Market Provisioning Better Public Goods: What Experimental Economics Can Tell
Us About Adressing The Public Goods Problem.
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What Are Public Goods?

Methods and The FSU Experimental Quadratic Funding, ldentifying Public
Economics Lab Goods and Feild Results

Definition: Goods that are Non-exludable and Nonrivalrous

Further Research
Examles include: Lighthouses, dams, and national defense

Proposed Lab Study: A four-stage experimental game to observe
evolving participant behavior:

Challenges: Despite their high collective value individidual incentives
often lead to their underprovisioning and developers rarely know how
much people value these goods.

Information Problem: How do we decide which public goods are wor
funding at all?

Labratory complete with 26 terminals and specaialized monitering
equipment.

Baseline crowdfunding
Dominant Assurance
Quadratic Funding
Hybrid Model: A two-stage game combining QF (to identify the
00d) and DAC (to fund it).

Mechanism: Uses a mathematical formula where the amount of
matching funds a project receives is the square of the sum of the square
roots of individual contributions.

Function: This prioritizes the number of unique contributors over the
total dollar amount, effectively signaling which projects have the
broadest community support rather than just the wealthiest backers.
Field Testing: Extensively applied in the field via Gitcoin Grants,
successfully identifying and amplifying community-wide preferences in
decentralized ecosystems.

Participants are given tokens as a stand in for currency and are
directed to allocate their funds to a shared public good. Simulates
real-world social dilliemas.

Rules like refund bonuses or matching funds are manipulated by
researchers.

Goal: To determine if a hybrid system can optimize voluntary
provisioning for goods historically funded through taxation.

Problems with Public Goods

Corrordination: How do we pay for public goods?
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Free Rider Problem: Individuals are incentivized to not pay for a @ Baseline DAC @ Hybrid Model
public good they regularily enjoy 70
The Assurance Problem: Those that do contribute are worse off if no
one else contribute Imagine that we have $10,000 we
e, B want to distribute, and we want a 60
Information: How do we decide which public goods are worth ; . community to determine who should
paying for? Dominant Assurance Contracts, Funding receive the funding 50
Public Goods, and Experimental Results
Market Solutions 0

Coordination Problem: How do we pay for public goods?
Mechanism: An evolution of the standard assurance contract (like
Kickstarter). It adds a refund bonus paid to contributors by the
entrepreneur if the funding threshold is not met.
function: This removes the "Assurance Problem." Contributors are no
longer worse off if the project fails; they either get the public good or a

Let's say three projects participate ina

1 1 funding round...
Market mechanisms like: unding rou

a. Project A received $1,000 in total from 2 contributors
($500 each).

e Dominant Assurance Contracts help adress the corrodination problem in
experimental testing.

b. Project B received $1,000 in total from 5 contributors
($200 each).

financial bonus.
Experimental Testing: In lab settings, adding the refund bonus (the
"Dominant" element) increased the success rate of funding public goods

c. Project C received $1,000 in total from 20 contributors
($50 each).

e Quadratic Funding: helps to adress the information problem in experimental

testing. from 30% to 67%.
Baseline DAC Hybrid Model
e Might it be possible to use these market mechanisms to pay for better public x . -
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Incentive Alignment: By manipulating variables like refund bonuses
(DAC) and matching pools (QF), we can align individual self-interest

with the collective provisioning of public goods. Tabarrok, Alex. 1998. “The Private Provision of Public Goods via

funding frequency, efficiency, and net returns across various Dominant Assurance Contracts.” Public Choice 96 (3/4): 345-362.

experimental treatments, including the baseline and several refund
bonus schemes

Efficacy: These mechanisms significantly increase the success rates and
democratic accuracy of voluntary public good funding.

Walker, James M., David Schmidtz, and R. Mark Isaac. 1989. “The
Assurance Problem in a Laboratory Market.” Public Choice 62 (3): 217-

(Cason, Timothy N., Alex Tabarrok, and Robertas Zubrickas. 2021. 236.

“Early Refund Bonuses Increase Successtful Crowdfunding.” Purdue
University Economics Department Working Paper No. 1326.)
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