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Lecture 1: Introduction



“The study of markets isn’t the study of money, it’s

the study of how people cooperate and coordinate

and compete with one another.

–Alvin Roth ”
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The square and the tower

Market square in Siena, Italy. Source: Tuscany, Beautiful Everywhere. 3



Course policies

Guidelines for the course:

• Check the course policies slides from MyCourses

• Channel for async discussion is Presemo,

presemo.aalto.fi/digimar

You can email me for any questions or to book a virtual meeting.

TA is Anna Holvio
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http://presemo.aalto.fi/digimar


This week

First lecture

• Market efficiency

Second lecture

• Preferences and data
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Global efficiencies: Phantom packages

Figure: Aliexpress.com.
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Efficiency

Digital markets offer several channels for improved efficiency:

• The usual suspects:

- Lower transaction costs

- Lower search costs

- Lower replication costs

• But also need to consider

- Lower tracking costs

- Lower verification costs

• Much of the course will be spent on these topics in detail, but

we start already today

From Goldfarb and Tucker (2019).
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Organizing markets: Before the 19th century

Figure: Village Fair by Gillis Mostaert, 1590 (via Wikimedia).
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Organizing markets: Recent past

Figure: WikiCommons.
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Organizing markets: Now

Figure: Alibaba.
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Matching markets

• Prices are one way of allocating goods, there are others

- Examples

• Lots of markets are matching markets where you need mutual

consent to arrange a transaction

• In many platform the value arises from the ability of the

platform to provide good matches
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Many new marketplaces operate as platforms

Why are platforms so popular as a business model?

• Economics of scale reduce transaction costs (e.g. Alibaba)

• Matching to reduce search costs (e.g. Amazon)

• Replication of effort through digital platforms (e.g. Apple iOS)

• Benefits from tracking users (e.g. Google)

In addition, network effects are going to be of crucial importance.

We will return to these mechanisms in more detail
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In-class exercise: Finding a team

1. Payoffs

- You are credited 1 p. bonus if you join a team

- You get an additional 1 p. bonus if your team consists of

members with diverse backgrounds*

2. Rules of engagement

- Good chance to say hi

- Behave!

3. Once a team is formed, report back to me

- Your team and composition

*) you are free to argue for some criteria as long as it’s legal & according to the university policies
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Top five firms

Figure. Share of the top five firms in the S&P index and the absolute market caps of

the top firms. Alphabet = Google.

Source: Financial Times, 1 Aug 2020. 14



“Why do you think that the ecosystems in the U.S.

have grown so big? –Bengt Holmström ”
Listen to Common Good Summit: Regulation of Platforms (have a look at least the clips from 36:10 to 40:30

and 47:00-49:50.)
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https://www.youtube.com/watch?v=KtjraSMH5QY


Institutions

• Institutional arrangements set the rules for “games” in

marketplaces

• Marketplaces can have their own rules, e.g. stock exchanges

• Setting these rules is a question of market design, which we

will return to in later lectures

• Even with no market specific rules, we have rules and
regulation in place to set some boundary conditions

- For example, environmental regulation, competition law,

consumer protection law, copyright law, health and safety laws,

labor laws etc.

• Online access to markets in other countries challenges the

ability of local governments to regulate them
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Takeaways from today

• Digital marketplaces increase efficiency

– Reduction of search costs and other frictions

• Lot’s of ways to organize markets

• Market institutions matter

• We have the new market square

→ The tower? To be discussed
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Materials for this week

Reading assignment 1:

• Athey, Susan and Michael Luca (2019) “Economists (and

Economics) in Tech Companies”, Journal of Economic Perspectives.

Read the whole article.

• Varian, H. (2012) “Revealed Preferences and its Applications”,

Economic Journal. Read the Introduction and Section 2 for now.

Online resources (make sure you know these before you take Exercise 1):

• Make sure you know the basics of consumer choice: e.g. mru.org:

Consumer Choice and/or www.core-econ.org 3.2-3.5, 3.7.

• and supply–demand equilibrium e.g. mru.org: Supply, Demand, and

Equilibrium and/or www.core-econ.org 8.1, 8.2.
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https://mru.org/courses/principles-economics-microeconomics/consumer-choice-marginal-utility
https://mru.org/courses/principles-economics-microeconomics/consumer-choice-marginal-utility
https://www.core-econ.org/the-economy/book
https://mru.org/courses/principles-economics-microeconomics/demand-curve-shifts-definition
https://mru.org/courses/principles-economics-microeconomics/demand-curve-shifts-definition
https://www.core-econ.org/the-economy/book


Next time

Preferences

• Preferences online

• Estimation and prediction
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