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In this Reserch, | consider a theoretical justification for the legal caveat
emptor rule (“"let the buyer beware™). Specifically, | examine the doctrines of caveat venditor ("
let the seller beware™ or seller liability) and caveat emptor and consider which better avoids
adverse selection under information asymmetry about the quality of a durable commodity or real
property. | mainly consider transactions between individual persons in secondhand market with
risk-averse sellers and buyers; in this context, caveat emptor outperforms caveat venditor when
there are legal costs, whereas caveat venditor outperforms caveat emptor only when no legal costs
exist. Caveat emptor remains superior to caveat venditor when individuals can access a competitive
insurance market. Insurance contracts are not as effective under caveat venditor as they are under
caveat emptor because caveat venditor leads to excess purchases of insurance contracts or duplicated

adverse selection.
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