Exercise 2. Consider a market for used cars whose qualities, indexed by the sellers’
cost, are uniformly distributed in the interval |2, 6]. Buyers are risk-neutral and value
each quality 20% more than sellers. Naturally, each seller knows the quality of the
good he sells, but quality is not observable to buyers prior to purchase. Assume that
there are more buyers than sellers.

(a) Determine the market supply and the average quality of the cars offered at
each price.

(b) Calculate the market equilibrium.
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