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Abstract

We study the classical free-rider problem in public goods provision
in a large economy with uncertainty about the average valuation of the
public good. Individual preferences over public goods are shaped by a
skill and a taste parameter. We use a mechanism design approach to
solve for the optimal utilitarian provision rule. The relevant incentive
constraints for information aggregation ensure that individuals behave
as if they were engaging in informative voting over the level of public
good provision. It is shown that the use of information by an optimal
provision rule is inversely related to the polarization of preferences
which results from the properties of the skill distribution.
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1 Introduction

We study a problem of optimal public good provision in a large economy in
which individuals have private information on their valuation of the public
good. Moreover, there is uncertainty about the average valuation of the of
public good among individuals in the economy.

Private information on public goods preferences gives rise to the classical
free-rider problem in public good provision. For economies with quasi-linear
preferences, it is a well-known result that the tension between efficiency and
incentive compatibility disappears as the number of individuals goes to in-
finity. This implies that, in an economy with infinitely many individuals,
the first-best surplus-maximizing allocation can be implemented even if in-
dividuals have private information on their public goods preferences.!

In this paper, we question this result along the following line. First, with an
infinite number of individuals, the underlying revelation game suffers from
multiple equilibria. Second, selecting the truthful equilibrium, is implausible
if confronted with considerations of tax incidence. Finally, we introduce a
condition which is sufficient to avoid these outcomes. It is borrowed from
the literature one voting mechanisms and interpreted as a requirement of
informative voting. The main part of the paper is a characterization of the
optimal rule for public good provision which satisfies this property.

Mechanism Design in a large economy and tax incidence

To illustrate the first point, recall that, in a finite economy with N individu-
als, incentive compatibility requires that individual contributions to the cost
of public good provision are commensurate to the individual’s impact on the
quantity decision. Otherwise individuals would not be willing to reveal their
characteristics. In the limit case as N — oo, no single individual has a direct
impact on public good provision. This implies that equal cost sharing is the
only admissible scheme of public goods finance. As a consequence, there are
multiple equilibria: all individuals pay equally for the public good and no
single preference announcement has an effect on the chosen quantity, hence
individuals are willing to make any conceivable announcement.

Given that the cost of public good provision has to be shared equally among
individuals, we investigate how the well-being of individuals is affected by
public good provision under this scheme of public goods finance (taz in-
cidence). In particular, we use a simple model to show that the truthful
equilibrium may have implausible consequences: individuals are assumed to

Tt is a property of the Clarke-Groves mechanism, named after Clarke (1971) and
Groves (1973), that a revelation of preferences is a dominant action for each individual
and, moreover, that ex post budget balance is achieved almost surely as the number of
individuals goes to infinity. If one uses the weaker solution concept of Bayes-Nash equilib-
riuwm then the first-best allocation is implementable even in a finite economy, d’Aspremont
and Gérard-Varet (1979).



affect the decision on public good provision in a way that runs counter to
their own interests if public goods are financed via equal cost sharing.

To explain this point, a sketch of our model is helpful. Individuals possess
private information on their effective valuation of the public good. The ef-
fective valuation is shaped by a taste parameter and a skill parameter. The
taste parameter either takes a high or a low value. The skill parameter is
drawn from a compact interval. It affects an individual’s valuation of the
public good because, under equal cost sharing, a less skilled individual suf-
fers from a larger utility loss if forced to contribute to the cost of public good
provision. Uncertainty about the distribution of public goods preferences —
equivalently, about the state of the economy — arises because the population
share of individuals with a high taste parameter is a random variable. Under
the requirement of equal cost sharing, the optimal utilitarian rule for public
good provision is a modified version of the Samuelson rule which equates, in
every state of the economy, the effective utilitarian valuation of the public
good and the marginal cost of public good provision.

Suppose now that public goods are provided according to this rule and con-
sider an individual with a high taste parameter but a very low skill level
and, for the sake of concreteness, suppose this individual expects the state
of the economy to be such that his own effective valuation of the public
good is smaller than the effective utilitarian valuation. Consequently, this
individual expects the level of the public good to be too large. If he chooses
his taste announcement based on his preferred quantity decision he should
announce a low taste realization. However, if all individuals with a low skill
level refuse to reveal a high taste parameter, then the population share of in-
dividuals with a high taste parameter is biased downwards. But this implies
that public goods cannot be provided according to the modified Samuelson
rule, which requires the state of the economy to be known.

More generally, these considerations demonstrate that the Samuelson rule
rests on the assumption that individuals reveal their taste parameter even
though it would be in their interest to support a different outcome.

The requirement of informative voting (IV)

To deal with this issue we adopt the following approach: the revelation
game is reinterpreted as a voting decision. More specifically, we interpret
the announcement of a high (low) taste parameter as a vote in favor of a
high (low) level of public good provision. Moreover, we assume that voting
behavior is rational in the sense that an individual announces a high (low)
taste parameter only if, under equal cost sharing, she prefers a rather high
(low) level of the public good to be provided.

The assumption that individuals vote in favor of a high (small) provision
level only if this is their preferred outcome translates into an additional
constraint for the possibility to acquire information on the state of the econ-



omy. The population share of individuals with a high taste parameter can
be inferred from the distribution of votes only if the public good is indeed
provided in such a way that all individuals with a high taste parameter
prefer a large provision level over a small level and all individuals with a
low taste parameter prefer a small level over a large level. We call these
constraints the informative voting (IV) constraints.?

We characterize the optimal utilitarian provision rule which satisfies these
1V constraints. The main result is that the use of information by an optimal
provision rule is inversely related to a specific measure for the polarization
of effective valuations of the public good in the economy.® To construct this
measure, the economy is divided into two groups: the group of individu-
als with a high taste parameter and the group with a low taste parameter.
Skill heterogeneity implies that there is within-group polarization of effective
valuations for the public good; e.g. an individual with low skills and a high
taste parameter has a small effective valuation relative to an individual with
high skills and a high taste parameter.

As soon as there is some degree of within-group polarization, an optimal
provision rule exhibits pooling; i.e. the same provision level is chosen for a
whole range of possible states of the economy. In an extreme case of po-
larization, one finds that an optimal provision rule under IV constraints is
such that the same quantity of the public good has to be chosen in every
state of the economy. In this sense, an optimal allocation makes no use of
information.

Sampling as a foundation for IV

There exists no axiomatic foundation for the consideration of informative
voting constraints. They are introduced into the analysis based on an anal-
ogy between voting schemes and the revelation game we started out with.
Hence, they are different in status to the requirement of incentive compati-
bility, which is a necessary condition for the “implementability” of a scheme
of public good provision if individuals have private information on their skill
level and their taste parameter. By contrast, the IV constraints are suffi-
cient conditions which guarantee that the use of information on individual
preferences is in line with the views of these individuals on the desirability
of public good provision, given that the payment scheme prescribes equal
cost sharing.

With respect to this concern, the IV constraint are not unique; that is, one
could imagine alternative sufficient conditions which serve the same pur-

2These constraints resemble the notion of informative voting which is used in the field
of political economics, see e.g. Austen-Smith and Banks (1996).

3These observations are similar in spirit to classical results from the signalling litera-
ture. See e.g. Crawford and Sobel (1982), Schultz (1996), Grossman and Helpman (2001,
Ch. 4).



pose. The reason for focussing on this specific set of constraints is that they
can be given a reasonable institutional interpretation: they determine the
set of admissible rules of public good provision given that individuals vote
over the level of public good provision and thereby take into account how
the scheme of public goods finance affects the utility they derive from the
public good.

To make this more precise, we finally study sampling mechanisms. A fi-
nite subset of N randomly drawn individuals is asked to report their taste
parameters. Based on these taste announcements, the mechanism designer
estimates the effective utilitarian valuation of the public good and decides
on public good provision. Finally, the cost of provision is shared equally
among all individuals in the economy. We investigate the properties of an
optimal mechanism as the sample size N grows and individual influence on
the level of public good provision disappears. We show that as N — oo the
optimal provision rule under sampling converges to the optimal provision
rule in the original mechanism design problem under IV constraints.*

The crucial assumption for our study of provision rules based on sampling
is that the payment scheme treats sampled individuals not differently than
individuals who possess the same characteristics but have not been in the
sample. From a general mechanism design perspective, this clearly involves
a loss of generality. There certainly exist welfare superior allocation mech-
anisms that do not share this property but force sampled individuals to
internalize the consequences of their announcements for the whole econ-
omy.?

Our convergence result establishes that the role of the IV constraints really
is to shift the focus to considerations of tax incidence. We treat equal cost
sharing as given. In particular, this implies that an individual’s contribution
to the cost of public good provision does not depend on the probability of
being pivotal for the decision on public good provision. Consequently, only
the scheme of taxation shapes individual preferences on public good pro-
vision. Given these preferences, we then need to structure incentives such
that information on the distribution of taste parameters becomes available
for the decision on public good provision.

4As a corollary of this analysis, we show that the optimal provision rule under IV
constraints provides an upper bound to the welfare levels which are achievable under
sampling, for any finite sample size N. Put differently, we show that an optimal sample
size does not exist. This observation is interpreted as a version of the famous Condorcet
Jury Theorem. A discussion of this theorem and of related results can be found in Piketty
(1999).

®As a consequence our approach differs from the sampling mechanisms analyzed by
Green and Laffont (1979, Ch.12) and Gary-Bobo and Jaaidane (2000). While these au-
thors study also allocation problems using only a subset of individuals for information
aggregation, they assume that contributions to the cost of public good provision may
differ for individuals within the sample and those who are not in the sample.



Relationship to the theory of optimal income taxation

The initial motivation of this paper was to study more generally, optimal
rules for income taxation and public good provision in an economy where in-
dividuals have differing levels of ability and differing tastes for public goods.®
Even though this paper focusses on the conceptual issues that arise in a large
economy with private information on public goods preferences, it still pro-
vides a link between these two branches of the literature. It characterizes
the optimal rule for public good provision in the following environment:
Individuals derive utility from a public good, a private consumption good
and leisure. Moreover, the utility function is additively separable and quasi-
linear in leisure.” The final allocation is determined sequentially. First, the
level of public good provision is determined. This generates a revenue re-
quirement in the public sector budget constraint. Second, the income tax
schedule is chosen optimally, subject to this predetermined revenue require-
ment.

The optimal provision for public goods rule derived in section 3 of this pa-
per is also optimal in this extended model under the assumption that, once
the level of public good provision is fixed, tax authorities choose an optimal
non-linear income tax in order to finance these expenditures.®

The remainder of this paper is organized as follows. In Section 2 we de-
rive the mechanism design problem under IV constraints. In Section 3 the
solution to this problem is characterized. Section 4 contains the discussion
of sampling mechanisms and the derivation of the Condorcet Jury Theorem.
The last section contains concluding remarks. All proofs can be found in
the appendix.

SHeterogeneity with respect to earning abilities is underlying the equity-efficiency trade-
off studied in the theory of optimal income taxation in the tradition of Mirrlees (1971).
Heterogeneity with respect to public goods preferences drives the literature on the free-
rider problem in public goods provision.

"An optimal income tax in this setting has been characterized by Weymark (1986,
1987).

8In particular, tax authorities do not distort the optimal income tax in order to mitigate
the welfare burden of the incentive constraints that are relevant for the decision on public
good provision; that is, tax authorities cannot commit not to use an optimal income
tax once the revenue requirement has been determined. However, as shown in Bierbrauer
(2005b,c¢), if such a commitment was possible, it would, in general, lead to welfare superior
outcomes.



2 The Model

2.1 The Environment

The economy consists of a continuum of individuals ¢ € I := [0,1]. Indi-
viduals differ with respect to their skill level w’, and the utility they derive
from a public good. The latter depends on a taste parameter #° that may
take two different values:

0" c ©:={0r,0g} with 0<0; <0p.

The skill parameter belongs to the compact interval
w' e W :=[w,w] with 0<w<w.

Agent ¢’s utility function is given by

. . tl
Ur = 0'Q - -

Q denotes the quantity of a non-excludable public good and ¢ captures i’s
contribution to the cost of public good provision. Note that a lower skill
level implies a larger utility loss from a given payment obligation. The un-
derlying idea is that, for less able individuals, it is harder to generate the
income needed to meet a given payment obligation.

The function U’ is the cardinal representation of preferences which is rele-
vant for welfare assessments. An individual’s ranking of alternatives can be
equivalently expressed by the monotone transformation

w'U' = 0w'Q -t .

We refer to the product 8w’ as individual i’s effective valuation of the pub-
lic good.

The parameters w’ and @' are both private information of individual i and
taken to be the realizations of the stochastically independent random vari-
ables W' and @', respectively. The random variables {1'};er are indepen-
dently and identically distributed (i.i.d.). Their probability distribution is
represented by a cumulative distribution function F': W — [0, 1] with den-
sity f. The random variables {%};c; are also i.i.d.. By p we denote the
probability that any one individual has a high taste parameter,

p = Prob{#l =0y} .

In addition, we assume that a law of large numbers (LLN) applies;’ that
is, almost surely, after the realization of randomness at the individual level,

9Postulating a LLN for a continuum of i.i.d. random variables creates a measurability
problem, as has been noted by Judd (1985) and Feldman and Gilles (1985). There is,
however, a recent literature on modeling approaches which circumvent this measurability
problem; see Alos-Ferrer (2002) or Al-Najjar (2004).



the cross-section distribution of characteristics in the economy coincides
with the ex ante probability distribution that governs the randomness at
the individual level. Accordingly, the value F'(w) and the probability p are
interpreted as the fractions of individuals with earning ability w’ < w and a
high taste parameter, respectively. The LLN also implies that the empirical
skill distribution and the empirical taste distribution are independent; that
is, on every subinterval [w’,w”] C W of the support of the skill distribution,
the share of individuals with a high taste parameter is equal to p.

We assume that the distribution F' is common knowledge. Consequently, at
the aggregate level, there is no uncertainty about the skill distribution. By
contrast, the share of individuals with a high taste parameter p is taken to
be a random quantity; i.e. there is uncertainty with respect to the average
valuation of the public good.

To sum up, the information structure has a known skill distribution and
aggregate uncertainty with respect to the taste parameters. The unknown
parameter p is henceforth also referred to as the state of the economy. It is
the relevant object for the process of information aggregation.

Incentive Compatible Allocation Rules in a Continuum Economy

We limit attention to anonymous and incentive compatible allocation rules.
An anonymous allocation rule (Q,t) consists of a provision rule for the
public good and a payment scheme to cover the cost of provision.

The provision rule ) assigns to alternative values of p a quantity of the
public good,

Q: [071] _)R-l-’ pHQ(p)‘

This provision rule is anonymous in the sense that the level of provision
Q(p) depends only on the distribution of characteristics in the economy. It
does not depend on the skill and taste parameters of specific individuals.'?
The payment scheme t specifies for each individual ¢ a payment obligation
as a function of the distribution of characteristics in the economy p and
individual i’s characteristics (6%, w"). The payment scheme is anonymous in
the sense that individuals with the same characteristics have the same pay-
ment obligation in every state p of the economy. Put differently, individual
payments do not depend on the index ¢. Formally the payment scheme is
described as a function

t:[0,1] x©® x W = R, (p,8,w) — t(p,0,w).

Individuals have private information on their skill and their taste parameter.
This gives rise to the following incentive compatibility constraints.

0Guesnerie (1995) calls this property anonymity in influence.



Definition 1 An anonymous allocation rule is called incentive compatible
(IC) it Vp € [0,1], V(A,w) € © x W, and V(0,w) € © x W,

er(p) - t(p7 97 w) > HwQ(p) - t(p7 év ’LZ))

These incentive constraints are to be read as follows: Suppose that a mech-
anism designer wants to implement an allocation rule (@, t). In a revelation
game, he collects data from all individuals on their skill and on their taste
parameter. The collection of these announcements is then used for two
purposes: first, the profile of all taste announcements (él),e 1 is used to de-
duce the actual value of p; second, for given p, the individual announcement
(él,wl) is used to determine the payment obligation of individual ¢. The
requirement of incentive compatibility deals with this second step only. It
ensures that, for a given state p, an individual is indeed willing to make the
payment prescribed by the payment scheme ¢. Put differently, an individ-
ual has no reason to hide her characteristics in order to achieve a preferred
treatment by the payment scheme.

These IC constraints have to be satisfied for each possible value of p. Put
differently, whatever the “announced state of the world” which arises under
the first step, any individual is willing to reveal her characteristics; i.e we
consider implementation in dominant strategies.

As we consider a continuum economy, no single individual has a direct im-
pact on the “announced state of the world”. This is reflected in the fact
that the same level of p appears on the left hand side and the right hand
side of the IC constraint. As a consequence, no single individual has a di-
rect impact on the level of public good provision. Individuals are concerned
only with a minimization of their payment obligation. This gives rise to
the classical free-rider problem. As access to the public good is free, no one
is willing to pay more than he is forced to.!! These observations yield the
following characterization of incentive compatible allocation rules.

Lemma 1 The following statements are equivalent.
1. (Q,t)is IC.
2. (Q,t) satisfies Vp, V(6,w) and V(é,w), t(p,0,w) = t(p,é,w).

Consequently, any IC payment scheme is constant in the sense that, for
given p, all individuals are treated equally. The converse statement is also

"'Note that if a balanced budget has to be achieved and there are limits to coercion due
to participation constraints as in Mailath and Postlewaite (1990) or in Hellwig (2003), as
well as individuals who do not value the public good at all — i.e. with effective valuation
of 0 — one will end up with = 0 under any admissible, incentive compatible allocation
rule.



true; that is, any anonymous provision rule @ : p — Q(p) gives rise to an IC
allocation rule if accompanied by constant payments, i.e. a payment scheme
that does only depend on p.

Budget Balance and Incentive Compatibility

The per capita cost of public good provision is given by a twice continuously
differentiable, strictly increasing and strictly convex cost function K : Ry —
R, which satisfies K(0) = 0 as well as the boundary conditions

limOK’(a;) =0 and lim K'(z) = cc.

The payment scheme has to be such that the costs of public good provision
are covered, i.e. such that aggregate payments are equal to the cost of provi-
sion. Combining the requirement of a balanced budget with the requirement
of IC yields the following observation.

Lemma 2 An anonymous allocation rule (Q,t) satisfies IC' and a balanced
budget if and only if the payment scheme is such that

Vp € [0,1,V(0,w) € © x W :  t(p,0,w) = K(Q(p)).

Lemma 2 allows us to represent an individual’s assessment of an allocation
rule (Q,t), which is budgetary feasible and incentive compatible, in the
following reduced form, which depends only on the provision rule @,

Up,0', ') = 67Q(p) — Q&) (1)

wt

Remark Using results from Weymark (1986, 1987), this reduced form can
also be derived from the following extended model:

i) The informational structure is as described above. Individual prefer-
ences, however, are defined over a public good @, private goods con-
sumption C, and foregone leisure L = Y/w’, where Y denotes effective
labor supply or income. Preferences of individual ¢ can be represented
by the following utility function

0'Q + u(C) — X

wl
where u is an increasing and strictly concave function.

ii) The decisions on public good provision and taxation are made sequen-
tially. First, the level of public good provision is determined. Then,
given (), an income tax schedule is chosen in order to maximize utili-
tarian welfare subject to incentive compatibility constraints and a tax
revenue requirement of K(Q).



Expected utilitarian welfare

In what follows, we consider mechanism design problems of a benevolent
utilitarian planner. A budgetary-feasible and incentive-compatible alloca-
tion is evaluated from an ex ante perspective, i.e. before the actual value of
p is known. For simplicity, we impose the following assumption on the prior
of the mechanism designer.'?

Assumption 1 The mechanism designer takes p to be the realization of a
random variable which is uniformly distributed on [0, 1].

Under Assumption 1 and the LLN, ex ante expected utilitarian welfare be-
comes

EW = j{[peﬂm—pm]w)— i 28 aw| K(Q(w)) } dp

1
= Aof{@(p)Q(p) - K(Q(p))}dp ,

where A := [(1/w)f(w)dw is an index of the marginal welfare effects of the
cost of public good provision under equal cost sharing and

@(p) — p9H+(i—p)9L

is the effective utilitarian valuation of the public good.

2.2 Information Aggregation

The problem of information aggregation is concerned with the question
whether a mechanism designer is able to learn how many individuals in
the economy have a high taste parameter. Recall that the mechanism de-
signer evaluates the profile of taste announcements (él),e 7 to learn the actual
value of p. Hence, he gets to know the actual state of the world if and only
if (almost) all individuals reveal their taste parameter truthfully.

However, under an incentive-compatible and budgetary-feasible allocation
rule individuals are indifferent which taste parameter to announce; i.e. the
revelation game suffers from a problem of multiple equilibria. The reason
is that we consider only anonymous allocation mechanisms. Consequently,
no individual has a direct impact on public good provision. In addition,
incentive compatibility requires that the payment scheme treats all individ-
uals alike. These two facts imply that individuals are willing to make any
announcement in the underlying revelation game.

2Throughout we do not need to impose a common prior assumption. We only specify
the prior beliefs of the mechanism designer.

10



In particular, this implies that individuals are willing to announce any taste
parameter. The problem of information aggregation, however, is resolved
only if all individuals announce their taste parameter truthfully. We will
now argue that such an obedient behavior cannot be taken for granted.

A problem with the Samuelson Rule

To illustrate this point, we discuss the provision rule Q* : p — Q*(p), which
is chosen by a utilitarian planner who maximizes EW pointwise; i.e. who
maximizes the expression v(p)Q(p) — K(Q(p)) for every p € [0,1]. This
provision rule Q* is nothing but the Samuelson rule under equal cost sharing.
It is characterized by a continuum of first order conditions

Vp: o(p) = K'(Q*(p)).

For brevity, we also refer to Q* as the first best provision rule. Under Q*
individual preferences about the “announced state of the world” result from
the reduced form

* % K *
U(p0.w) = 00 (p) - KL
It is easily verified that

. <0 if fw < v(p)
Upp.0.w) = Q") (6w—15(p)) { =0 if w=0(p),
>0 if Ow > v(p)

Under provision rule Q* an individual prefers a larger level of p — or equiv-
alently a larger level of public good provision — if and only if his effective
valuation exceeds the effective utilitarian valuation. Likewise an individual
with a below average effective valuation below the average prefers to have a
lower quantity of the public good.

These observations imply that an individual would refuse to reveal his taste
parameter if he believed he had an influence on the decision on public good
provision. To see this, consider an individual with a low taste parameter and
a high skill level who has an effective valuation close to 87w. Moreover, for
the sake of concreteness, assume that this individual believes p to be very
low.'? If a vast majority of individuals have a low taste parameter, then
this individual can be sure that his own effective valuation lies above the
average, Orw > v(p). Put differently, under Q*, the individual in question
expects that the quantity of the public good is too low. As a consequence,
the individual would be happy if the mechanism designer perceived p to be
larger. Hence, this individual is inclined to announce a high taste parameter
in order to “contribute” to a more preferred outcome.

¥When this individual decides ex interim what taste parameter to announce, her prior
beliefs put a lot of probability mass on values of p which are close to zero.

11



The Informative Voting Constraints

The point of these considerations is that, even though individuals have no
direct influence on public good provision, they are not indifferent about the
mechanism designer’s perception of p. That is, they are not indifferent re-
garding the outcome of the revelation game.

We now state a formal condition, called informative voting (IV), that we
impose on the mechanism design problem. It is inspired by game-theoretic
models of voting decisions in the field of political economy. For the moment,
we just introduce these conditions and provide an interpretation. However,
in Section 4 we discuss a more rigorous theoretical foundation.

In our setting IV ensures that individuals are “really” willing to reveal their
taste parameter; that is, the IV constraints guarantee that individuals are
not tempted to break the indifference among all conceivable taste announce-
ments such that they “contribute” to a more preferred perception of the state
of the economy by falsely expressing their own preferences.

Definition 2 A provision rule @ is said to satisfy the IV property if the
following holds for any w € W and any p € [0,1]: U(p,fr,w) is non-
increasing in p and U(p, 0y, w) is non-decreasing in p.

These monotonicity constraints are referred to as IV constraints because
of the idea that any individual subscribes to one of two groups, either to
those individuals with §° = 67, or to those with §* = @. Informative voting
hence is a sufficient condition which ensures that each individual supports
the group which shares her own taste parameter. As a consequence of this
behavior, the distribution of votes makes it possible to deduce the actual
value of p.

We interpret the IV constraints as a condition of robustness;'* that is,
they ensure that, whatever the prior beliefs of individuals on the likelihood
of different values of p, no individual has a reason to report a false taste
parameter in order to “contribute” to a more favorable perception of p.

Mechanism Design under IV constraints

We can now define the mechanism design problem of a utilitarian planner
who has to choose an IC allocation rule (Q,t) and, in addition, uses the
1V constraints to ensure that he can deduce the actual value of p from the
profile of taste announcements (él)le 7 in the revelation game.

“Further discussion of this notion can be found in Bergemann and Morris (2005), Chung
and Ely (2004) or Kalai (2004). For mechanism design problems with private values, the
notions robustness and implementation in dominant strategies are equivalent.

12



Definition 3 The following problem is called the informative voting prob-
lem (P): Choose a provision rule ) in order to maximize EW subject to the
1V constraints. The solution to this problem is denoted by Q**, the induced
optimal welfare level by EW™**,

In Section 4 we provide a theoretical foundation for this mechanism design
problem under IV constraints. There, we show that the optimal provision
rule Q** can be interpreted as the limit outcome of a sequence of mechanism
design problems with vanishing individual influence on public good provi-

sion. Before turning to this issue, we characterize the solution of problem
P.

3 Optimal Provision under Informative Voting

In this section we characterize the solution to the informative voting problem.
The key insight is that the extent to which the optimal provision rule Q**
reflects variations in the average valuation of the public good p depends on a
specific measure of preference polarization. The role of skill heterogeneity for
preference polarization is easily demonstrated with the following alternative
characterization of the IV property.

Lemma 3 A provision rule () satisfies IV, if and only if the following two
properties hold for any pair p,p’ € [0,1] with p’ > p:

i) Q is increasing: Q(p') > Q(p).
ii) If Q(p) > Q(p), then

K(Q(p)) — K(Q(p)) _
ovw = —ooi—ow = v

A proof of the Lemma can be found in section A.3 of the Appendix. It
establishes that, with a monotonically increasing provision rule, informative
voting is ensured if and only if the following two conditions are met: an
individual with the top skill level and a low taste parameter wants the level
of public good provision to be as small as possible and an individual with
the minimal skill level but a high taste parameter wants it to be as large as
possible. Intuitively, among all individuals with a low taste parameter, the
effective valuation of the public good is highest for the individual with the
highest skill level. If even this individual wants the public good to be small,
then the same is true for every individual with a low taste parameter. A
similar reasoning applies to the set of individuals with a high taste parame-

ter. These observations allow to prove the following proposition; see section
A3.
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Proposition 1

i) If pw > 0w, then a provision rule @ satisfies the IV property if and
only if it is constant: for all p, Q(p) = Q, for some Q € R,.

ii) The first best provision rule Q* satisfies the IV constraints if and only
if there is no skill heterogeneity, i.e. w = w.

Part i) of Proposition 1 follows immediately from Lemma 3. It establishes
that the requirement of IV may indeed heavily restrict the set of admissible
allocation rules. If 7w > Oyw, then a provision rule satisfies IV if and only
if information aggregation plays no role.

We refer to a parameter constellation with ;w > gw as a situation of
large within-group polarization. This terminology reflects the following con-
siderations: The I'V constraints essentially require that all individuals with
the same taste parameter have the same views on public good provision.
However, individuals who have the same taste parameter differ in their ef-
fective valuations of the public good due to skill heterogeneity. We take
the distance w — w to be a measure of within-group polarization. It is said
to be large if the group of individuals with low taste parameter contains
individuals whose skill level is so high that their effective valuation exceeds
the one of low skilled individuals in the high taste group.

A parameter constellation with w = w is one in which there is no within-
group polarization at all. This implies that the IV constraints do not have
any bite and that the first best provision rule Q* is admissible. To be clear,
there are conflicting interests between groups but these conflicts are no im-
pediment for information aggregation. For any p, low taste individuals have
an effective valuation for the public good which falls short of the average ef-
fective valuation. Likewise high taste individuals have an effective valuation
which exceeds the average level. Hence, if one decides on public good provi-
sion according to the average effective valuation, one ends up in a situation
where the provision level is too low for the high taste group and too high
for the low taste group. But this is exactly the pattern of views on public
good provision which is postulated by the I'V constraints.

The results in Proposition 1 characterize the optimal provision rule under
1V constraints for the extreme cases of no within-group polarization and
large within-group polarization. For the remainder of this section we con-
sider parameter constellations of moderate within-group polarization which
satisfy w # w and 0w < @gw. The key observation is that the second best
provision rule QQ** is characterized by pooling; that is, @** is not strictly
increasing over the whole domain [0, 1].

Proposition 2 Let w < @w. A provision rule which solves the informative
voting problem P is either constant or has two, three or four pooling levels.
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The proof of Proposition 2 can be found in section A.1 of the appendix. The
appendix also contains a formal definition of the terminology provision rule
with two/three/four pooling levels. Here, we illustrate these provision rules
graphically; see figures 1 and 2 below.

Q**

e

0 1

Figure 1: The figure depicts a provision rule with four pooling levels. Over an interme-
diate range Q** is strictly increasing and coincides with the first-best provision rule Q*.

The graph assumes a quadratic cost function which implies that Q™ is a linear function of

p.

Q**

0 1

Figure 2: The figure depicts a provision rule with three pooling levels. A provision rule
with two pooling levels looks similar, except that the image of Q™" consists only of two

elements.

The proof of Proposition 2 is based on the observation that, under I'V con-
straints, the image of a provision rule contains at most one element smaller
than the most preferred provision level of an individual with effective valu-
ation 67w, which we denote by @Qr, and at most one provision level larger
than the most preferred provision level of an individual with effective val-
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uation fgw, denoted by QH.15 Moreover, under moderate within-group

polarization, Q*(0) is smaller than @ and Q*(1) is larger than Q. This
allows us to show that an optimal provision rule under IV constraints has
exactly one element smaller than Qr, and exactly one element larger than
Qpu. These considerations single out provision rules with four, three and
two pooling levels as candidate solutions.

Intuitively, in the light of Propositions 1 and 2, one expects that the second
best provision rule @** looks similar to the first best provision rule Q* if
within-group polarization is relatively mild and becomes more similar to a
constant provision rule as within-group polarization increases. Put differ-
ently, if polarization is mild one expects the optimal provision rule to have
four pooling levels and a large interval over which Q** coincides with Q*. If
within-group polarization becomes more pronounced one expects the opti-
mal provision rule to have two pooling levels.

We refrain from providing a general proof for these intuitive statements.
This would require an awkward exercise, distinguishing a variety of assump-
tions on the parameters 0,0y, w,w and A, i.e. the skill distribution F. We
only provide an example that allows us to verify this intuition.

Example Suppose K(Q) = %Qz, 0r=1,0g=3,andA=1. Letw=1—x
and w = 14+z. In this example x is a measure of the welfare burden imposed
by the requirement of IV. This welfare burden vanishes as x — 0, implying
that w — w. As x — %, one converges to the case with 6w = fgw which
precludes any information aggregation. One may verify that, for sufficiently
small x, a provision rule with four pooling levels is optimal. For z > 272,
an optimal provision rule with four pooling levels is transformed into the
degenerate case with only three pooling levels. Finally, for = close to % a

provision rule with only two pooling levels is superior.

4 Sampling

In section 2 we observed that in a continuum economy, the problem of in-
formation aggregation has no structure because individuals are indifferent
about which taste parameter to announce. For the definition of the informa-
tive voting problem, we just assumed that individuals break this indifference
taking their most preferred perception of the state of the economy into ac-
count. The purpose of this section is to derive the IV constraints in a way
that avoids this ad-hocery.

We discuss informative voting decisions by a finite random sample of N in-
dividuals. In a finite sample, each sample member has a strictly positive

5 To see this, suppose now that here are two provision levels below Qr.. Since preferences
in reduced form are single-peaked this individual prefers the larger of these two. But IV
rules out this possibility.
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influence on the mechanism designer’s perception of p. This structure can
be used to study the limiting case as individual influence becomes arbitrary
small. We thus regard the sampling approach to be a way to single out the
“reasonable” outcome in a continuum economy. Indeed, as we will show
below, as N — oo, the optimal provision rule based on sampling converges
to the provision rule which solves the informative voting problem P.

The sampling procedure that we study is based on the assumption that the
cost of public good provision is shared equally among all individuals in the
economy. Put differently, we consider an incentive compatible scheme of
public goods finance that does not discriminate between individuals who
happen to be in the sample and individuals with the same characteristics
who are not sample members.

Mechanism design based on sampling

For the purpose of information aggregation, the mechanism designer com-
municates with a random sample Sy of N individuals. He uses the number
m = #{i € Sy | 0® = 0y} of individuals with a high taste parameter to
update his prior beliefs on the actual state p of the economy. Based on
these posterior beliefs he decides on public good provision. Consequently, a
provision rule based on sampling of size N

Qn:{0,1,....N} >Ry, m— Qn(m),
specifies a quantity of the public good for each possible m.
A scheme of public goods finance has to satisfy incentive compatibility if
applied to the whole economy and to achieve a balanced budget. Moreover,
with respect to their payment obligations, sampled individuals must not
be treated differently than individuals who are not in the sample. As a
consequence, equal cost sharing is the only admissible payment scheme and
preferences can be represented in reduced form,

Um,0,w) = 0Qn(m)— 7K(Qg(m)) .
In a revelation game, each sampled individual has an impact on the num-
ber m of high taste parameters which are observed by the mechanism de-
signer. The following incentive conditions ensure that each sampled individ-
ual is willing to reveal her taste parameter. We call those constraints the
informative-voting-under-sampling-of-size-N (IV) constraints.

Definition 4 A provision rule Qy allows for informative voting under sam-
pling of size N (IVy ) if the following inequalities hold for all m € {0,..., N—
1} and for all w € W:

OrwQn(m) — K(Qn(m)) > 0pwQy(m+1) - K(Qn(m+1)),

OrwQn(m) — K(Qn(m))

IN

QHU)QN(TTL + 1) — K(QN(m + 1)) .
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The IVy constraints ensure that the truth is a dominant strategy in a game,
in which individuals announce either a high or a low taste parameter and
preferences are given in reduced form.

We assume that the mechanism designer chooses Qn in order to maximize
utilitarian welfare from the ex ante perspective. Ex ante, the sample distri-
bution m and hence the posterior beliefs about the state of the economy are
unknown. The mechanism designer takes m to be the realization of a ran-
dom variable which behaves in accordance with the planner’s prior beliefs
and the Law of Large Numbers. As shown in the appendix, this implies that
the mechanism designer takes m to be the realization of a random variable
which is uniformly distributed over the support {0, 1, ..., N}. Consequently,
an explicit expression for this utilitarian objective function can be derived;
see section A.3 of the Appendix.

Lemma 4 Under Assumption 1, a provision rule based on sampling of size
N, Qn, gives rise to the following level of expected utilitarian welfare

By = Aty 3 {o (55L) Qulm) - K(@u(m)}

According to Lemma 4, a mechanism designer who observes a sample in
which m individuals have a high taste parameter ends up with an effective
valuation of the public good given by

®(m+1) _ m+10g  N-m+10p
N+2/) — N+2 2 N+2 X
Note that this effective valuation is strictly increasing in m, and for all

m € {0,..., N}, it exceeds ©(0) and falls short of o(1).

Definition 5 The following problem is called the finite sample problem Pp:
Choose a provision rule based on sampling of size N, QJ in order to maxi-
mize EWjy subject to the IV constraints. The solution to this problem is
denoted by Q7%, the induced optimal welfare level by EW .

Large samples and the Condorcet Jury Theorem

In the following we will study the behavior of Q% and EWy" as N — oo.
The main result of this section establishes that as N — oo the informative
voting problem P and the finite sample problem Py are essentially equivalent.

Proposition 3 As N — oo, the welfare level which is realized under a
solution of the finite sample problem Py, EW3', converges to the welfare
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level which is realized under a solution of the informative voting problem P,
EW**. Formally,

lim EFWy = EW*.
N—oo

Moreover, if Q** is not constant,'® then for any N € N, EWN < EW™.

A proof can be found in section A.2 of the appendix. Moreover, the ap-
pendix also contains a corollary which strengthens the equivalence between
the concepts of informative voting under sampling and informative voting
established in Proposition 3: If there is a unique solution Q** of problem P,
then the optimal provision rule under I'V constraints, Q**, and the optimal
provision rule under I'Vx constraints Q% “coincide” in the limit.

As a further corollary of Proposition 3, we can prove a version of the famous
Condorcet Jury Theorem. This theorem is concerned with decision making
in committees. In its most simple version,'” the theorem says that when-
ever each committee member has some private information on the state of
the world and, moreover, all committee members have identical preferences,
then it is always preferable to have a larger committee. The underlying logic
is that a larger committee has more pieces of information available and is
thus more likely to take the “right” decision.

For our version of the Condorcet Jury Theorem we interpret the random
sample Sy as a committee.'® We then ask whether there is a finite optimal
sample size.

Corollary 1 Suppose that provision rule Q** is not constant. Then for any
given N € N there exists N’ € N with N’ > N such that EW* < EW}.

Whenever some degree of information aggregation is desirable, there is no
optimal sample size. The intuition for this result is the following. A grow-
ing sample size N implies that the mechanism designer’s estimate of the
actual state of the economy becomes more precise. This allows for a better
adjustment of the final provision level to the actual state of the economy.
However, a larger N also implies a larger set of IV constraints. These
additional constraints, however, do not undermine this reasoning. A mecha-
nism designer with a large sample can always mimic a small sample outcome
by choosing not to use certain pieces of information. Hence, larger samples
generate additional degrees of freedom for the mechanism designer.

SSufficient conditions are: 1w < Ogw, Q*(0) < Q*(1) and Q*(0) < Q*(1).

'7See Austen-Smith and Banks (1996) and Piketty (1999). A more advanced treatment
can be found in Feddersen and Pesendorfer (1997).

'8 A similar approach can be found in Auriol and Gary-Bobo (2005).
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5 Concluding Remarks

We have addressed a problem of public goods provision in a continuum econ-
omy with uncertainty about the average valuation of the public good. We
have shown that in this environment any anonymous allocation mechanism
faces a problem of equilibrium selection, since individuals are literally indif-
ferent between all actions they have available.

We have formulated two different approaches for dealing with this problem.
The first, rather naive, idea is to use an individual’s preference over the
composition of the economy to break his indifference; i.e. whenever he is in-
different between, say, announcements a and b but would be happy if more
individuals in the economy announced b, then assume that the individual in
question will announce b as well.!?

The second approach, informative voting under sampling, distinguishes more
explicitly between information aggregation to determine the optimal quan-
tity of a public good and the financing of this desired quantity. A scheme
of public goods finance that has to be incentive compatible for the whole
economy is taken as given. Under this premise, a large random sample of
individuals is used to aggregate information. Sampled individuals now have
an impact on public good provision, and this unambiguously governs their
behavior. Hence, the multiple equilibrium problem is eliminated.

Finally we have shown, that, for large random samples, these two differ-
ent approaches are equivalent. That is, the simple rule which we refer to
as informative voting can be interpreted as the limit outcome of vanishing
individual influence under a voting mechanism with a finite number of indi-
viduals.

A third approach that also provides a foundation of the informative voting
constraints can be found in Bierbrauer (2005a). In this paper an admissible
provision rule for public goods has to satisfy a condition of collective incen-
tive compatibility, which eliminates incentives for collective manipulations
of the perceived state of the economy. For the quasi-linear environment an-
alyzed in the present paper, this requirement is shown to be equivalent to
the informative voting constraints.

19Tn models with voting over two alternatives and a continuum of voters one often finds
the statement that this behavior is the only one which survives the elimination of weakly
dominated strategies. Implicitly, this reasoning appeals to a large but finite economy.
Examples include Gersbach (2005) or Meirowitz (2005).
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A Appendix

A.1 Proof of Proposition 2

Before turning to the proof of the proposition we state the formal definition
of a provision rule with two, three and four mass points, respectively.

We first need to introduce the following piece of notation. For a provision
level Q with Q < Qr., denote by @ the provision level which satisfies Q < Q
and 0pw@ — K(Q) = 0,00 — K(Q), that is, an individual with effective
valuation #w is indifferent between the provision levels @ and Q Likewise,
for any @ with Qy < Q, denote by Q the provision level with Q < Q and

OrwQ — K(Q) = 0pwQ — K(Q).

Definition 6 An increasing provision rule Q4 : p — Q4(p) is said to have
four pooling levels if

Q3 for 0<p<p,
Q; for p<p<yp,
Qalp) = Q*(p) for p'<p<yp,
Qy for p<p<p,
Q, for p<p<1,

where the critical indices are implicitly defined by the following equations:°

o(p) = 0w, Q'(W)=Q;, Q*W)=0qQ,, (p)=0nw.

QR 0) Qi Qr @ Q) Qu@} Q*(1)

Figure 3: The figure depicts a provision rule characterized by four pooling levels.

20This definition already presumes an optimal choice of the critical indices: a utilitarian
planner will choose, e.g. , p according to the following criterion: Let Q(p) = Q3 if and
only if 9(p)Qi — K(Q3) exceeds @(p)@i — K(QZ). Given the binding IV constraint which
links Q5 and Q3, this is equivalent to Q(p) = Qi if and only if v(p) < 0.
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If the range where the provision rules 4 and @Q* coincide shrinks to a
singleton one has a provision rule characterized by three pooling levels.

Definition 7 An increasing provision rule Qs : p — Q3(p) is said to have
three pooling levels if

Q3 for 0<p<p,
Q3(p) = g for p<p<p,
Q, for p<p<l,

where the critical indices p and p are defined implicitly by the equations

v(p) =0rw and ov(p)=0hgw .

The medium sized provision level Q%" is now linked via a binding I'V con-
straint with )5 and via a binding I'V' constraint with Qg, ie QF = Q§ = @é
If the medium range shrinks further, there is no provision level lying between
Q1 and Q e Such a provision rule is characterized by two pooling levels .

Definition 8 An increasing provision rule Q2 : p — Q2(p) is said to have
two pooling levels if
{ Q5 for 0<p<p,

Q2(p) Q, for p<p<1,

where the critical index p is defined implicitly by the equation
0(P)Qs — K(Q3) = u(p)Qh— K(Qb) -

Proof of Proposition 2. The required arguments are lengthy but not
difficult. Hence the arguments are only sketched. As has been shown in
Proposition 1, there are parameter constellations such that Q** is indeed
constant. Now suppose that Q** is not constant. Thus, by Proposition 1,
0w < Ogw and hence Q*(0) < Qp < Q@ < Q*(1). We show within the
next three steps that Q** is a provision rule with either two, three or four
pooling levels.

Step 1. Denote by Vg the image of a provision rule @, i.e. x € Vg if and
only if there exists p € [0, 1] with Q(p) = x. Under the IV constraints, there
exists at most one element z € Vg with z < Q.

Proof of step 1. To see this, suppose, to the contrary, that there exist
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z,y € Vo with x < y < Qr. Under IV, as characterized in Lemma 3, this
implies that there exist p and p’ > p, with Q(p) < Q(p') < Qr. This yields

0rwQ(p) — K(Q(p)) < LwQ(p") — K(Q(p')) ,

a contradiction to the IV requirement for an individual with effective valua-
tion f7,w. Analogously one shows that the image of an admissible provision
rule contains at most one element x with x > @

Step 2. We now show that a provision rule @ for which there exists y € Vg
with y € [Qr,Q ] is a candidate for a solution only if there exist x,z € Vg

Wlthx<QLandQ < z.

Proof of step 2. To thls end, we first argue that a provision rule ) for which
there exist neither z € Vg Wlth x < Qr nor z € Vg with z > @  cannot be
optimal. Such a hypothetical provision rule would satisfy Vg C [Qp, Q H].
This can be optimal only if Vo = [QL, Q H] which would be the degenerate
case of a provision rule with four poohng levels, which results as the limit
outcome as Q4 converges to Q, and Q4 converges to Q Under a provision
rule characterized by four pooling levels, expected Welfare EW satisfies the
following equation:

B — oo (B)ai-wen]+w - o

p

#) Qi - K(Qi)]

+ [ o010 o) - K@ o)} + -] o (152 ) 24 - (@)

+01-5) [o(F5L) @4 - K@b)]

where QZ and p’ are implicit functions of @Qf. Similarly, QNZ and p’ are
implicit functions of Q). Taking these functional relationships into account,
one may compute the partial derivatives and verify that

s ! s !
lim. %Q;"Q“) <0 and lim w > 0.
Q;—Qr 99 Q\—Q, 9

Thus, Q5 = Q, and Qﬁl = QH cannot be optimal.

We now argue in a similar manner that it cannot be optimal to choose a
provision rule with y,z € Vg satisfying Qp < y < QH < z, but without
x € Vg satisfying x < Qr:

Define Z < @, by the equation fgw z—K(z) = fgw z— K(Z). Note that for
such a provision rule to be a optimal under IV it has to be true that y < z
and that Vg = [Qr,2] U {z} by step 1 and the requirement of optimality.
Again, this is a degenerate case of a provision rule with four pooling levels ,
namely the one that results as Qj converges to @, and Qﬁl = z. As above,
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this hypothetical solution can be ruled out as

i, ZW@LQ)
Q5—QrL Q3

The analogous argument allows us to rule out a provision rule with =,y € Vg
andz < Qp <y < @, but without 2 € Vg satisfying z > Q.
Step 3. We now claim that a provision rule, for which there exist =,y € Vg
with Qp < 7 < y < @, is a candidate for a solution only if the whole
interval satisfies [z,y] C Vg.
Proof of Step 3. By step 2, there are a,b € Vg with a < Qp < QH < b.
Define b < @, by the equation gw b— K (b) = 0w b— K (b). Analogously,
define & > Qr by 0w a — K(a) = 0w a — K(a). For the hypothesized
provision rule to be a optimal under IV, it has to be true that a <z <y < b
and that [z,y] C [a,b] C Vg.
Steps 1-8 imply that an optimal provision rule under IV, which is not
constant, has to be one with two, three or four pooling levels.

|

A.2 Proof of Proposition 3

We start with the observation that the maximal welfare level EW™**, which
is achievable under IV constraints, is, for any sample size N, an upper
bound for the expected welfare that is achievable under I'Vy constraints. To
establish this claim, we define, for any given N € N, the following piecewise
constant continuation of the solution of problem Py, which we denote by

YL

N

0.1 — {QR(m)YN_,, with

Qvp) = Qlm) for Mo <p< i (2)
QN(1) = QW (N).

The welfare level induced by Q*N* is denoted EW *]\j

Lemma 5 For any N € N, the following inequalities hold:
EW} < EWy < EW*™.

The first inequality is strict if and only if Q77 is not constant.

Proof of Lemma 5. We note that the requirement of /Vxy can be char-
acterized analogous to the characterization of the IV property in Lemma
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3. Accordingly, a provision rule based on sampling Q) satisfies IV if and
only if the following two properties hold for any pair m,m’ € {0,1,...,N}
with m’ > m:

i) Qn is increasing: Qn(m’) > Qn(m).
ii) If Qn(m') > Qn(m), then

b > K@) = KQuim)

vz ) —awm) =

By definition, @}k\}" is monotonically increasing in p and inherits the IV
property from the fact that {Q%(m)}Y_, is IVy. This is obvious from
the above characterization of I'Vy and Lemma 3. Hence, by the optimality
of @** among the provision rules satisfying IV, EW j\}k < EW**. It thus
remains to be shown that EW " < EW X,k

In order to compute EW *]\;k, we first collect a number of observations which
are easily verified by the reader.

1. For all p,p € [0,1]

[Towdp = -po (L)

2. For all m € {0,1,...,N}

m—&—% . m+1+ m—%N
N+1 — N+4+2 (N+1D)(N+2)°

3. For all z,y € [0,1] with x +y € [0,1], v(z +y) = v(x) + @y.

4. By definition of EW " and Q77
N
‘17** 1 E by +1 ook kK

Using these equalities, one arrives at

kk 1 ~ ~
EWy = A {omQx () - KQF ()} dp
0
_ Kok O — 05, N 1 ko
= EWY + o 2 (m—sN)Qy (m) .

N
To complete the proof, we show that > (m — %N) N (m) > 0. This ex-

m=0
pression equals

1
5V
m=0

(GN —m)(@Qy (N —m) — Q¥ (m))
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if N is even and

N-1

SaZo(GN = m)(@QR (N —m) — Q5 (m))

if N is odd. However, as Q% is increasing, those sums are non-negative.
Moreover, they are strictly positive, and hence EWy" < EW*N* if and only
if Q7 is not constant.

|

Proof of the first statement of Proposition 3. We now establish that
EWR" converges to EW™** as N goes to oo.

Let Q** be a solution of problem P and T‘j\} its restriction to the domain
{0,1,...,N}. Formally, for each m € {0,1,..., N}, QT]’Q(m) is defined by
the equation QT]’Q(m) = Q" (%) One easily verifies that QT]’\‘, has the I'Vy
property.

Denote by EVVG\’; the expected welfare level induced by Qm Then, since Q3
is optimal among the provision rules with the IV property, EVV"KF < EWRF.
Moreover,

By = gty & (o () e (%) - K@ (%)

m=0
- ok £ () e () - e ()

The first term in this sum is known as the Riemann sum?! for ¥(p)Q**(p) —
K(Q*(p) and thus converges to EW™** for growing N. The second term
in the sum is bounded from above by the expression vajrgL Q**(1), which

vanishes as N — oco. Consequently,

lim EW®: = EW**.
N—oo IN

Summing up and using Lemma 5, we have
EW** = lim EVV[‘;Q} < lim EWy < EW*™.
N—o0 N—o0

21Sce e.g. Heuser (1998, Ch.10).
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Proof of the second statement of Proposition 3. We now show that
EW " is strictly smaller than EW** for any N provided that Q** is not a
constant provision rule.

Denote by EW™ the maximal level of expected welfare which can be gener-
ated by some constant provision rule. If the solution to problem P is not
constant, then EW" < EW**. If, for N € N, a solution to problem Py is
constant, then EW" = EW*" < EW**. If, by contrast, 3 is not constant,
then EW " < EW™* by Lemma 5.

|

We finally establish the following corollary of Proposition 3.

Corollary 2 Suppose there is a unique solution Q** to problem P, and let
N be defined as in (2). Then, for all p € [0, 1]

Jim QN () = Q"().

Proof of Corollary 2. By Lemma 5 and Proposition 3,

lim EW} = lim EWy = EW*™.

N—oo N—oo

Q*]\’; is IV for all N € N. Thus, the uniqueness of Q** among the provision
rules which satisfy I'V and yield welfare level EW™** implies the claimed
property of pointwise convergence.

|

A.3 Further Proofs

Proof of Lemma 3. We first show that the IV constraints imply state-
ments i) and ii). The I'V constraints imply that the following two inequalities
have to hold,

OLwQ(p) — K(Q(p)) > 0rwQ(p)— K(Q®)),
0rwQ(p) — K(Q(p) < 0gwQ(p') — K(Q)) .

Adding up these inequalities yields:

(O —0L)wlQ@P) —Q(p) = 0.
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This establishes i). Now suppose that Q(p) < Q(p’). Then for any w € W,
IV requires that

KQW)) -KQP) -
Q) — Q(p) -

HLU) .

This property holds for all w € W if and only if it holds for the largest skill
level w,

K(Q@)) - K(Q(p) _
o) —ap = -

Likewise we derive the requirement

K(Q®)) — K(Q(p))
by 2 T —aw

This establishes ii).
The proof that i) and ii) imply that the I'V property holds is now immediate.
|

Proof of Proposition 1. Statement i) is a direct consequence of Lemma
3. It thus remains to be shown that Q* satisfies IV if and only if w = w.
To prove the “only if” part, suppose that w # w. Consider the indirect
utility function U*(p, 0, w). As shown in the body of the text, U* is increas-
ing in p as long as w > v(p), i.e. the individual’s effective valuation of the
public good exceeds the effective utilitarian valuation. Analogously, U* is
decreasing in p if Aw falls short of the utilitarian valuation. Now consider a
level of p such that??

oo > © 2

Lw > u(p) > =

This implies that there exists a critical value w €|w, w[ such that all indi-
viduals with 6% = 07, and w’ > @ have an effective valuation 87w’ exceeding
v(p). Therefore, they would prefer a slightly larger perceived value of p.
This violates the IV property.
To prove the “if” part, suppose that w = w =: w. As @Q* is a strictly in-
creasing function, Lemma 3 states that Q* satisfies IV if and only if p’ > p
implies that

- K(Q"(p)) — K(Q"(p)) -
b = oo —ew =

22As 9(p) is a convex combination of QTH and QTL7 for any = € [GTL7 GTH] there exists p
such that 9(p) = =.
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We show in the following that the convexity of K and the first order condi-
tions characterizing Q* imply that these inequalities are indeed satisfied for
any pair p’ and p with p’ > p. From the convexity of the cost function, we
have

1y (ot K(Q*(p')) - K(Q*(p)) 1( Ay
K'(Q*(p") > o0 =0 () > K'(Q*(p)) -

With w = @w =: W, the first order conditions characterizing Q* imply

K'(Q*(p) = o(p) = w@ig+(1-p)dr) > oL,
K'(Q*()) = o) = o@ag+(1-p)0r) < @by .
||

Proof of Lemma 4.

Step 1. We first derive the posterior beliefs of the mechanism designer.
The mechanism designer’s prior beliefs are given by the density function ¢.
Under Assumption 1, ¢(p) = 1 for all p € [0,1]. Let v be the number of
agents with a high taste parameter in a sample of size N. Again, from an
ex ante perspective, v is a random variable, with?3

1
priv=m) = {pr(v =m | p)p(p)dp
1 (3)
= {(ﬁ)pm(l—p)N‘mdp - -

This is intuitive, with p uniformly distributed, all possible realizations of v
are equally likely. Now suppose that ¥ = m and consider the conditional
density ¢ thereby induced over p. By Bayes’ rule

on(p|v=m) = ZL=mIPo®) _ (N4 q)(N)pm(1 - p)N-m

pr(v=m)

23 The following relation is used repeatedly:

m!l(N —m)!

,Ofpm(l—P)Nimdp = W
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Step 2. Expected welfare at the interim stage is hence given by

EWR(m) = AE[p(p)Qn(m) — K(Qn(m)) | m]

1

= M [p(p)Qn(m) — K(Qn(m))]p(p | v =m)dp

0

AN+ () ([P0 Q) @)

pr(—pNm dp)

7 /\{m+19_H+N—m+19_L

N+2 A N +2 )\}QN(m)_K(QN(m)).

Step 8. From the ez-ante perspective, the outcome m of the sampling pro-
cedure is the realization of a random variable, which we denote by v. Taking
expectations over m, using (3), expected welfare from the ez-ante perspec-
tive equals

N .
S EW (m)pr(v = m)

EWy =
m=0
N
= Ay X {7 () @vlm) - K@xmp}
||
References

Al-Najjar, N. (2004). Aggregation and the law of large numbers in large
economies. Games and Fconomic Behavior, 47:1-35.

Alos-Ferrer, C. (2002). Individual randomness in economic models with a
continuum of agents. Working Paper 9807, Dpt. of Economics, University
of Vienna.

Auriol, E. and Gary-Bobo, R. (2005). On robust constitution design. Mimeo,
Universit Paris 1 Panthon-Sorbonne.

Austen-Smith, D. and Banks, J. (1996). Information aggregation, rationality
and the Condorcet jury theorem. American Political Science Review,
90:34-45.

Bergemann, D. and Morris, S. (2005). Robust mechanism design. Econo-
metrica, 73:1771-1813.

30



Bierbrauer, F. (2005a). Collectively incentive compatible tax systems.
Mimeo, Max Planck Institute for Research on Collective Goods, Bonn.

Bierbrauer, F. (2005b). Distortionary taxation and the free-rider problem.
Mimeo, Max Planck Institute for Research on Collective Goods, Bonn.

Bierbrauer, F. (2005c). Optimal income taxation and public good provi-
sion in a two-class economy. Preprint 2005/25, Max Planck Institute for
Research on Collective Goods, Bonn.

Chung, K. and Ely, J. (2004). Foundations of dominant strategy mecha-
nisms. Mimeo, Northwestern University.

Clarke, E. (1971). Multipart pricing of public goods. Public Choice, 11:17—
33.

Crawford, V. and Sobel, J. (1982). Strategic information transmission.
FEconometrica, 50:1431-1451.

d’Aspremont, C. and Gérard-Varet, L. (1979). Incentives and incomplete
information. Journal of Public Economics, 11:25—-45.

Feddersen, T. and Pesendorfer, W. (1997). Voting behaviour and infor-
mation aggregation in elections with private information. FEconometrica,
65:1029-1058.

Feldman, M. and Gilles, C. (1985). An expository note on individual risk
without aggregate uncertainty. Journal of Economic Theory, 35:26-32.

Gary-Bobo, R. and Jaaidane, V. (2000). Polling mechanisms and the de-
mand revelation problem. Journal of Public Economics, 76:203-238.

Gersbach, H. (2005). Democratic mechanisms: Double majority rules and
flexible agenda costs. Mimeo, University of Heidelberg.

Green, J. and Laffont, J. (1979). Incentives in Public Decision-Making.
North-Holland Publishing Company.

Grossman, G. and Helpman, E. (2001). Special Interest Politics. Cambridge,
MA, MIT Press.

Groves, T. (1973). Incentives in teams. Econometrica, 41:617-663.

Guesnerie, R. (1995). A Contribution to the Pure Theory of Tazation. Cam-
bridge University Press.

Hellwig, M. (2003). Public-good provision with many participants. Review
of Economic Studies, 70:589-614.

31



Heuser, H. (1998). Lehrbuch der Analysis, Teil 1. Teubner; Stuttgart,
Leipzig.

Judd, K. (1985). The law of large numbers with a continuum of i.i.d. random
variables. Journal of Economic Theory, 35:19-25.

Kalai, E. (2004). Large robust games. Econometrica, 72:1631-1665.

Mailath, G. and Postlewaite, A. (1990). Asymmetric bargaining procedures
with many agents. Review of Economic Studies, 57:351-367.

Meirowitz, A. (2005). Polling games and information revelation in the down-
sian framework. Games and Economic Behavior, 51:464-489.

Mirrlees, J. (1971). An exploration in the theory of optimum income taxa-
tion. Review of Economic Studies, 38:175—-208.

Piketty, T. (1999). The information-aggregation approach to political insti-
tutions. Furopean Economic Review, 43:791-800.

Samuelson, P. (1954). The pure theory of public expenditure. Review of
FEconomics and Statistics, 36:387—-389.

Schultz, C. (1996). Polarization and inefficient policies. Review of Economic
Studies, 63:331-343.

Weymark, J. (1986). A reduced-form optimal nonlinear income tax problem.
Journal of Public Economics, 30:199-217.

Weymark, J. (1987). Comparative static properties of optimal nonlinear
income taxes. Fconometrica, 55:1165-1185.

32




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket true
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [595.276 841.890]
>> setpagedevice




