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ABSTRACT

We incorporate externalities into the stable matching theory
of two-sided markets. Extending the classical substitutes
condition to allow for externalities, we establish that stable
matchings exist when agent choices satisfy substitutability.
In addition, we show that the standard insights of matching
theory, like the existence of side-optimal stable matchings
and the deferred acceptance algorithm, remain valid despite
the presence of externalities even though the standard fixed-
point techniques do not apply. Furthermore, we establish
novel comparative statics on externalities.

Categories and Subject Descriptors

C78 [Bargaining Theory; Matching Theory]|: issues re-
lated to matching theory; D44 [Auctions]: theoretical stud-
ies related to auctions; C63 [Computational Techniques;
Simulation Modeling]: issues related to computational
techniques applicable to economic models; C62 [Existence
and Stability Conditions of Equilibrium]|: issues re-
lated to methods of proving the existence of equilibrium.
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