Accepted Manuscript

Adverse selection in asset markets: Theory and evidence from the Indian market for
cows

Santosh Anagol
PIl: S0304-3878(17)30052-4
DOI: 10.1016/j.jdeveco.2017.06.002

Reference: DEVEC 2154

To appearin:  Journal of Development Economics

Received Date: 23 August 2016
Revised Date: 28 May 2017
Accepted Date: 30 June 2017

Please cite this article as: Anagol, S., Adverse selection in asset markets: Theory and evidence from the
Indian market for cows, Journal of Development Economics (2017), doi: 10.1016/j.jdeveco.2017.06.002.

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to

our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and all
legal disclaimers that apply to the journal pertain.


http://dx.doi.org/10.1016/j.jdeveco.2017.06.002

Adverse Selection in Asset Markets: Theory and

Evidence from the Indian Market for Cows

Santosh Anagol*
Wharton

May 28, 2017

Abstract

Dairy cows cycle through periods where their quality is more observable (the milk-
ing phase), and where their quality is less observable (the dry phase). This variation in
quality observability creates the potential for an adverse selection problem. I develop
a theoretical model of trade in dry and milking cows and find empirical evidence con-
sistent with the adverse selection theory. In particular, dry animal prices fall less in
response to negative shocks relative to milking animal prices, which is consistent with
the model’s prediction that negative shocks actually help the dry animal market by
pushing more high quality owners to sell.
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