 respondent (3%) of 

the sample size strongly disagreed with the statement. Thus, 

majority of the respondent strongly agree with the statement. 

This is evident considering the fact that a high quality used 
phone at a relatively low price would increase consumers’ 

surplus and subsequently increase welfare.  Also all the six 

respondents interviewed agree with this fact. 

 

 

Low price and quality neither increase nor decrease sales 

 

Responses represented in Figure 11, show that majority of the 

respondents believe that when price and quality is low 

purchases decision is left at each consumer’s discretion. With 

37 per cent in strong agreement and 27 per cent in simple 
agreement, it is  

clear that when prices fall below average market price and 

quality of phone drops, consumers are indifferent. This is 

evident in the fact that only 36 percent of respondents 

disagreed and out of six interviewed, four concurred to this 

fact. 

 

Devices used in solving asymmetric information problem 

 

In order to elicit information on the perception of the
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Figure 11. Low price and low quality has no impact on purchases decision. 

 

 

 

respondents on the impacts and effectiveness of devices used in 

correcting information problem in the Kano used phones 

markets, questions on five possible impacts were raised in the 

questionnaire. These are: 
 

i. Warranty increases prices of used phones. 

ii. Warranty decreases prices of used phones. 

iii. Warranty eliminates information problem. 

iv. Warranty creates incentive for dishonest behavior from the 

buyers. 

v. Branding eliminates asymmetries of information.  

 

 

The introduction of warranty increases price of used phones 

 

The results shows that 11 respondents representing 24% of the 
sample strongly agreed, 8 respondents representing 17% 

agreed, 12 respondents representing 27% disagreed while 14 

respondents representing 32 % of the sample size strongly 

disagreed with the statement. Thus a majority of respondent 

disagreed with the statement. 

 

The introduction of warranty decreases price of used phones 

 

4 respondents representing 10 percent and further 4 

respondents representing 10 percent effectively agreed with the 

view that warranty decreases price of used phones. But the 14 
and 23 respondents representing 32 and 48 percent respectively 

that disagree and strongly disagree may prove highly 

significant to conclude that introduction of warranty has no 

relationship with price changes. As such, changes in prices of 

used phone should be ascribed to other factors. 

 

The introduction of warranty eliminates information problem 

in the used phones markets 

 

Figure 12 shows that 27 respondents (60%) of the sample 

strongly agreed, 12 respondents (27%) agreed, 5 respondents 

(11%) disagreed while 1 respondent (2%) of the sample size 

strongly disagreed with the statement. Thus a majority of 

respondents strongly agreed with the statement. This is 

evidenced by the understanding that in reality warranty 

establishes trust between market participants. 

 

The introduction of warranty creates incentive for dishonest 

behavior from the buyers 
 

Responses represented in Figure 13 show that majority of the 

respondents believe that a major problem faced by sellers when 

introducing warranty, is a possible dishonest behavior from the 

buyers of used phones. With 57 per cent in strong agreement 

and 29 per cent in simple agreement, inference can be drawn 

that warranty creates incentive for careless and dishonest 

behavior from the buyers of used phones. This is evident in the 

fact that only 14 percent of the respondents disagreed and all 

participants of the interview conducted, concurred to this fact. 

The three sellers among the interviewees stated further that that 
is the reason why warrantees are recently issued with terms and 

conditions. These terms and conditions may be in form of the 

following: 

Strongly Agree 
37% 

Agree 
27% 

Disagree 
27% 

Strongly Disagree 
9% 



 
 

47   AshEse J. Eco. 

 

 

 

 
         
Figure 12. Warranty builds trust, hence it eliminates information problem. 

 

 

 

 
                  

Figure 13. Warranty creates incentive for dishonest behavior from consumers. 

 

 

 

i. Three day warranty for assessing phones purchased. 

ii. One day assessment period. 

iii. An annual period of assessment. 

The above revelation from the interviewees ascertains the
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Table 1. Pearson Correlation Coefficients 

 

P.C CIP1 CIP2 CIP4 IIP1 IIP4 IIP5 PQR1 CMI3 CMI4 CMI5 

CIP1 - .99** .99** - - - .99** .99** .99** .99** 

CIP2 .99** - .99** - - - .99** .99** - - 

CIP4 .99** .99** - - - - .99** .99** .99** .99** 

IIP1 - - - - - - - - - - 

IIP4 - - - - - .99** - - - - 

IIP5 - - - - .99** - - - - - 

PQR1 .99** .99** .99** - - -  .99** .99** .99** 

CMI3 .99** .99** .99** - - - .99** - .99** - 

CMI4 .99** - .99** - - - .99** .99** - .99** 

CMI5 .99** -- .99** - - - .99** - .99** - 
 

Source: Computation using SPSS (version 20.0). **Correlation is significant at the 0.01 level (2-tailed) 

 

 

presence of moral hazard in the Kano used phones markets.  

 

 

Branding of used phones eliminates information problem 

 
Study also shows that 27 respondents (60%) of the sample 

strongly agreed, 12 respondents (26%) agreed, 4 respondents 

(9%) disagreed while 2 respondents (5%) of the sample size 

strongly disagreed with the statement. Thus a majority of 
respondent strongly agreed with the statement that branding of 

used phones eliminates information problem. Branding creates 

trust and cordial relationship among market participants. This 

claim was ascertained by all interviewees. 

 

 

Correlation analysis 

 
A correlation analysis of the causes and impacts of information 

asymmetry, price-quality relationship and devices used in 

solving the problem of information asymmetry is conducted 
using SPSS software version20.0.  

 

Interpretation 

 

Causes are labeled as CIP1, CIP2…CIP5; impacts are labeled 

as IIP1, IIP2……IIP5; price-quality relationship are labeled as 

PQR1, PQR2….PQR5 and corrective measures are labeled 

CMI1, CMI2….CMI5  all in the order in which they appear in 

the questionnaire (appendix  2). The complete coefficient 

matrix is reported in appendix four, but Table 1 gives those 

correlation coefficients that are statistically significant at 1% 
significance level. The table shows that there is a positive 

relationship among the first, second and fourth causes of 

asymmetric information in the study area. This means that, 

differences in information available to all market participants, 

dishonest behavior from the seller and lack of a formal 

regulatory agency all reinforce one another in making the 

market inefficient. In other words, hidden information and non 

existence of a formal regulatory agency encourages dishonest 

behavior among sellers of used phones in the market. The table 

shows that differences in information availability (CIP1) has 

positive relationship with warranty as a means of reducing 

information problem (CMI3), the introduction of warranty 

which subsequently encourage dishonest behaviour from 

buyers(CMI4) and branding as a means of eliminating 

information problem. In other words, this shows that the more 

the introduction of warrantees and brand names in the used 
phones markets, the increase in the information available to 

buyers and the more the bargain system improves.  The table 

indicated a positive relationship between information 

availability differences (CIP1) and price-quality relationship 

(PQR1). This implies that although buyers initially believe that 

a high price is as a result of a high quality, in reality the more 

the intrinsic worth of used phones are unknown to them 

(buyers)  

the more sellers are encouraged to dishonestly increase price. 

(Table 1), also shows that there is a positive relationship 

between dishonest behavior from the seller (CIP2) and the 

introduction of warrantees (CMI3), implying that as warrantees 
are introduced the market; it’s expected to become more 

transparent. Put differently, the introduction of warrantees 

encourages trust and confidence in the bargaining system. The 

positive relationship between dishonest behavior (CIP2) and 

price level (PQR1), elicit respondents agreement that hidden 

information creates incentive for sellers to increase price above 

quality equivalence price rate. In other words, the increase in 

dishonesty leads to increase in the prices of used phones above 

quality equivalence price of the phones. The table indicated a 

positive relationship between absence of a formal regulatory 

agency (CIP4) in the used phones markets and devices used in 
eliminating information asymmetry, brand name (CMI3) and 

warranty (CMI5). This implies that the introduction of brand 

names and warrantees are expected to improve market 

conditions even in the absence of a regulatory agency. Finally, 

the positive relationship between price-quality (PQR1) and 

absence of monitoring institution (CIP4) implies that prices 
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Figure 14. Mechanisms of eliminating information problem. 

 
 

will increase dishonestly when the activities of parties are not 

monitored in the bargaining system, all things being equal. 

 

 

DISCUSSION AND POLICY IMPLICATIONS 

 
The problem of asymmetric information occurs when one party 

of an economic transaction has insufficient knowledge about 

the other party to make accurate decisions. The moral hazard, 
on the other hand, is the risk that one party to a transaction can 

change their behavior to the detriment of the other party once 

the transaction has been concluded. This information 

asymmetry arises from buyers’ inabilities to evaluate the 

condition of the used phones and is predicted to introduce 

potentially serious inefficiencies into the used phones markets. 

This inefficiency results into certain degree of consequences 

which amount to utility loss by the consumers. The evaluation 

of responses revealed startling results. Thus reaffirming some 

findings of the literatures reviewed. The major discovery of this 

research is the fact that as information is continuously held 

asymmetrically, the dishonesty rate continues to increase. This 
conforms to the findings of Jonathan Levin (2011), that as the 

quality of seller information increases, trade may decrease or 

increase. 

Two major factors were found to be the reasons why users 

prefer used phones markets. The main reason being 

affordability and the other is internet facility. The elicited 

responses showed that the varying consequences of asymmetric 

information in the used phones markets are increase in the rate 

of poor quality phones, quantity of sales reduction, and loss of 

welfare among others. This meant that the classical assumption  

that   the  market  is   efficient    and   can   effectively   allocate 

 

 

 

 

resources is unrealistic. This is in line with the findings of 

Stiglitz (1963),  Akerlof (1970),  (Nalebuff and Scharfstein 
1986), Mas-Colell et al. (1995), that although, one implicit 

assumptions of the fundamental welfare theorems is that 

characteristics of all commodities are observable to all market 

participants, in reality the market participants often hold this 

information asymmetrically. Analysis of the respondents views 

on the introduction of signaling mechanisms and its 

effectiveness in the market contradicts the findings of Spence 

(1973), that signaling mechanisms eliminates information 

asymmetry in the market exchange place. The research survey 

found that market signaling mechanisms such as warranty 

cannot effectively curb the effect of adverse selection and 

moral hazard. This revelation conforms to the empirical 
findings of Lofgren et al. (2002), that Spence’s signaling model 

spurred a flurry of game-theoretic research. In particular, 

various refinements of the Nash equilibrium concept were 

developed to discriminate between the many signaling 

equilibrium in Spence’s model. Many of these refinements 

select the socially most efficient signaling equilibrium. The 

influential paper in the genre is (Cho and Kreps, 1987). The 

respondents` views were also in line with the survey of Lofgren 

et al. (2002), that the attempts to test for the predicted effects of 

asymmetric information produced ambiguous results. One 

difficulty with such tests is that screening and signaling 
partially eliminate the effects of informational asymmetries. 

This assertion that warranty as a means of reducing information 

problems performs below expectation because it sporadically 

creates incentive for dishonest behavior on the part of the 

buyer, made it imperative that other mechanisms of tackling 

information asymmetry should be considered.  The respondents 

view showed that branding of used phones is effective in 

reducing the suspicion among market participants. And 

although warranty is less effective, it complements branding. 

On the issue of whether prices convey message of 

commensurate quality to the buyers, respondents’ views 

showed that it does convey quality. But this contradicts the 
views of respondents interviewed. The interviewees agreed that 

prices do not convey quality of used phones in the Kano used 

phones market. The responses elicited from the questionnaire 

could be attributed to lack of information on the part of 

respondents. Thus reaffirming that information is held 

asymmetrically in the Kano market for used phones. The 

analysis of the research showed that virtually all the 

respondents agreed that the mechanisms shown in Figure 14, 

above can eliminate information gap in the Kano markets for 

used phones. 

Conclusively, the correlation analysis result shows that 
differences in information available to market participants’ 

results to varying degrees of consequences but the introduction 

of warranty and brand names complemented by a formal 

regulatory agency in the market minimizes information 

asymmetry in the Kano markets for used phones.  
 

CONCLUSIONS 
 

This  research  investigated  the  basic  question  about  adverse 



 
 

 
 
 
 
selection and moral hazard markets: do greater 

informationasymmetries reduce the potential for realizing gains 

from trade? It looks for an answer in the classic asymmetric-

information setting, Akerlof (1970), market for lemons. Sellers 

have some amount of private information, while buyers are 

uninformed. There is no potential for screening or signaling, 

nor any standard mechanism for bargaining - a price is posted 

and buyers and sellers decide whether or not to enter the 

market. The research considers how the expected amount of 

equilibrium trade depends on the quality of the seller’s 

information relative to the buyer’s, and hence the degree of 
information asymmetry between the two sides of the market. 

The research discovered that as the quality of seller 

information increases, trade may decrease or increase - the 

relationship between information asymmetries and trade is not 

monotonic. Instead, there are two competing effects: for a fixed 

supply curve, the demand curve will shift down as the seller 

becomes better informed - the “buyer’s curse” intensifies; 

however, the supply curve shifts as well. Information sorts 

sellers: roughly, more information drives some sellers away 

from the market, but it also drives some sellers toward the 

market. Following a change in the information structure, it may 

be possible to find a new price at which the latter effect 
dominates. 

Finally, this research survey identified that the problem of 

ineffective resource allocation and loss of consumers’ welfare 

in the Kano used phones markets are mainly caused by the 

presence of adverse selection and moral hazard in the markets.  

Based on these findings, the following conclusions could be 

drawn: 

 

i. There is a relationship between differences in information 

availability and dishonest behavior in the market. Put 

differently, the more information is skewed in favour of the 
sellers, the more the rate of dishonesty from the sellers. 

ii. The increase in dishonesty rate and information differences 

continues even in the existence of warranty as long as there is 

no formal agency to supervise the activities of the buyers and 

sellers in the used phones markets. 

iii. The market is not an efficient resource allocator as long as 

the above (dishonest behavior and information asymmetry) 

continue to exist in the used phones markets. 

iv. Branding performs better in tackling information problems 

than warranty. This was the affirmation of the respondents 

interviewed. All the interviewees affirmed that branding 

eliminates suspicions and bring about trust and confidence in 
the bargaining system. 

v. Prices do not connote the intrinsic worth of used phones in 

the Kano used markets.  

 

RECOMMENDATIONS 

 
Based on the conclusions of the research, the following are 

recommended; 

 

i. To effectively solve the problem of information asymmetry 
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in the Kano used phones markets, the establishment of a formal 

regulatory agency by the government to supervise the activities 
of the market parties should be the first step. 

ii. Sellers should be persuaded to register with corporate affairs 

commission (CAC) in order for them to have brand names, 

because the research discovered from the interview conducted 

that branding performs better than warranty in solving 

information asymmetries in the Kano used phones markets. 

iii. Lofgren et al. (2002), pointed out that “research attempts to 

test for the predicted effects of asymmetric information, 

produced ambiguous results. One difficulty with such tests is 

that screening and signaling partially eliminate the effects of 

informational asymmetries. Although warranty is 

acknowledged to be less effective in solving information 
problems, this research still suggests it continuous usage 

because the introduction of warranty complements branding.  

iv. Purchased used phones should undergo thorough 

examination in order for the bargaining parties to ascertain the 

genuineness and quality of the phones. Ascertaining the quality 

before transactions are completed is expected to reduce 

information problems. 

v. The established regulatory agency should set up a price-

quality unit in order to ensure that a commensurate price-

quality phones are sold in the Kano used phones markets. 

 

Areas of further studies 

 

The field of information asymmetry is still new in Nigeria with 

regards to empirical researches. More studies should be 

conducted in this field for its consequences are enormous in the 

market exchange places. As such, test for information 

asymmetry should be undertaken in the following areas:  

 

i. Education– e.g. information asymmetry between lecturers 

and students, information asymmetry between management and 

staff. 

ii. Agriculture – e.g.  Information asymmetry between 
extension workers and farmers. 

iii. Politics – e.g. the examination of information asymmetry 

between the elected and the electorate. 
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APPENDIX I: 

DATA COLLECTION METHOD: INTERVIEW 
 

The aim of this interview is to identify and understand the major impacts of asymmetric information in the Kano used phones 

markets. Asymmetric information, as the adjective indicates, refers to situations, in which some agents in a trade possess information 

while other agents involved in the same trade do not. In the case of used phones while the sellers know about the quality of their 

products, the buyers do not know. 

This research will be used solely for academic purposes and all responses will be treated with high degree of confidentiality. 

Kindly answer the following questions to the best of your knowledge and as honestly as possible. 

  

1. OWN CATEGORY 

 Are you a seller or a buyer of used phones? 

2. ASYMMETRIC INFORMATION PROBLEM 

 Do you think there are differences in information available to the two market parties? 
 Do you agree that the differences in the information available to the participants are the main cause of asymmetric information in 

the market? 

 Do you think that the sellers of used phones are sometimes dishonest? 

 Do you agree that asymmetric information reduces customers’ utility, average price and quality in the market? 

3. PRICE AND QUALITY RELATIONSHIP 

 Do you think that higher price is a signal of higher quality to the buyers and sellers and vice versa? 

  To what extent do u think price convey quality to the buyers? 

 Do you think that low price reduces the average quality of used phones in the market? 

4. DEVICES USED IN CORRECTING THE PROBLEM OF ASYMMETRIC INFORMATION 

 Do you agree that the introduction of warranty eliminates asymmetric information? 

 Do you think that warranty creates incentive for dishonest behaviour on the part of the buyers? 
 Has branding been effective in reducing information problem? 

 What are other ways you think can be used to eliminate information problem? 

 

 

 

APPENDIX II 

QUESTIONNAIRE 
 

I am a final year student of the department of Economics, Bayero University, Kano. I am conducting a survey on the “Effects of 

Asymmetric Information in the Kano Used Phones Markets”. 

I would be very grateful if you find it convenient to answer the following questions to the best of your knowledge. May I assure you 

that this is a genuine piece of academic research; as such your responses would be used for academic purposes with utmost 

confidentiality. 

 

SECTION A: Personal Information 

Please complete the following by ticking appropriately. 

 

 1. Gender     

 

 

2.      Age 

15-24 years  

25-34 years  

35-44 years  

45- 54 years  

55-above  

Male    

Female  
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3. Educational Qualification                                        4. Respondents Occupation 

        

Primary Certificate  

Secondary Certificate  

NCE/OND Certificate  

Degree  

Others   

  

5. Income Group of Respondents 

Less than  N10,000  

N10,000- N25,000  

N25,000- N50,000  

N50,000- N100,000  

N100,000- above  

 

 

 

SECTION B: Factors Influencing the Demand for Used-Phones 

Please tick appropriately the following where SA = Strongly Agree, A = Agree; DA = Disagree and SD = Strongly Disagree 

S/N Determinant SA (4) A (3) DA (2) SD (1) 

1 Internet facilities      

2 It is cheaper and affordable     

3 It is preferred to new ones     

4 It last longer than new ones     

5 Others (specify     

 

SECTION C: Causes of Information Problem in the Market 

Please tick appropriately the following where SA = Strongly Agree, A = Agree; DA = Disagree and SD = Strongly Disagree 

S/N Causes  SA (4) A (3) DA (2) SD (1) 

1 Differences in information available to sellers and 

buyers 

    

2 Dishonest behaviour on the part of sellers     

3 Ineffective market regulation     

4 Lack of monitoring institutions in the market      

5 Frequent stealing of phones     

                                                                                                                          

SECTION D: Impacts of Information Problem in the Market  

Please tick appropriately the following where SA = Strongly Agree, A = Agree; DA = Disagree and SD = Strongly Disagree 

S/N Impact SA (4) A (3) DA (2) SD (1) 

1 It increases the ratio of poor quality phones in the market     

2 It causes reduction in average price due to the customers’ 
unwillingness to pay higher prices 

    

3 It reduces quantity of sales      

4 It causes dishonest behaviour on the part of sellers     

5 It reduces customers satisfaction/welfare      

 

Farmer  

Student  

Business  

Civil servant  

Teacher  

Others    
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SECTION E: Price and Quality Relationship 

Please tick appropriately the following where SA = Strongly Agree, A = Agree; DA = Disagree and SD = Strongly Disagree 

S/N Price and Quality Relationship SA (4) A (3) DA (2) SD (1) 

1 Higher prices reflects higher quality and lower prices 

reflects lower quality in the used phone market 

    

2 Low prices reduces the average quality     

3 High prices and low quality of used phones reduces 

quantity of sales 

    

4 Low prices and high quality increases quantity of sales     

5 Low prices and low quality neither increases nor 

decreases sales 

    

 

 

 

SECTION F: Corrective Measures and their Impacts 

Please tick appropriately the following where SA = Strongly Agree, A = Agree; DA = Disagree and SD =  

 

S/N Corrective measures and their impacts SA (4) A (3) DA (2) SD (1) 

1 The introduction of warranty/guaranty increases prices of 

Used-Phones in the market 

    

2 The introduction of warranty/guaranty reduces prices of 

Used-Phones in the market 

    

3 The introduction of warranty/guaranty reduces or 

eliminates information problem 

    

4 The introduction of warranty/guaranty creates incentive 

for dishonest behaviour on the part of buyers 

    

5 Branding of Used-Phones eliminates information 

differences 

    

 

Thanks for your time. 

 

 

 

APPENDIX III: 

DATA ANALYSIS RESPONSE RECORDS 

Section A:  

Gender 

Male 27 60% 

Female 18 40% 

 

Education qualification 

S/N Category NO % 

1 Primary cert. 10 22 

2 Sec. cert. 15 33 

3 NCE/OND 12 26 

4 Degree 8 19 

5 others 0 0 
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Age 

S/N Category NO % 

1 15-24 years 10 22 

2 25-34 years 17 38 

3 35-44 years 13 28 

4 45-54 years 3 7 

5 55-above 2 5 

                                                                                                                          

Respondents Occupation 

S/N category NO % 

1 Farmer 0 0 

2 Student 3 7 

3 Business  28 62 

4 Civil servant 10 22 

5 Teacher 4 9 

6 others 0 0 

 

Income Group 

S/N Category NO % 

1 Less than N10000 10 22 

2 10000-25000 17 38 

3 25000-50000 13 28 

4 50000-100000 3 7 

5 100000-above 2 5 

 

Section B: Factors Influencing the Demand of Used Phones. 

Note:   FID1= Internet 

            FID2= Affordability 

            FID3= Preference 

            FID4= Longevity 

 

code FID1 score % FID2 score % FID3 Score % FID4 Score % 

SA(4) 30 120 66 32 128 71 7 28 15 7 28 15 

A(3) 9 27 20 13 39 29 2 6 5 3 9 7 

DA(2) 3 6 7 0 0 0 17 34 37 13 26 29 

SD(1) 3 3 7 0 0 0 19 19 43 22 22 49 

 

 

 

Section C: Causes of Information Problem in the Market. 

Note:  CIP1= Differences in information available to market participants. 

            CIP2= Dishonest behaviour on the part of seller. 

            CIP3= Ineffective market regulation. 

            CIP4= Lack of monitoring institutions. 

            CIP5= Frequent stealing of phones. 

 

Code CIP1 score % CIP2 score % CIP3 score % CIP4 Score % CIP5 score % 

SA(4) 30 120 66 28 112 62 21 84 47 27 108 60 12 48 27 

A(3) 12 36 26 13 39 28 15 45 33 14 42 31 5 15 11 

DA(2) 0 0 0 3 6 7 6 12 13 1 2 3 20 40 44 

SD(1) 3 3 8 1 1 3 3 3 7 3 3 6 8 8 18 

 

 



 
 

Nwauko and Ashinze 56 

 

 

 

Section D: Impacts of Information Problem in the Market. 

Note:  IIP1= Increase in the ratio of poor quality phone. 

            IIP2= Reduction in average price. 

            IIP3= Reduction in sales quantity. 

            IIP4= Dishonest behaviour on the part of sellers.  

            IIP5= Reduction in customers welfare. 

 

Code IIP1 Score % IIP2 Score % IIP3 Score % IIP4 Score % IIP5 Score % 

SA(1) 25 25 55 30 30 66 27 27 60 28 28 62 28 28 62 

A(2) 10 20 22 12 24 26 8 16 17 13 26 29 14 28 31 

DA(3) 7 21 16 2 6 5 8 24 17 3 9 7 2 6 5 

SD(4) 3 12 7 1 4 3 2 8 6 1 4 2 1 4 2 

 

Section E: Price and Quality Relationship. 

Note:  PQR1= Higher prices reflects higher quality and vice versa. 

           PQR2= Low prices reduces average prices. 

           PQR3= High prices and low quality reduces sales. 

           PQR4= Low prices and high quality increases sales. 

           PQR5=Low prices and low quality has no impact on sales. 

 

Code PQR1 Score % PQR2 Score % PQR3 Score % PQR4 Score % PQR5 Score % 

SA(4) 24 96 53 26 104 57 30 120 66 30 120 66 17 68 37 

A(3) 14 42 31 11 33 23 11 33 24 10 30 22 12 36 27 

DA(2) 3 6 7 4 8 10 3 6 7 4 8 9 12 24 27 

SD(1) 4 4 9 4 4 10 1 1 3 1 1 3 4 4 9 

 

Section F: Corrective Measures and their Impacts. 

Note:  CMI1= Warranty increases prices of used phones. 

           CMI2= Warranty reduces prices of used phones. 

           CMI3= Warranty eliminates information problems. 

           CMI4= Warranty creates incentive for dishonest behaviour. 

           CMI5= Branding removes information problems. 

 

Code CMI1 Score % CMI2 Score % CMI3 Score % CMI4 Score % CMI5 Score % 

SA(4) 11 44 24 4 16 10 27 108 60 26 104 57 27 108 60 

A(3) 8 24 17 4 12 10 12 36 27 13 39 29 12 36 26 

DA(2) 12 24 27 14 28 32 5 10 11 4 8 9 4 8 9 

SA(1) 14 14 32 23 23 48 1 1 2 2 2 5 2 2 5 

 

APPENDIX IV 

CORRELATION RESULT 

 

P.C CIP1 CIP2 CIP4 IIP1 IIP4 IIP5 PQR1 CMI3 CMI4 CMI5 

CIP1 1 .997** .996** .717 .814 .787 .992** .995** .996** .997** 

CIP2 .997** 1 .998** .762 .845 .813 .996** .999** 1.000** 1.000** 

CIP4 .996** .998** 1 .732 .862 .839 .999** .993** .998** .995** 

IIP1 .717 .762 .732 1 .765 .676 .751 .782 .771 .766 

IIP4 .814 .845 .862 .765 1 .992** .882 .832 .855 .831 

IIP5 .787 .813 .839 .676 .992** 1 .858 .795 .823 .797 

PQR1 .992** .996** .999** .751 .882 .858 1 .992** .997** .993** 

CMI3 .995** .999** .993** .782 .832 .795 .992** 1 .999** 1.000** 

CMI4 .996** 1.000** .998** .771 .855 .823 .997** .999** 1 .999** 

CMI5 .997** 1.000** .995** .766 .831 .797 .993** 1.000** .999** 1 

Source: Computation using SPSS (version 20) 
** Correlation is significant at the 0.01 level (2-tailed) 


