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• We explore a new approach for threshold public 
goods provision through contract. 

• This contract offers, to donors who agree to donate a 
minimum price, an assurance payment as 
compensation in the event that the group fails to 
achieve the cost threshold. 

• We conduct lab experiments to assess the 
effectiveness of the new approach relative to the 
standard provision point mechanism (PPM). 

Introduction ResultsExperiment Parameter and Treatment

Theoretical Background
• Provision Point Mechanism

𝜋" = $
𝑣" − 𝑏", 𝑖𝑓	∑𝑏- ≥ 𝐶
0, 𝑖𝑓	∑𝑏- < 𝐶

where 𝜋" is individual i’s profit, 𝑣" is the induced value, 
𝑏" is the contribution. A public good is provided if the total 
group contribution ∑𝑏- is higher than the threshold cost, 𝐶. 
Otherwise, the public good is not provided and individuals 
get zero profits. 

• Assurance Contract

𝜋" = 2
𝑣" − 𝑏", 𝑖𝑓	∑𝑏- ≥ 𝐶

𝐴𝑃, 𝑖𝑓	∑𝑏- < 𝐶, 𝑏" ≥ 𝑀𝑃
0, 𝑖𝑓	∑𝑏- < 𝐶, 𝑏" < 𝑀𝑃

where MP is the minimum price and AP is the 
assurance payment. Compared to the PPM, one will 
receive an assurance payment if her contributes at least 
MP and the group fails to provide the public good. 

• Provision Success (Group Level Observations)Variable
Homogeneous 
Induced Value

Heterogeneous 
Induced Value

Number of Groups 2 1
Group Size 5 10

Endowment 15 15
Provision Point (PP) 30 30

Induced Value 10
{3, 3, 4, 4, 5, 7, 8, 8, 

10, 12}
PP/(Group 

Induced Values)
60% (=30/50) 46.875% (=30/64)

AP(= MP) 6
{6=30/5, 4.3=30/7, 

7.5=30/4}
# of Periods 25 25

Minimum 
Contribution Unit

0.1 0.1

Treatments: 
• Ho-PPM: Homogenous induced value, PPM.
• Ho-AP6: Homogenous induced value, where Assurance 

Payment and Minimum Price are equal to 6. 

• He-PPM: Heterogeneous induced value, PPM. 
• He-AP6: Heterogeneous induced value, where 

Assurance Payment and Minimum Price are equal to 6. 
• He-AP4.3: Heterogeneous induced value, where 

Assurance Payment and Minimum Price are equal to 4.3. 
• He-AP7,5: Heterogeneous induced value, where 

Assurance Payment and Minimum Price are equal to 7.5.

• Each treatment is replicated by 60 subjects.  

Treatment Provided Provision 
Rate

Total
0 1

He-AP4.3 82 68 0.45 150
He-PPM 77 73 0.49 150
Ho-PPM 150 150 0.5 300
He-AP7.5 55 95 0.63 150
He-AP6 46 104 0.69 150
Ho-AP6 210 90 0.7 300

• Social Surplus

Notes: Two-factors Random Effects Model results indicate significant 
treatment effects except for He-AP4.3. 
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