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Abstract

Asymmetric price information and costly search often restrict buyers and sellers in developing
countries from accessing distant markets. Electronic marketplaces have the potential to
reduce transaction costs and improve market performance. Using monthly panel data from
2000 to 2017 and applying a fixed-effects approach with Driscoll and Kraay standard errors to
deal with spatial and temporal correlation, this study provides empirical evidence on the
effects of electronic markets on prices, spikes in prices, and price dispersion of an agro-based
commodity in India. The results suggest that the introduction of electronic markets reduced
prices and spikes in tea prices by about 2% between 2000 and 2017. Further, electronic
marketplaces initially increased price dispersion between markets by about 11-14%, but over
time with further reduction in market friction, price dispersion reduced by 16%.
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