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On the public use of prediction market

Tadashi OKANO

Abstract

In this paper, we study conditions for proper use of prediction markets. The prediction
markets can provide an accurate probabilistic forecast when it is appropriately operated.
However, the prediction market has not been used to support public decision-making. One of
the reasons is that its output has not been understood enough to be credible. Therefore, we
analyze the compatibility between this method and targets. Forecasting methods are used to
overcome the "predictive difficulty” with targets. However, only a few researchers associate
types of methods with "prediction difficulty." Therefore, firstly we examine comparative
experiments of prediction markets and other methods. In this work, we approach the
difference in the nature of "prediction difficulty"’ with the prediction target. According to
this research, "predictive difficulty” is made up of three factors. The first case is that the
information that is used for inference is scattered. Second, there are complex relationships
between variables, which consist of different situations. Finally, there are chaotic
uncertainties. Prediction markets collect scattered information, and we can make a collective
evaluation of uncertainty. However, when a situation is involved with "complexity,’ this
performance is reduced. Discussion combines scattered information with complexity. Experts
show excellent performance when there is complexity that can be structured. However,
these methods cannot properly handle multiple subjective probabilities, and we suggest the

appropriate role sharing of forecasting methods.
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