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You may wonder how such markets could even be rated on the “accuracy” of a probability
statement like “there’s a 70% chance of rain tomorrow.” Tomorrow only happens once -- not
thousands of times over which we could form a sample and assess how close to seven tenths
was the proportion of days on which it rained. That’s not a trivial problem to solve -- lots of
complex math has been devoted to answering it (by Hanson and others). As I understand fit,
the basic intuition is this: Suppose there are several information institutions predicting
whether P will or won’t occur. Pundits, academics, statistical models, etc. make predictions
on P. Then suppose P comes true. Now we can assign points to each information institution.
If it predicted P with 99% confidence then it would get lots of points. If it predicted P with
only 66% confidence, it gets points, but fewer. If it predicted P was unlikely to happen with
only a 25% chance, it would have lost some points. And if it said P was 0.1% likely to
happen, it would have lost tremendous amounts of points. Iterate this process over thousands
of different predictions and the final scores constitute a study which suggests the relative
informative strength of prediction markets.
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