
As one of the oldest journals in the field of political economy JITE deals
traditionally with the problems of economics, social policy, and their legal
framework. JITE is listed in the Journal of Economic Literature, the Social
Science Citation Index, and the International Bibliography of the Social
Sciences.

JITE is also present on the Internet: see https://www.mohrsiebeck.com/jite.

Editors
Bayer, Ralph-C. (University of Adelaide, Australia)
Muehlheusser, Gerd (University of Hamburg, Germany) – Managing Editor

Editorial Office
Hallmann, Regine (Berlin, Germany)

Advisory Board
Che, Yeon-Koo (Columbia University, USA)
Engel, Christoph (Max Planck Institute Bonn, Germany)
Holmström, Bengt R. (Massachusetts Institute of Technology, USA)
Ju, Biung-Ghi (Seoul National University, Republic of Korea)
MacLeod, W. Bentley (Princeton University, USA)
Roemer, John E. (Yale University, USA)
Schweizer, Urs (University of Bonn, Germany)
Spier, Kathryn E. (Harvard Law School, USA)
Weingast, Barry R. (Stanford University, USA)
Wolfstetter, Elmar G. (Humboldt University at Berlin, Germany)

Mohr Siebeck

Jo
ur

na
l o

f I
ns

tit
ut

io
na

l a
nd

 T
he

or
et

ic
al

 E
co

no
m

ic
s 

Vo
l. 

18
0,

 N
o.

 1
, M

ar
ch

 2
02

4
JIT

E

J I T E - 1 8 0 - 2 0 2 4 - 0 1

Digital copy - for author´s private use only - © Mohr Siebeck 2024 



Journal of Institutional and Theoretical Economics

Citation method: JITE

Editors: Prof. Dr. Gerd Muehlheuser, Department of Economics, University of Hamburg, Von-Melle-
Park 5, 20146 Hamburg, Germany “v.i.S.d.P”; Prof. Dr. Ralph-Christopher Bayer, The University of 
Adelaide, School of Economics, Australia
Editorial office: Regine Hallmann, Berlin, Germany

Email: jite@mohrsiebeck.com

Articles are refereed by specialists.
There is no submission fee.

Information for authors: Information on submitting manuscripts, about transferral and retain-
ment of rights, as well as the correct presentation style for submissions can be found at 
www.mohrsiebeck.com/jite by selecting “Manuscripts”. They should be submitted online at 
https://editorialexpress.come/jite.
Please also follow the Instructions for Autors on the inside back cover.

Frequency of publication: JITE is published in quarterly issues of approximately 750 pages per year.

Subscriptions: Information on subscriptions can be found at www.mohrsiebeck.com/jite under “Sub-
scriptions”. For questions on a subscription, please contact us at journals@mohrsiebeck.com

Online access: Both private and institutional subscriptions include free access to the entire text on 
our website. Further information about registration and special requirements for institutional users 
can be found at www.mohrsiebeck.com/en/electronic-products

© 202  Siebeck GmbH & Co. KG, Tübingen. This journal and its entire contents are protected 
by law. Any use falling outside the strict confines of copyright law requires the written permission 
of the publisher, and is otherwise a criminal offence. This applies in particular to reproduction and 
circulation in both print and electronic formats, the storing and transmission of material in electronic 
retrieval systems, and to translations. Please direct all queries to rights@mohrsiebeck.com

In the USA, permissions may be cleared and payments made through the Copyright Clearance Cen-
ter, Inc., 222 Rosewood Drive, Danvers, MA 01923, Phone +1.978.646.2600, www.copyright.com. 
Other countries may have a local reprographic rights agency for payments.

Publisher: Mohr Siebeck GmbH & Co. KG, Postfach 2040, 72010 Tübingen, www.mohrsiebeck.com, 
info@mohrsiebeck.com

Advertising service: Tilman Gaebler, P.0. Box 113, 72403 Bisingen, tilman.gaebler@t-online.de. 
V.i.S.d.P.: Kendra Mäschke, Mohr Siebeck (maeschke@mohrsiebeck.com).

Typeset by Da-TeX, Leipzig. Printed by Gulde Druck, Tübingen, on non-aging paper.

ISSN 0932-4569 (print-edition) eISSN 1614-0559 (online-edition)

Printed in Germany.

4 Mohr

Instructions to Authors
These instructions and, for LaTeX users, a downloadable template plus bibliography package that allows
distant adjustment to our style requirements can also be found at www.mohrsiebeck.com/jite.
Manuscripts must be in English. They should be submitted online at https://editorialexpress.com/jite.
Editorial Office: Prof. Dr. Gerd Muehlheusser, Department of Economics, University of Hamburg,
Von-Melle-Park 5, 20146 Hamburg, Germany,
E-mail: jite@mohrsiebeck.com.

Please ensure that the final version of your manuscript conforms to the requirements listed below:
� General Settings. Paper size: A4. Margins: top & bottom: 3.3cm, left & right: 3.5cm. Line spacing:

single.
� Title Page. Please provide (1) the title, (2) an abstract of no more than 100 words,� (3) the Journal

of Economic Literature (JEL) classification code,� (4) a first footnote that is marked by an asterisk
and includes the names of the institution(s) you are affiliated to (please indicate the corresponding
author), acknowledgments, and information on grants.

� Footnotes. Please keep them to a minimum.
� Mathematical Issues. (i) Please do not use bold-faced characters. Math symbols, even those in

figures and tables, should be in italics. (ii) When equations in the text contain fractions, use a
solidus and, if necessary, clearly denote numerator and denominator with parentheses (example:
˛ < .1 � c/=c). Extensive and complicated fractions should be displayed in an extra line. (iii) Num-
ber equations only if you refer to that number. (iv) Number theorems and the like only if there are
at least two of the same kind in your paper.

� Tables and Figures. Number tables and figures only if there are at least two tables and/or two
figures. Please, in any case, provide a title for each table/figure.

� Citations, Quotations, References. Ensure that citations are given like this: Acemoglu (2010), and
North, Wallis, and Weingast (2009). Quotations must correspond exactly to the original in wording,
spelling, and punctuation. Pages must be given. Changes must be indicated. Example: “[A]nalysis
based on microdata that ignores [. . . ] equilibrium and political economy issues may lead to mis-
leading conclusions” (Acemoglu, 2010, p. 1, emphasis added).

List the complete references in alphabetical order (do not include sources you do not refer to):

Periodicals (Author (year), “Title,” Full Name of the Journal, volume, first page–last page.)
Shavell, S. (2010), “Eminent Domain versus Government Purchase of Land Given Imperfect

Information about Owners Valuations,” The Journal of Law & Economics, 53(1), 1–27.

Books (Author (year), Title, Publisher, City.)
Choi, J. P. (ed.) (2009), Violence and Social Orders: A Conceptual Framework for Interpreting

Recorded Human History, Cambridge University Press, New York.

Contributions to collective works (Author (year), “Title of the Article,” in: Editors (eds.),
Title of the Book, Publisher, City, pp. first page–last page.)

Oxley, J. E., and B. S. Silverman (2008), “Inter-Firm Alliances: A New Institutional Economics
Approach,” in: É. Brousseau and J. M. Glachand (eds.), New Institutional Economics:
A Guidebook, Cambridge University Press, New York, pp. 209–234.

Working papers (Author (year), “Title,” Kind of Paper, Department/Institution, University, City.)
Myerson, R. B. (2000), “Economic Analysis of Constitutions,” Discussion Paper 1291,

Center for Mathematical Studies in Economics and Management Science, Northwestern
University, Evanston (IL).

� Last Page. Please provide the name, the full institutional address, and the e-mail address of each
author at the end of your article.

� Please omit (2) and (3) in Comment papers.

Instructions to Authors
These instructions and, for LaTeX users, a downloadable template plus bibliography package that allows
distant adjustment to our style requirements can also be found at www.mohrsiebeck.com/jite.
Manuscripts must be in English. They should be submitted online at https://editorialexpress.com/jite.
Editorial Office: Prof. Dr. Gerd Muehlheusser, Department of Economics, University of Hamburg,
Von-Melle-Park 5, 20146 Hamburg, Germany,
E-mail: jite@mohrsiebeck.com.

Please ensure that the final version of your manuscript conforms to the requirements listed below:
� General Settings. Paper size: A4. Margins: top & bottom: 3.3cm, left & right: 3.5cm. Line spacing:

single.
� Title Page. Please provide (1) the title, (2) an abstract of no more than 100 words,� (3) the Journal

of Economic Literature (JEL) classification code,� (4) a first footnote that is marked by an asterisk
and includes the names of the institution(s) you are affiliated to (please indicate the corresponding
author), acknowledgments, and information on grants.

� Footnotes. Please keep them to a minimum.
� Mathematical Issues. (i) Please do not use bold-faced characters. Math symbols, even those in

figures and tables, should be in italics. (ii) When equations in the text contain fractions, use a
solidus and, if necessary, clearly denote numerator and denominator with parentheses (example:
˛ < .1 � c/=c). Extensive and complicated fractions should be displayed in an extra line. (iii) Num-
ber equations only if you refer to that number. (iv) Number theorems and the like only if there are
at least two of the same kind in your paper.

� Tables and Figures. Number tables and figures only if there are at least two tables and/or two
figures. Please, in any case, provide a title for each table/figure.

� Citations, Quotations, References. Ensure that citations are given like this: Acemoglu (2010), and
North, Wallis, and Weingast (2009). Quotations must correspond exactly to the original in wording,
spelling, and punctuation. Pages must be given. Changes must be indicated. Example: “[A]nalysis
based on microdata that ignores [. . . ] equilibrium and political economy issues may lead to mis-
leading conclusions” (Acemoglu, 2010, p. 1, emphasis added).

List the complete references in alphabetical order (do not include sources you do not refer to):

Periodicals (Author (year), “Title,” Full Name of the Journal, volume, first page–last page.)
Shavell, S. (2010), “Eminent Domain versus Government Purchase of Land Given Imperfect

Information about Owners Valuations,” The Journal of Law & Economics, 53(1), 1–27.

Books (Author (year), Title, Publisher, City.)
Choi, J. P. (ed.) (2009), Violence and Social Orders: A Conceptual Framework for Interpreting

Recorded Human History, Cambridge University Press, New York.

Contributions to collective works (Author (year), “Title of the Article,” in: Editors (eds.),
Title of the Book, Publisher, City, pp. first page–last page.)

Oxley, J. E., and B. S. Silverman (2008), “Inter-Firm Alliances: A New Institutional Economics
Approach,” in: É. Brousseau and J. M. Glachand (eds.), New Institutional Economics:
A Guidebook, Cambridge University Press, New York, pp. 209–234.

Working papers (Author (year), “Title,” Kind of Paper, Department/Institution, University, City.)
Myerson, R. B. (2000), “Economic Analysis of Constitutions,” Discussion Paper 1291,

Center for Mathematical Studies in Economics and Management Science, Northwestern
University, Evanston (IL).

� Last Page. Please provide the name, the full institutional address, and the e-mail address of each
author at the end of your article.

� Please omit (2) and (3) in Comment papers.

Journal of Institutional and Theoretical Economics

Citation method: JITE

Editors: Prof. Dr. Gerd Muehlheuser, Department of Economics, University of Hamburg, Von-Melle-
Park 5, 20146 Hamburg, Germany “v.i.S.d.P”; Prof. Dr. Ralph-Christopher Bayer, The University of
Adelaide, School of Economics, Australia
Editorial office: Regine Hallmann, Berlin, Germany

Email: jite@mohrsiebeck.com

Articles are refereed by specialists.
There is no submission fee.

Information for authors: Information on submitting manuscripts, about transferral and retain-
ment of rights, as well as the correct presentation style for submissions can be found at
www.mohrsiebeck.com/jite by selecting “Manuscripts”. They should be submitted online at
https://editorialexpress.come/jite.
Please also follow the Instructions for Autors on the inside back cover.

Frequency of publication: JITE is published in quarterly issues of approximately 750 pages per year.

Subscriptions: Information on subscriptions can be found at www.mohrsiebeck.com/jite under “Sub-
scriptions”. For questions on a subscription, please contact us at journals@mohrsiebeck.com

Online access: Both private and institutional subscriptions include free access to the entire text on
our website. Further information about registration and special requirements for institutional users
can be found at www.mohrsiebeck.com/en/electronic-products

© 2019 Mohr Siebeck GmbH & Co. KG, Tübingen. This journal and its entire contents are protected
by law. Any use falling outside the strict confines of copyright law requires the written permission
of the publisher, and is otherwise a criminal offence. This applies in particular to reproduction and
circulation in both print and electronic formats, the storing and transmission of material in electronic
retrieval systems, and to translations. Please direct all queries to rights@mohrsiebeck.com

In the USA, permissions may be cleared and payments made through the Copyright Clearance Cen-
ter, Inc., 222 Rosewood Drive, Danvers, MA 01923, Phone +1.978.646.2600, www.copyright.com.
Other countries may have a local reprographic rights agency for payments.

Publisher: Mohr Siebeck GmbH & Co. KG, Postfach 2040, 72010 Tübingen, www.mohrsiebeck.com,
info@mohrsiebeck.com

Advertising service: Tilman Gaebler, P.0. Box 113, 72403 Bisingen, tilman.gaebler@t-online.de.
V.i.S.d.P.: Ursula Schwenzer, Mohr Siebeck (schwenzer@mohrsiebeck.com).

Typeset by Da-TeX, Leipzig. Printed by Gulde Druck, Tübingen, on non-aging paper.

ISSN 0932-4569 (print-edition) eISSN 1614-0559 (online-edition)

Printed in Germany.

Digital copy - for author´s private use only - © Mohr Siebeck 2024 



1

Symposium on Credence Goods

Editorial Preface

by

Winand Emons, Rudolf Kerschbamer, and Gerd Muehlheusser*

1 Introduction

In this introduction to the symposium, we first briefly recall the nature of credence
goods, the informational asymmetries involved, and the resulting incentives for ex-
perts to behave opportunistically (section 2). We then provide a brief outline of
some seminal modeling frameworks that have been used as workhorse models in
the subsequent literature, including this symposium (section 3). Finally, we briefly
introduce the six contributions to the symposium (section 4) and conclude (sec-
tion 5).

2 The Nature of Credence Goods, Information Asymmetries, and
Ensuing Incentive Issues

The key property of credence goods or expert services is that sellers are better in-
formed than their customers on the type of good or service that fits the customers’
needs best. Consider the example of a car repair: The car owner realizes that the ve-
hicle does not start. She brings the car to the next garage, and the mechanic makes a
diagnosis. The mechanic tells the car owner that the generator is broken and needs
replacement. As a laywoman the car owner cannot tell whether this diagnosis is
correct – from her viewpoint it could well be that the replacement of a fuse would
do the job. What can she do? She can trust the mechanic and let him perform the
repair. Alternatively, she can visit the next mechanic and ask for a second opinion.

Visiting a second garage is expensive. Therefore, assume that the car owner ac-
cepts the first mechanic’s recommendation and authorizes the repair. When she
picks up the car, she can verify whether the car works, but she might be unable to

* Winand Emons: University of Bern, Switzerland; Rudolf Kerschbamer: Univer-
sity of Innsbruck, Austria; Gerd Muehlheusser: University of Hamburg, Germany;
CESifo and IZA. Kerschbamer acknowledges financial support from the Austrian Sci-
ence Fund (FWF) through special research area grant SFB F63.
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2 Editorial Preface JITE 180

observe which kind of repair has been performed. The bill says the generator has
been replaced – but it could well be that the mechanic only changed a fuse.

Two kinds of informational asymmetries are involved in this story. First, the
mechanic is better informed than the owner about the repair needed to bring the
vehicle back on the road. This informational asymmetry (regarding the question
whether a given product or service is suitable for the specific needs of the cus-
tomer) is the defining characteristic of a credence good.1 The second informational
asymmetry is that the car owner cannot observe and verify which repair has actu-
ally been performed. This is a secondary characteristic of a credence good, which
may additionally be present.

Important examples of credence goods are medical or dental services, where
the doctor or dentist is better informed about the appropriate treatment than the
patient (Lu, 2014; Das et al., 2016; Gottschalk, Mimra, and Waibel, 2020); financial
or insurance advice, where the adviser typically knows better than the customer
which product fits to the needs of the latter (Mullainathan, Noeth, and Schoar,
2012; Anagol, Cole, and Sarkar, 2017); legal services where the attorney knows
how to proceed with a case (Dana and Spier, 1993; Emons, 2000); computer repair
and car repair services, where the expert is better informed about the appropriate
repair than the client (Schneider, 2012; Kerschbamer, Neururer, and Sutter, 2016;
Bindra et al., 2021); and taxi rides in an unknown city, where the driver is better
informed about the shortest route to the destination than the passenger (Balafoutas
et al., 2013; Balafoutas, Kerschbamer, and Sutter, 2017).

The informational asymmetries in markets for credence goods open the door for
opportunistic expert behavior. Two types of fraud have attracted much attention in
the literature. First, the provision of an inefficient repair: the mechanic might re-
place more parts than are actually necessary to bring the car back on the road. This
case is referred to as overprovision, overtreatment, or supplier-induced demand.
Overprovision is inefficient because the additional benefit to the car owner when
she receives a new generator when only a new fuse is needed is less than the ad-
ditional costs. The repair might also be insufficient – thus, leaving the car owner
with a bill and a car that still does not work properly. This case is termed under-
provision or undertreatment. Underprovision is also inefficient since there is a cost
but no benefit.2 As for the second type of fraud, for a given repair the mechanic
might charge for more than he has actually provided: he charges for the generator
although he has only changed a fuse. Such behavior is referred to as overcharging.

1 There is a second strand of literature that also uses the term credence good but de-
fines that good differently – namely as a good that has unobservable attributes that remain
undetected even after consumption. Here the asymmetric information regards the charac-
teristic of the good itself. Balafoutas and Kerschbamer (2020) call this second kind of
credence good a label credence good. This symposium is about expert credence goods.

2 Under- and overprovision are only well defined in a vertically differentiated market.
In a horizontally differentiated market we speak of misprovision when the product pro-
vided does not fit to the needs of the customer; see, e.g., Inderst and Ottaviani (2012) and
Emons and Lenhard (2022).
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(2024) Editorial Preface 3

In the short run, overcharging is a pure transfer from the customer to the expert.
In the long run, overcharging might also lead to inefficiencies if the fear of getting
overcharged induces consumers to search for multiple opinions, to procrastinate
repairs, or to leave the market altogether.

3 Workhorse Models of Credence Goods Markets

In the following, we briefly discuss four modeling frameworks (Dulleck and
Kerschbamer, 2006; Wolinsky, 1993; Sülzle and Wambach, 2005; Fong, 2005)
that have become workhorse models in the theoretical analysis of credence goods
markets.

Dulleck and Kerschbamer (2006, henceforth DK) show that the market mech-
anism generates the honest and efficient outcome provided that a small set of or-
ganizing assumptions is satisfied. Turning off one or two of these assumptions im-
mediately results in inefficiencies. Since several contributions to this symposium
are based on DK, let us shortly introduce their framework. Each consumer faces
a problem, which is either minor or major. The consumer does not know from
which problem she suffers. An expert is able to identify the nature of the problem
by performing a diagnosis. He can then recommend and provide either a minor or
a major repair. The minor repair is less costly but it only solves the minor prob-
lem; the costlier major repair solves both kinds of problems.3 A successful repair
generates utility that is independent of the severity of the original problem.

DK identify three conditions, which together eliminate the incentives for expert
dishonesty:

(i) consumer homogeneity in the expected cost of solving the problem and in the
valuation for a successful repair;

(ii) commitment on both sides of the market (the consumer is committed to accept
the repair recommended by the expert once she has received a recommenda-
tion, and the expert is committed to provide a repair at the price he has posted
ex ante for the service even if the price does not cover the cost);

(iii) either liability or verifiability. Liability means that the mechanic cannot return
a car that does not work – or more neutrally framed that the expert cannot
provide the minor repair to a customer who suffers from the major problem.
Verifiability means that consumers can observe and verify ex post the repair
that has been provided by the seller (without knowing, however, whether this
repair was appropriate) – as a consequence, the expert cannot provide the
minor repair and charge for the major repair.

Liability eliminates the underprovision problem per definition. It has, however,
no direct impact on the other two problems of overprovision and overcharging.
DK show that under liability, but without verifiability, the prices of the two repairs

3 Experts only incur marginal costs and have no capacity constraints. For an analysis
of experts with limited capacity, see Emons (1997, 2001, 2013).
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4 Editorial Preface JITE 180

converge to a uniform price: If the car owner observes whether the problem has
been solved – but cannot tell how it was fixed – the mechanic has an incentive
to charge for the replacement of the generator even if he only replaced the fuse.
The owner anticipates that she will always pay for the new generator and never
for the fuse alone. When deciding whether to interact with the garage, she will
therefore only look at the price for the generator – ignoring the price of the fuse.
Expert sellers anticipate that they cannot fool their customers. Therefore, they post
a single price for both repairs. Under such a uniform price the expert has neither
an incentive to change the generator when only the fuse is needed (he has higher
costs without getting a higher price) nor an incentive to charge for a new generator
when only the fuse has been replaced (because the prices for the two services are
the same).

Without liability the market still solves the fraudulent expert problem if verifi-
ability holds – that is, if the car owner can verify which repair has been provided.
Under verifiability (but without liability) the overcharging problem is eliminated
more or less by definition – but the problems of under- and overprovision are not
directly addressed. The market will solve those problems by equal markup prices:
provided that the mechanic’s profit is the same for the minor and the major repair,
he has neither an incentive to replace the generator if the car needs only a new fuse
nor an incentive to replace the fuse if the car needs a new generator – the expert is
indifferent as to the repair he recommends.

Turning off at least one of the assumptions results in inefficiencies identified in
the earlier literature on credence goods. For future reference we describe here the
inefficiency of the second-opinion equilibrium first derived by Wolinsky (1993). In
the binary framework Wolinsky’s second-opinion equilibrium emerges (i) if experts
compete, (ii) if liability condition holds, while the verifiability and commitment
conditions are violated, and (iii) if prices are regulated such that major repairs have
higher prices than minor repairs.4 The price difference implies that experts have an
incentive to recommend the major repair to customers who suffer only from the
minor problem, because if accepted they can provide the minor repair and charge
for the major one. There is no incentive for misreporting for the major problem as
liability prevents experts from providing the minor repair and providing the major
repair at the price of the minor repair is not a profitable strategy either. Accord-
ingly, there is an overcharging incentive, but no incentive to over- or underprovide.
DK show that in this constellation there is a mixed-strategy configuration in which
experts overcharge with strictly positive probability and consumers search for a
second opinion with strictly positive probability. In equilibrium the extent of over-
charging fraud is just sufficient to make consumers indifferent between accepting a
major recommendation for sure (this option solves the problem at the price for the
major repair) and seeking for a second opinion (this option causes additional search

4 DK show that with flexible prices the most natural equilibrium in this context is a
specialization equilibrium in which some garages specialize in the minor repair (by post-
ing an unacceptable high price for the major repair) while others specialize in the major
repair.
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costs but yields the price for the minor repair with some probability). Customers
seek second opinions sufficiently vigorously to make an expert who identifies a mi-
nor problem indifferent between honestly recommending the minor repair (yield-
ing a small profit for sure) and dishonestly recommending the major one (yielding
a higher profit only if the customer accepts).

Sülzle and Wambach (2005) show that (under some conditions) there are ac-
tually two symmetric mixed-strategy equilibria with overcharging experts. In one
equilibrium, the level of fraud is relatively low, i.e., experts recommend major re-
pairs to consumers with minor problems with low probability and few customers
seek second opinions. In this equilibrium customers on their first visit do not reject
major recommendations all the time (but only with positive probability), because
the current diagnosis is likely to be correct anyway. In the second equilibrium, the
level of fraud is high and many customers seek second opinions. In this equilibrium
first-time customers do not reject major recommendations all the time because the
next expert is likely to be dishonest too.5

In Fong (2005) consumers’ valuation for a successful repair depends on the
severity of the problem, while it is independent of the severity of the problem in
the papers discussed so far. Moreover, the expert is a monopolist while several ex-
perts compete in the second-opinion literature. Finally, prices are flexible in Fong
(2005) while they are regulated in the literature on second opinions. For the rest
the models are rather similar. For the case where a monopolistic expert provides
repairs under liability but without verifiability the model of DK predicts that the
expert posts a uniform price equal to the expected valuation of the customer for
a successful repair and recommends honestly. This solution maximizes the gains
from trade, and the expert appropriates the surplus. In Fong (2005) this solution is
infeasible due to two assumptions: first, the expected valuation of the customer for
a successful repair is lower than the cost of providing the major repair (implying
that a uniform price equal to the expected efficiency gain does not cover the cost of
the major repair); and second, the expert cannot commit ex ante to provide a repair
at a price below cost.

Fong (2005) shows that with homogeneous consumers the expert posts two
prices – a higher one for the major repair and a lower one for the minor repair –
and still recommends honestly despite the incentive of always recommending the
major repair. In equilibrium the expert does not recommend the major repair to a
customer who has the minor problem because minor recommendations are always
accepted while major recommendations are often rejected (as in the second-opinion
literature described earlier). Again, in equilibrium the rejection probability sets
the expert facing a customer in need of the minor repair indifferent between rec-
ommending the minor and recommending the major repair. In the second-opinion
equilibria characterized by DK, Sülzle and Wambach (2005), and Mimra, Rasch,

5 Mimra, Rasch, and Waibel (2016) analyze the same equilibria as Sülzle and Wam-
bach (2005) the only exception being that verifiability is imposed on top of liability. As
a consequence, fraud comes in the form of overtreatment in this contribution instead of
coming in the form of overcharging.
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6 Editorial Preface JITE 180

and Waibel (2016) consumers are indifferent between acceptance and rejection of
major recommendations because of the experts’ fraudulent recommendations. By
contrast, in Fong (2005) consumers are indifferent (despite knowing that the rec-
ommendation is truthful) because the price of the major repair is so high that it
leaves zero surplus to a customer who has the major problem. Although fraud does
not occur in equilibrium, the outcome is inefficient because major problems are
often left unrepaired to discipline the expert’s overcharging incentive.

In addition to the homogeneous consumer case, Fong (2005) also investigates
a model in which a fraction of the consumers suffers a high loss from an unre-
paired major problem, while the rest suffers a small loss. Under the assumptions
that consumer types are identifiable by the expert and that the expert cannot price-
discriminate, it is shown that cheating arises in equilibrium if the fraction of high-
valuation consumers is small enough. When the expert cheats, she cheats only high-
valuation consumers. The intuition is that with a single price vector, the expert can
implement the no-cheating result discussed in the previous paragraph for a single
customer group only. If the fraction of low-loss consumers is large, the expert tai-
lors the no-cheating tariff to the needs of the low-loss consumers. This implies that
the high-loss consumers get a rent if they are treated honestly. But with a positive
rent, they have a strict incentive to accept – and if they always accept, the expert
has a strict incentive to cheat. So high-loss consumers must be kept indifferent be-
tween accepting and rejecting a major recommendation, and in order to guarantee
this indifference the expert has to be dishonest to high-loss consumers suffering
from the minor problem sufficiently often.

4 Symposium Contributions

In this symposium, we are pleased to bring together six papers on credence goods.
Five out of these build on the binary framework and three present results closely
related to the mixed-strategy equilibria discussed in the previous section.

Li, Ouyang, and Zhang (2024) address the question how imposing verifiability
on top of liability affects the performance of a credence goods market. In their
model, based on Fong (2005), a monopolistic expert serves homogeneous con-
sumers under liability without verifiability. In Fong’s honest equilibrium the expert
posts two prices, a high one for the major repair and a low one for the minor repair,
yet (despite the incentive to overcharge) behaves honestly. The expert recommends
honestly because major recommendations are often rejected while minor recom-
mendations are always accepted. Although there is no fraud in equilibrium, there
is still an inefficiency as some major problems remain unsolved.

Building on this result, Li, Ouyang, and Zhang (2024) impose verifiability on
top of liability. With liability and verifiability the expert can only cheat through
overtreatment – that is, by providing a major repair to a customer with a mi-
nor problem. In this modified setting there exist two classes of equilibria that are
payoff-equivalent for the expert. In one class the expert posts equal markup prices
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(as predicted by the DK model for the case where verifiability holds) and provides
honest recommendations. This equilibrium yields full efficiency. The other class is
inefficient: the expert posts prices that yield a higher markup for the major repair
and overtreats customers with positive probability. As in the setting without verifia-
bility, the expert does not always recommend a major repair to a customer with the
minor problem because major recommendations tend to be rejected while minor
recommendations are always accepted. While the efficient equilibrium obviously
leads to an increase in efficiency relative to the inefficient outcome in the setting
without verifiability, the same holds true also for the class of inefficient equilibria
despite the social waste from overtreatment and the social loss from unresolved
major problems. The reason is that if verifiability is imposed on top of liability,
the customer accepts major recommendations with a higher probability. The so-
cial gain from increasing the probability of solving a major problem dominates the
social waste from overtreatment.

Li, Ouyang, and Zhang (2024) show that this result continues to hold when treat-
ment costs are the expert’s private information. In the setting without verifiability,
an expert who wants to charge the price for the major repair from a customer with
the minor problem does not have to provide the major repair. As a result, the equi-
librium under symmetric information about repair costs is still supported. When
both liability and verifiability are in place, neither of the two classes of equilibria
discussed in the previous paragraph exists. Instead, there are multiple pooling equi-
libria. With the help of some refinements, the authors are able to obtain a unique
prediction which they compare with the liability case. As in the basic model, social
welfare is always higher with liability and verifiability (than with liability alone)
because consumers accept major recommendations with a higher probability, and
the benefits from the increased probability of a major problem being repaired dom-
inate the social waste from overtreatment. The result also extends to the case where
the credence goods market is competitive.

In Fong et al. (2024) customers may delay receiving the repair recommended by
the expert. Delaying repairs reduces their effectiveness (customers’ valuation for
a successful repair shrinks), but by doing so the customer learns about the sever-
ity of her problem. Their workhorse is again the Fong (2005) model with liability,
but no verifiability. The main departure is the assumption that a customer who has
rejected a recommendation today can buy the recommended repair in the next pe-
riod after having learned something about the severity of her problem. If customers
can receive the repair after learning through delay, the loss from unrepaired serious
problems can be avoided.

In their main model consumers are homogeneous and if they delay the repair
they receive a perfect signal about the severity of their problem at the beginning
of the second period. For this model the equilibrium depends on the cost of delay.
If the cost of delay is high, the most profitable equilibrium is Fong’s (2005) hon-
est equilibrium: The expert posts prices that exactly correspond to the customer’s
valuation for a successful repair and recommends honestly. The expert does not
recommend the major repair to a customer with a minor problem because minor
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recommendations are always accepted while major recommendations are often re-
jected; the customer often rejects major recommendations despite knowing that the
recommendation is truthful because the price of the major repair is so high that it
leaves zero surplus to a customer with the major problem. By contrast, if the cost of
delay is low, the most profitable equilibrium is a fraudulent mixed-strategy equilib-
rium that is similar to the mixed-strategy equilibria studied in the second-opinion
literature. In this equilibrium, the expert charges low enough prices to make the de-
lay worthwhile for consumers, and when he meets a customer with a minor problem
he randomizes between honestly recommending the minor repair and fraudulently
recommending the major one. Why does the expert randomize in equilibrium de-
spite being able to extract all the surplus? Because he wants to induce a customer
with a major problem who has delayed the repair to the second period to buy in the
second period. To ensure this, the price for the major treatment cannot be higher
than the valuation of the customer for a major problem solved in the second period.
Since delay is costly, this price gives a positive surplus to a customer with the major
problem in the first period. This in turn means that a customer who expects that the
expert recommends truthfully will accept a major recommendation in period one
for sure. Yet, if the major recommendation is always accepted, the expert does not
have an incentive to recommend truthfully – he will rather always recommend the
major repair to a customer with the minor problem. Thus, the expert has to cheat to
keep the customer (in period one) indifferent between accepting and rejecting; and
the customer has to be indifferent between accepting and rejecting to be prepared
to reject major recommendations sufficiently often to keep the expert who meets
a minor problem indifferent between recommending the minor and recommending
the major repair.

In an extension, Fong et al. (2024) analyze a setting in which customers are
heterogeneous regarding their valuation for a successfully repaired major problem.
They investigate which type of customer is more likely to be defrauded and which
type is more likely to delay the repair. The answer depends on whether hetero-
geneity is observable to the expert or not.

When heterogeneity is observable (and third-degree price discrimination is in-
feasible), high-valuation consumers are more likely to become the victims of fraud
and are more likely to delay the repair than low-valuation consumers. As in Fong
(2005), in equilibrium both types of consumers must be kept indifferent between
accepting and rejecting a major recommendation. Since the delay cost is propor-
tional to the valuation of the customer, the cost of rejecting a major recommenda-
tion in the first period is higher for high-valuation consumers than for low-valuation
ones, while the potential benefit is the same for both types. It follows that the ex-
pert must defraud (by recommending the major repair to a customer with the mi-
nor problem) high-valuation consumers more frequently than low-valuation ones
to keep both types indifferent.

With unobservable heterogeneity the expert has to adopt the same recommen-
dation strategy for both types of consumers. Here the solution depends on the
frequency of high- and low-valuation consumers. The authors focus on the case

Digital copy - for author´s private use only - © Mohr Siebeck 2024 



(2024) Editorial Preface 9

where low-valuation consumers are quite frequent. In this case the expert posts
prices that allow him to play the mixed-strategy equilibrium described earlier with
low-valuation consumers. Since low-valuation consumers are indifferent between
accepting and rejecting in the first period and high-valuation consumers have a
higher cost of delay, they accept the major recommendation for sure in the first
period. Since only those consumers who reject in period one can delay the repair
to period two, low-valuation consumers are more likely to delay in this case.6

Baumann and Rasch (2024) analyze the effects of second opinions in a model in
which diagnostic outcomes can be incorrect. Thereby they complement and extend
models of second opinions where inappropriate repair recommendations are purely
due to fraud. The workhorse in this paper is the mixed-strategy equilibrium char-
acterized by Wolinsky (1993). Unlike Fong (2005), Li, Ouyang, and Zhang (2024),
and Fong et al. (2024), but in line with Wolinsky (1993) and the other literature dis-
cussed above, (i) consumers’ valuation for a successful repair is independent of the
nature of the problem, (ii) there is competition among experts, and (iii) prices are
exogenously given with the property that the markup for the major repair is larger
than for the minor repair. As in Fong (2005), liability prevents the expert from rec-
ommending the minor repair if the diagnosis indicates that the problem is most
likely major. Yet since the diagnostic outcome is noisy, the liability rule – in the
interpretation employed by the authors – does not prevent the customer from an
unsuccessful repair. Finally, there is verifiability on top of liability – as in Mimra,
Rasch, and Waibel (2016) and Li, Ouyang, and Zhang (2024). With this combina-
tion of assumptions, the expert will always recommend the major repair when the
diagnosis indicates a major problem, and recommend either the minor or the major
repair when the diagnosis indicates the minor problem.

When the diagnosis yields a perfect signal, we are in the Wolinsky (1993) world,
the only difference being that fraud comes about as overtreatment (as in Mimra,
Rasch, and Waibel, 2016) and not as overcharging. With diagnostic uncertainty the
authors consider two main scenarios – imperfect diagnosis for the minor problem,
but perfect diagnosis for the major problem; and imperfect diagnosis for the major
problem, but perfect diagnosis for the minor problem. For the former case they find
that an improvement in diagnostic precision affects welfare and customer surplus
only in a pure-strategy equilibrium in which customers always search for a second
opinion when confronted with a major recommendation and experts never defraud
customers. Indeed, in a mixed-strategy equilibrium, higher diagnostic precision is
fully offset by more fraudulent behavior by the expert, and customers do not adapt
search behavior. This is due to the fact that in a mixed-strategy equilibrium the
wrong-recommendation rate must keep customers indifferent between acceptance
and rejection (implying that more precise signals must go hand in hand with more
fraudulent behavior), and the search behavior of the customer must keep an expert

6 The analysis of the heterogeneous consumer case has close parallels in Fong (2005)
for the case with observable heterogeneity and in Hyndman and Ozerturk (2011) and
De Jaegher (2012) for the case of unobservable heterogeneity.
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who gets the signal that the customer is likely to have the minor problem indifferent
between recommending the minor and recommending the major repair. For the
opposite case in which major problems are correctly diagnosed only with some
probability while minor problems are always diagnosed correctly the results are
less clear-cut. For some limit case the authors find that an improved diagnostic
precision can lead to less search and less overtreatment.

Dulleck, Kerschbamer, and Konovalov (2024) investigate the economic conse-
quences of second-degree price discrimination in a monopolistic market for cre-
dence goods building on the DK framework. In contrast to the papers discussed
up to now, the authors look at a setting where verifiability holds while liability is
violated. In this constellation overcharging is precluded, but undertreatment and
overtreatment are potentially an issue. Moreover, consumers are heterogeneous –
as in Fong (2005) and Fong et al. (2024). But there are two main differences be-
tween the settings: First, the expert does not observe the characteristic of the con-
sumer while in Fong (2005) and in (one of the models of) Fong et al. (2024) he
can. An immediate implication is that third-degree discrimination is infeasible in
the former case but feasible in the latter one. Second, the expert is able to post more
than one tariff, while in Fong (2005) and Fong et al. (2024) this is not possible. An
immediate implication is that second-degree price discrimination through a menu
of tariffs is feasible in the former but not in the latter case.

Dulleck, Kerschbamer, and Konovalov (2024) first present a benchmark result
for a setting in which the expert is forced to post a single tariff, as in Fong (2005)
and Fong et al. (2024). In this case the expert posts an equal markup tariff, under
which the consumer receives honest advice and appropriate repair. If the efficiency
gain from serving the least profitable consumer type is sufficiently high, all con-
sumers are honestly served. Otherwise, equal markup prices are such that some
consumers inefficiently do not consult the expert. This is nothing but the familiar
monopoly-pricing inefficiency: the monopolistic expert would like to appropriate
as much of the net gain from trade as possible but, because of heterogeneous con-
sumers, he puts up with losing some consumers in order to extract more surplus
from the remaining ones.

If the expert is allowed to price-discriminate via a menu of tariffs, he posts two
tariffs – an equal markup tariff with honest advice intended for the most profitable
segment of the market and a second tariff under which the customer receives a
given repair without any advice. Interestingly, the properties of this second tar-
iff depend on the main source of heterogeneity among consumers. If the hetero-
geneity is in the expected cost needed to generate consumer surplus, then low-cost
consumers receive honest advice and efficient service, while high-cost consumers
are induced to self-select into an overprovision tariff under which they receive the
major repair without advice. By contrast, if consumers differ in the surplus gen-
erated whenever the consumer’s needs are met, then high-valuation consumers re-
ceive honest advice and efficient service, while low-valuation ones are induced to
self-select into an underprovision tariff under which they receive the minor repair
without advice.
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The intuition for why consumers are never served under an underprovision tar-
iff when the heterogeneity is in the expected cost of repair is that such a contract
would be especially attractive for the most profitable market segment, a segment
that would otherwise self-select into the efficient-service contract. To attract the
most profitable market segment with an underprovision tariff, the markup on the
minor repair in that contract has to be lower than the markup under the equal-
markup tariff because a consumer’s expected gross utility is lower under the former.
Hence offering such a contract is less profitable to the expert and given that no cus-
tomer is lost by not offering this contract, the expert will refrain from posting it. The
intuition for the case with heterogeneity in valuations is similar: Since consumers
are homogeneous in the expected cost of efficient service, an overprovision tariff,
if attractive for low-valuation consumers, will also attract high-valuation ones and
hence cannot be used for discriminatory purposes. An underprovision tariff, on the
other hand, is unattractive for high-valuation consumers because they have more to
lose if the repair fails while low-valuation customers are willing to take the gamble
given the lower markup. It is therefore potentially useful for discrimination.

Obradovits and Plaickner (2024) consider a setup where consumers can get mi-
nor and major repairs from a monopolistic expert who can perfectly identify the
needs of consumers at no cost. They can also purchase minor repairs from fringe
firms after a costly search. The expert has to make a recommendation which con-
sumers do not have to accept – they might rather free-ride on the expert’s diagnosis
and get their problems fixed at a fringe firm as in Dulleck and Kerschbamer (2009).
Another important ingredient of the model is that there is liability and verifiability
as in Baumann and Rasch (2024) and in Li, Ouyang, and Zhang (2024). In this
constellation undertreatment and overcharging are precluded by assumption, but
overtreatment is potentially an issue.

Let us first explore the conditions for existence of a pure-strategy equilibrium
in which the monopolist always recommends the appropriate repair and in which
consumers accept immediately.7 If the monopolist recommends honestly (and this
is correctly anticipated by consumers), then the highest markup he can earn from
a customer with the minor problem corresponds to the search cost (as search cost
plus marginal cost from the minor repair is the cost to the consumer of receiving
the same repair from a fringe firm); and the highest markup that can be earned from
a customer with the major problem is the valuation for a successful repair minus
the cost of the major repair (since the expert is the only provider of the major
repair, a consumer who expects to have the major problem for sure is willing to
accept when the price does not exceed her valuation for a successful repair). Now,
for the expert not having an incentive to fool low-severity consumers into thinking
that they suffer from the major problem, the former markup must be higher than

7 Throughout it is assumed that consumers have to start their search at the expert. In
Obradovits and Plaickner (2024) this is guaranteed by the assumption that each consumer
suffers from one of a large number of different problems, each coming in two severities.
Effective treatment then requires that the correct problem is identified, and only the expert
is able to accomplish this.
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the latter. This yields a lower bound on the search cost. If the search cost exceeds
this bound, the expert recommends honestly. Accordingly, a separating equilibrium
with a correct expert recommendation requires the search friction to be sufficiently
large.

While the argument in the previous paragraph is valid in principle, the resulting
bound on the search friction is outside the feasible range of the model. The authors
derive a milder condition that yields an honest equilibrium with properties very
similar to those stated in the previous paragraph – the only difference being that the
markup the expert earns from a customer with the major problem is the valuation
for a successful repair minus the search cost minus the cost of the major repair.
This lower markup ensures that the consumer is willing to return to the expert
after having tried to get the problem repaired by a fringe firm. In equilibrium the
expert does not increase the markup on the major repair above this level because
consumers’ off-equilibrium beliefs when getting offered a major repair at a higher
price make them sufficiently optimistic about suffering from the minor problem,
such that they would leave the expert and never return.

If the search cost is lower than the bound discussed in the previous paragraph,
the monopolist’s market power for selling the minor repair is low. In this case, the
expert can guarantee a higher profit from selling major repairs. This gives him an
incentive to try to trick consumers with a minor problem into believing that they
suffer from a major one. Depending on the frequency of major problems, one of
the following two equilibria emerges. If consumers consider it very likely to suffer
from the major problem, then even anticipating that the expert will always rec-
ommend the major repair, they do not find it worthwhile to try whether the minor
repair (bought from a fringe firm) solves their problem. The result is a pooling
equilibrium in which the expert always recommends the major repair, and con-
sumers immediately accept. By contrast, for a low incidence of major problems,
if consumers were to assume that the expert always recommends the major repair,
they would find it optimal to purchase the minor repair from a fringe firm. But then
the expert would find it profitable to retain low-severity consumers by offering
them the minor repair at the maximum feasible markup (corresponding to search
cost) instead. Due to this tension, a mixed-strategy equilibrium emerges in which
the expert randomizes which repair to recommend to low-severity consumers, and
consumers randomize between immediately accepting the major recommendation
and purchasing a minor repair from a discounter.

Ulrichshofer and Walzl (2024) consider financial advice as a credence good, ar-
guing that the adviser is typically better informed than the client about the needs of
the client.8 Specifically, the authors investigate the impact of records of successful
and unsuccessful customer complaints on behavior and labor market mobility of
financial advisers. This paper is somewhat an alien in this symposium as (i) the

8 In the model the informational asymmetry regards the profitability of an asset and
not the needs of the customer. Financial advice is thus a label credence good.
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theoretical framework is different from the ones studied in the other contributions
and (ii) the theoretical analysis is supplemented by an empirical analysis.

The theoretical model features three players – an adviser, a client, and a firm. The
firm hires the adviser with a franchise contract to convince the client that the asset
sold by the firm is a profitable investment. Whether the asset is profitable depends
on the true state of the world. To convince the client that the asset is profitable,
the adviser can provide her information about the asset. To generate information
about the asset the adviser uses an information technology yielding one of two
possible signals, good or bad. The adviser has full control about the quality of the
information technology, i.e., whether the signal fully reveals the true state or is
imprecise. The client does not observe the quality of the information technology
but she observes the realization of the signal. After having observed the signal, the
client decides whether to buy the asset or not. If the client buys, then after having
observed the profitability, she can complain. The more imprecise the signal, the
more likely is a complaint by the client and the more likely is the success of the
complaint.

In the model the adviser comes in different types. Types differ with respect to
their persuasiveness, i.e., the ability to avoid (successful) complaints. A more per-
suasive adviser faces a lower cost of a (successful) complaint and therefore sends
a less precise signal. While the client prefers a less persuasive adviser and refuses
to take advice if she expects the adviser to be too persuasive, the firm’s preferences
regarding the adviser’s persuasiveness is non-monotone. If the client expects the
adviser to be very persuasive and refuses to take advice, no profits are made by
the adviser and the franchise value is zero. If the adviser is not persuasive (i.e.,
complaints are never prevented), the adviser’s information technology fully reveals
the true state, and the asset is purchased if and only if the state is good. But if
the adviser is expected to be modestly persuasive, the information technology is
sufficiently precise to motivate the client to take advice and sufficiently imprecise
to induce purchasing with a positive probability even if the state is actually bad.
As a consequence, firms prefer advisers whom they expect to be modestly per-
suasive since they are willing to accept higher franchise fees. Since in the model
modestly persuasive advisers have records with more than average complaints but
(conditional on there being a complaint) less than average successful complaints,
firms are predicted to predominately (re-)hire advisers with a record of unsuccess-
ful complaints.

In the empirical part of their paper, Ulrichshofer and Walzl (2024) use ad-
viser data from the FINRA BrokerCheck database to test this prediction. They
demonstrate that advisers with a record of unsuccessful complaints in the FINRA
BrokerCheck database are 42% more likely to be re-employed by another firm than
advisers without such a record. Moreover, advisers with such a record are more
likely to receive unsuccessful complaints in the future. Ulrichshofer and Walzl
(2024) conclude that publicly available adviser records may supply valuable in-
formation about adviser misconduct to clients and firms.
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5 Concluding Remarks

This symposium brings together six papers dealing with credence goods. Each pa-
per has been evaluated by several anonymous referees and has benefited from their
insightful comments, for which we are very grateful. We hope that readers will
enjoy this symposium as much as we did in putting it together.
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