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Ma r k e t  S a f e t y



Mak i n g  Ma r k e t s  S a f e

Illegal markets Robbery Dishonesty
Unsafe markets

Safe markets
Reputation Reliability Trustworthy

A lot more difficult on the Internet.



MARKET  E STABL I SHMENT



A  Good  N ame

Providing secure methods for payment

Providing insurance for transactions that go bad

Building feedback systems to develop reputations



eB a y
Founded in 1995

1 billion listings

Revenue: 9 billion USD (2016) 

The Rating System

Buyer Seller



Th e  R a t i n g  S y s t em

1
2

3

The Rating System

Open to everyone Feedback Stuffing

Only for bid winner Reciprocal

Rating anonymously Accurate

Markets depend 
on reliable 
information.



Ove r- i n f o rmed  Ma r k e t



Th e  P r i c e  Wa r

Auction

Bidding

Straight Buy



G i v i n g  O u t  To o  Mu ch
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G i v i n g  O u t  To o  Mu ch

Bidding

Straight Bidding Incremental Bidding
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Th e  S n i p e



Ma r k e t  F a i l u r e



MARKET  DES I GN  CASE



Bo s t o n  P ub l i c  S c h o o l s  



Schoo l  A s s i g nmen t  S y s t em

Step 1

List at least three schools.

Step 2

Put the most children in their first

A
B
C

1

Families rank-order lists of schools
Assignment algorithm
Children admitted to a single school

 choice schools.



Schoo l  A s s i g nmen t  S y s t em

Admits the highest-priority students who

Step 3

Put as many remaining students in their second choice.

First choice children < Places

First choice children > Places

1 1 1 1

1 1 1 1 1 1

Step 4
had ranked it first. 



Schoo l  A s s i g nmen t  S y s t em

Places

50% 50%

1 Had older siblingsattending the school.

2 Live in “walk zone.”
LOTTERY!

1 1 1 1 1 1
Priority Order



MARKET  DES I GN  PROBLEM



Tom ’ s  C a s e

School B

School A

“Walk Zone” school
Priority!
Popular
Half-day

Distant school
First choice
Popular
Full-day

How should I list my
choices?



School A First

S t r a t e g i c  C h o i c e

“Walk Zone” school: priority childrenSchool B First

Listed as first choice

Extremely high chance

Win lottery Get admitted to school A.

Lose School B has empty places.

School B is filled with first
choice students.

End up with none of his choices

school C

school C is full

unpopular school

school B



Wha t  i s  t h e  p r o b l em?

80% of the children are assigned to their first choice.

Successful?
Only playing it safe.

Parents can’t make their first choice the 
first choice.

Economic laboratory experiment
Switching the popularity rank of schools to different
amounts of cash prize.

Most people do not list the highest prize as their first choice.



E c onom i c  E x p e r imen t

Prize A: $16

Prize B: $13

Prize C: $11

Prize X: $2

Rules

Every prize has only a certain 
number of slots.
Participants should make a list of
three prizes in preference.
As many first choice participants
will be put in each prize. 
If the number exceeds, winners 
will be selected randomly.

How should you make your list?



Th e  C a s e  o f  Ta i w a n

2014 High School Admission System
The lower a school is on your list, the more points get deducted
from your overall score when you are competing for that school.



Th an k  y o u  f o r  y o u r  
a t t e n t i o n .


