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CONTINGENT VALUATION:
A QUESTION OF VALIDITY
RUSSELL BLAMEY'

! Postdactoral Fellow, Research School of Social Sciences, Australian Natiopal University, ACT 0200,




1. Introduction.

Since the early work of Davis (1963), Hammock and Brown (1974) and others, the
Contingent Valuation Method (CV) has been used to estimate the economic value of a
wide range of public and quasi-private goods. However despite a great deal of research.
the technique remains controversial, with the accuracy of the associated estimates of

total cconomic value (TEV) still being largely unknown.

The purpose of this paper is to reflect on the evolving state-of-the art in CV practice
worldwide, and address the question of what constitutes a valid CV response. The paper
proceeds as follows. Section 2 identifics several different candidate objectives of CV,
and considers how different CV formats rate against each of these objectives. Section 3
briefly considers how CV fairs with respect to principles of ecological sustainability,
and contrasts CV with some alternate methods of providing input regarding
environmental values o decision-makers. Section 4 discusses what the author believes
to be the major impediment to successful application of CV in this country, namely the
identification of a payment vehicle that is plausible at a national level. Some conclusions

are finally drawn.

2. What are we trying to measure?

Mitchelt and Carson (1989) define the validity of 4 measuare as the "degree 1o which it
measures the theoretical construet under investigation...In the CV context the theoretical
construct is the maximum amount of money the respondents wuld actually pay for the
public good if the appropriate market for that public good existed" (Mitchell and
Carson, 1989, p190). In considering the CV-relevant notion of validity, several
possibilities arise, cach relating to a different purpose of CV. These may be defined as

follows:

: Psychologlsu and-other social scientists ofien refer to-specific typesof validity. Coritent val:d:ty {or
ﬁcc vnhduy), for examph,, involves mc degrcc 1o which a-measure rcﬂccts Ihv., con:.truct af' lnu.rcw Tha

wh;ch 1l1c measure rcmcs m other measures as prcdlclt.d by lhnory (Mnch {8
term theoretical validity is used 10 refer o construct validity that involves lookmg i
among measures of different constructs (e.g, WD, price, income):




Marker validity - Docs the technique provide the basig for an unbinsed eéstimate of WP
for the difference qy - g in environmental services, a8 would be reflected by market
purchages, i o market actually existed for these seeviees? 10 s assumed hore that this
implies o voluntary market. Adveruging would be needed 1o rise product awareness,
and actual payments would depiend erucially on the ease with which payments are to be

made (lamey 1994, 1995),

CBA Veduation Validity - Does the technique provide the basis for an unbissed estimate
of TEV for the difference gy - qq m environmental services, as required for the purposus
of CBA? Compulsory payments and provision of information may be justificd here by

appeaking to ment good type argiments,

Pragram Valuation Validity - Dogs the teechmgue provide un uubiased estimate of the
vilue the public attaches (or would sttach given the same :nformation) 1o a given
government policy or program? Similar 1o CBA valuation validity, but net just
interested in oy - g, but also any other attributes of the program, including those
pertaning to apportunity costs and the means by which the program is 10 be

implemented,

Electoral Validity - Docs the technique provide an unbiased estimate of the proportion
ol voters who would actunlly vote for the issue (good, policy or pragram) it question,
were a referendum actually to be held? Information supplied 1o respondents would noed
to align s closely as possible to that which they would be exposed to in-the build up o

the aetiml election.

The past deeade has geen a general mevement away from tlie use of opensended CV
guestions and voluntary trust Gund formag, in favour of closed-ended questions and
referendum formats, Tnstead of agking *What is the maximum amount of mongy you

would volunteer o obtain the environmental improvement-qy=qy?', the-preferred formiat




now involves ssking whether or not the individuat would vote yes or no ot referendinm
mowhich it owere proposed o provide the speeificd enviropmental services ab an
addinonnd sost of $e to each (adult) madividual. Blamey et 1l (1995) argue 1that referenda
CV formuts prime “extizen voter” responses whieh involve o departure from the type of
response that ¢s songht for the purpose of CBA vabuation validiy ' Blamey (1995)
argues that likely charmetenisties of CVoresults that are more consistent with o vater

tnterpretation the the destred 'constimer” iterpretatton melude:

(1) Rexpondents kg into accaunt the opportustity costs aasociated with preservation;
() Respondenss subordinnting private interests such ag use and option values in favour
of collective wterests; (n)Respondents teking u rmnge of procedural fstiee nations inte
aceount, when the object 1s to estimate the outeome-related nation of TEV?, and

(v} Respondents sometimes having preferences of o seemingly lexicogrmphie anture,
motivated by erher deontologieal ethies, rules of thumb or other decigion tles and
heunstics, sometimes coupled with the mnonal desire o express one’s prefercnees and

values. Seetion 4 chsengses some of the tatter possibilities in further defuil.

it 15 also noted that the tendency 1o use median rather trn meon estimates of WTP i3
more consistent with o voling interpremtion of sesults than o CBA valuation
interpretation. . Whnt constitutes o valid CV guestion depends of conrse on what te
purpose of CV is perceived to be. Consider how different CV formats perforn against

eich ol the above notions of validity. Table 1 sunmarises the findings. A flest poing to

¥ Dlinay (199%) argues Unil “citizens respanses’ m ight be distinguished from "conmnner raaponses’
aecording fo sever il disangions, each of which presents i continuim-of possibilities.

" Although this concern s wiskenesd by the observation it behaviour Iy whways contexil, apd
procadures constituti prot ol tits context, wproblem stitl repitig whict the provedures arean artifict of
the CV seenrio, and bear fitthe rescmblanus 1 teality. Further, imagine ioise in which responses e
determings shiost entively by procedur) epicerns. Suppose thatonly 10 pumm nf‘ilm mmi‘m p
cach individual's respange relites todlie magnitide ot'e free THV. .

GV respoise, in terms of “ u@mmunr mmlu-s TV Ggrpe
m,t!imixmllyxig

manifested in the !{mi ol
involven !xypmhm feal i
studiog.




note is that market validity is unlikely to ever be satisfied, the only exception being
coses where ease of payment in the actual market is extremely high, as in small scale
‘simulated-market’ laboratory studies involving low priced goods of an essentially
private nature. In the context of current state of the art CV practice, where political

market models are employed, the notion of market validity is irrelevant,

Now consider CBA valuation validity, Only the trust fund and the first of the
referendum formats are consistent here,  Problems arise, however, when: individuals
bring their pre-existing beliefs and attitudes to the valuation situation, and the survey
instrument does not result in the moulding required for a consumer surplus, TEV
interpretation of results. Opportunity costs of perservation are likely to be an important
influence in motivating an individual’s response, for example. The trust fund format
will be particularly prone to strategic and protest responses. Both formats require the
identification and removal of protest and lexicographic responses.  The more
assumptions one is prepared to make, for example regarding the effective removal of
protest and lexicographic responses, and the influence of beliefs concerning the
opportunity costs of preservation, the more results can be interpreted as valid, in a
consumer surplus TEV sense. The extent to which these assumptions are themselves
valid is often difficult to ascertain, Some practitioners may prefer to-aveid or minimise
such assumptions, and employ an alternate, more valid design and / or interpretation of

results,

Although program valuation validity is potentially satisfied for, or consistent with the
use of, all but the second CV formats listed in Table 1, only one is likely to be viable in
the usual valuption sense: the trust fund format is unlikely to be perceived as an
appropriate social choice mechanism, and the redirection of public expenditure format
does not provide the sort of valuation information that economists typically look for.
 has the

The latter may however provide a useful alternate-inputto decision-making,




removal of protest and lexicographic responses, and the public to be convinced that

additional taxes (or some variant thereof) are realistic, if true valuations are sought, In

Australia, this presents a substantial challenge. This is discussed in Section 4.

Market v;xmug

UBA Valuation Validity

Question format Program Valaation Validity | #lectoral Validity
Voluntary Frust Fand Consistent formar, unkikely 1 Conststent thrmat; several Congistent format it Inennsistent. Voluntary
sastmajonty would ‘citzen’ copsidesations voluntary market approdich teust fund:has fitde
actuatly ger around to cayse problems and desired. Information 1 resemblanceton
making the promised protests, outfiers and wpardipg Oppartunity eosts. | referendum
purchase (See ithove lexicogsaphic responses ta be supplied. Unlikely tobe
discussion regarding ease of | must be removed. betieved or scen a3
payment) Would requnre appropriate sicial ehoice
question tn e perceivied to mechanism. Some “eitizen’
have ao hulden-mative such considermtions cause
as envirpamental valudtion prablems. Protests, outliers
{tse mean WP {or median and lexicographic responses
as upderestirate) to-be removed
Rutferendumy: addinonat tnennsistent format Consistent format, butsome | Tnconsistent formiate Inconsistent format-in
ax, imfomation focussing “eitizen” considerntions information biased in favour | reality, individuals would
on environmental good cause protilems (eg jobs, of presérvation.outcome 1ake jobig-inta account,
procedural nations). Protests, outliers and and build upto ,
Protests, outtiers and lexicographic responses tobe | referendum would-expose i
lexicographic responses removed, individuals:to the pro~ :
mustbe removed. development:cage, A
| Referendum: additional Inconsistent format, Inconsistént format- 1 Consiswenr formatadditional. | Consistentfarmat-only
Aax, information balanced unwanted reference to tax would have fo be informal votes need be
withrrespect to opporunity costs. Citizen believed. Protests, auttiers | removed,
environmental good and considerations cause and lexieographic responses
oppartunity costs. prablems. Protests, outliers | toberemoved,
and lexicographic responses
misthe removeed.
- Referendum: regirection tnconsisient format. Inconsistent format, Consistent it willingnessto Consistent, Only informal |

of public expenditure,
information balanced.

sedirect ¢xpenditure is
considered an.aceeptatile
measure-0F vahje, Profests,

| outhiersand lexicographic

Respanises 10 be rémoved.

votes need Beremoved:

—




Now consider the notion of electoral validity. Primary concern here lics not with the
estimation of TEV or WTP, but rather with estimation of the proportion of voters who
would actually vote for the program in question.  An important distinction arises
between the type of response that is consistent with electoral validity, and that which is
consisient with program valuation validity, This is that the domain of acceptable
motivations is significantly greater in the case of the former. This Is because in reality,
individuals actually vote in a variety of ways, and as long as a vote is not informal it is
valid. This means that protest responses, outliers and lexicographic responses pose Tittle
or no threat to electoral validity. Censoring could be justilied when responses reflect a
failure of individuals to believe certain aspects of the scenario.  This is because if an
actual scferendum was o be held, respondents would presumably ‘believe that
implementation of an additional tax would actually oceur if the majority voted for it.
Lindsey (1994) has observed that private and political market CV formats suggest
different procedures sor handling protest and outlier responses. Ina CV study involving

the control of storm water entering Chesapeake Bay, he found (p124) that:

Almost half’ (47%) explained their zero bids by responding that there is 'too much waste in
government' or that they are 'opposed to all new taxes'... These responses ...provide no information
about the true valuation nature of stormewater programs, but they do provide information about
preferences for more government programs. Treatment of these ag protest zeroes mity be aceeptable
i the conceptual model is a private matket. 1 the model is a referendum, however, there is litle
Justifiearion for censoring them.

3

Having undertaken further analysis regarding the sensitivity of WTP estimates to
various methods and levels of censoring, Lindsey (1994, pl27) coneludes that "the
analyst's frame of reference or conceptual model for analysis may dictate use of

procedures that, when implemented, sighificantly affect estimates of WTP* (see also

Jorgensen and Syme, 1995),




forniation of veriing miafbreoess is sol-necessorily figh

As Table T mdieates, the Inst two referendum formats oo the most consistent with
electoml validity . When considered 1 conpunetion with the Taet that eleetoral validity
reuires the least attention paid t protest responses and outhiers, 1t would appear that
glectoml validity 1w the notion of validity mast applicable (o the elicintion of eitizens
virter preferences s guportant ta aote, however, that although electort validity may
represent the most realishic objective of vatustion tvpe questions, it s oot g sufficient
conditton for CBA valuation validity  This means that aclieving electoral validity sy
be Ditle covse for celebrabon by the cost-benefib-mmbyst Results may, lor example,
commn a Bigh proporion of syinbohe or value-expressive responges (lamey  aind

Common 1999), and still be vabid from a true politieal market perspective’

It appears that m contrast to weiters such as Hanemann (1994,p3 1) who support the view
thit “deciwtons ahout what peaple vidue shauld be left ap to them”, mwotivations do
matter 1 CV studies Vs apphies not only with respect o the obyeets of valuition, Tor
example altrnsm toward Joggers, bt alse the type ol preference that ts being exprested
(eg absolutist, valueexpressive, protest or other procedural). Unlike Hanemann (1994),
Broome (1992) acknowledges that speeilie ccononne leebniques reguire additionn)
assumptions about human behnviour Although motivations may mntter Hitle when one
is explorng, movements along o demand eurve, for example the incrense in demand for
sausapes associsted with o 5% price fall Wy sausages, motivations are imiporant when
wtterpting to use CV o esomate TEV for inclugion in CBA 11 iz only when electoim
vitlidity 15 the objective, that wotivations belind CV responses may matier Tittle.

Unlortunately, CRA valuation validity is likely to present o more elusive oriterion.

ltm ia 07 1 sy thm vnhux msrmm rosjonses ar w dostinishs fentics of slerorl nmmk’m\t% The
oeostinn of what consfitules & desipnbile vol is-pot considered here T dt»!;lmmimn irwr} mﬂ m llm

0
LTI RT] mnrhmm qu
invalve gronter stention o ethical tialters. Avcording o Cobverses (120
of pofitlenl atitids, ndividuals do do) bave eobierent or shlile pe

Thiis ot can e wonteist with otliers sl i Tglelinics {1
Uit practically sviryone Bifs reltively stable andgrlying prefirsieos |
Tinpoantpilitieal questions, Bt tiatany Eiven survey question sl
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Electoral validity is consistent with an alternate interpretation and use of CV results,
which may provide a most useful input to decision-making, but which does not seek to
estimate consumer surplus, instedd treating the exercise as a sophisticated opinion poll,
yielding pseudo-referer Jum information.  Bid values could be selected to reflect
different estimates of the actual opporfunity costs of preservation. Individuals have 1o
ask themselves whether preservation is worth at least this mueh. The question would
not down play the jobs at stake or other economic benefits associated with development,
No attempt would be made to estimate mean or median WTP.  Rather, individuals
would be asked to vote on the actual costs at stake, preferably reduced to the individual
level, when Lhis: ”{ike]y to prove plausible to respondents. In other cases, questions could
be framed in terms of a reallocation of public expenditure. Several 'bid' values could be
employed, corresponding to high, low and best estimates of the expected costs of
preservation. In the case of a study employing a tax increase payment vehicle, results

would be presented in a table such as the following.

résdiimm of Preservation ‘(ijmﬁunity) Cost'
Min inium ($10/yr) | Most Likely Maximum
($15/y1) (520ym)
Fnvironmental lﬁvgﬁvhnpaet 55% 4 45% 40%
Tmpact Seenario
Low Impact k 45% v ' 40% VSS%W

*" entries refer to percentage of respondents favouring , reservation,




Although not providing estimates of WTP for inclusion within CBA, this procedure
would ulimately not be that different, in terms of the information it provides to
decision-makers.  Interpretation of results would be in terms of the degree of public
support for or against the project in question, when individuals are aware of the
development benefits actually at stake.  This may, in fact, be a most usefif way to
provide information to the political process. Again, in comparison to the first approach,
at least we have a hetter ideq of what we are getting, Results are not used 1o estimate the
value of just o small subsel of program attributes, but rather the whole program, as it is

actually proposed.

Identifying appropriate social choice mechanisms ultimately requires subjective
assessments. Whether one thinks a questionpaire involving a redirection of public
expenditure question with an objective of ¢lectoral validity provides a better aid to
decision-making than an additional tax referendum question with information focussing
on the environmental amenity, and an objective of CBA valuation validity, depends in

vart on one's methodological precommitments.
p preai p

3. Sustainabifity and CV

Motivations behind CV responses can also be important from a sustainability
perspective, and a commitment to ccological sustainability may have important
implications for how one designs and interprets CV studies. Surprisingly, however,
references (o sustainability in the major CV journals are few and far between. Some of
the implications for CV, of a commitment to principles of ecological sustainability, are
briefly considered in this section, The discussion is structured around some of the key

principles of sustainability,

Holistic Systemic Approach 1o Decision-Making




From 4 sustainability perspeetive, it is important that decisions be based on a holistic
and systemic approach to decision-making, This raises concems regarding the
appropriateness of single-issue valuation exercises, sinee providing respondents with
information pertaining to only one environmental issue has the effeet of raising the
individual's asareness of that issue, and hence relative WP, compared to other issues,
From a sustainability perspective, one might expecet the relative values attached 1o two
different environmental gonds to reflect their relative service value to society, and not

the order in which (hypothetical) payments oceur

Rather than wrgeting a single issue and directing WTP in favour of this issue at the e
expense of other issues (which the individual may be unaware of), o better ba’lg&ce of

information, and ene that would appear to rest better with sustainability eonsiderations,

is 1o target a range of key environmental or sustainability 1ssues that are on govemment

agendas.




This is consistent with the framework of Hoelin and Randall (1987) which advoentes the
adoption of that Tevel of embedding whieh 1s relevant 1o the policy-agendn of Use time.
Althongh this appenrs to be the majonty stanee of eyvironmental ceonomists on the
mitler, few mstances exist where it hos been vsed to justifly multiple levels of
embedding (top-down dsaggregntion structures). Rather, it appears that singlosissue
virluations are typieally justified on the grounds ol being highest on o patienlw
government department’s policy agenda Although the poliey referendum model of
Hoehn wnd Randall (1987) may provide the best gurdance available with reypeet to
chotee of embedding level, and moxmusng Face-validity, it01s not clear that # tends o
be properly operationalined. Rather than equating, policy-relevant with fundingsrelsyiit
for a particular goverament departmient, # more approprate delintton of palicy in the
environment sphere 15 government policy relating to the environment, or ceologically
sustamability - One maght thus argue that the appropriate definition of the composite
good mvolves nll environmental mssues currently oo gavernment agendas, whether or not
they have CV funding, and wrespective of which government department they are of
ierest (0" In practice, identifymy the approprinte embedding design will be even more
conmples, sice different levels of government will have 1o be considered, and some
ambigwity may exist regarding what constitutes a policy. Blamey (1994) presents o
hypotheticnd disaggregation structure that could have been used around e time of the

Kakodu and Fraser Tsland OV stusdies,

" In e wontext of 2.0V study involving forestry operations on Fraser [siand, Augiralia, Biainey (1994,
pIT8-79) asks ™18 it thir o sy that bueaise Fraser Islnd wis the mast contraversin and 1opieal issig on
the Quecnalnd Cavemment's environmental agendn b the time of the Foser Islad ¢V stidy, it is
satislactory for pressevation valies of the Wilnd 10 e evalusted atons? O dhonld all of e anrlop's
rmjor evirontental issins be embedded together, freospuctive of which goverinen
dlepttnent thereof s cospangibie for resenrehing the tsug? A firther question is should on
preblons that are not gurrently on goverioent decision miking sgendas tecessarily be exglided,
These are iportant questions slnge the answars oy ifliehee WP estimntes by o slgnifieant
magniinde.” :

L e S b i




Although disnggregation struetures appear to align more elasely with sustainabllity
principlus, problems tend to arise in identifying partitions in the valuption tree thit
salisfy economic requirements of wek separability. Veologienl inferdependencin can
envse goods m different branches o be substitates in the prodiestion of environmenm)
serviees, wnd payehologienl fietors (ineluding afinide expressive and warm. glow
desires) can result in substitition i consamption, The antierpation af sepsrbility
prablems should not exclide the posability of disnggregation stractires, however, s s
the benelits from s more appropriate initial framing of the CV question may onweltgh
the loss m accuracy ansig Gom separability violators, Extensive preliminary

mvestigationg may be required to mummise sueh violations.

i
4
%
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A paradox arises when the sustainability ‘validity” of single-issue valuation structures is
considered, Although such structures are likely to involve the dumping of good cause
budgets on a single good at the expense of other environmental goods. such dumping
tends to maximise the estimated value of the valuation good and hence the likelihood of
a pro-environmental outcome’. The common single-issuc focus of CV questions may
thus result in sustainability by default. In a typically large population where individuals
are unlikely to ever be presented with more than one (or possibly two) CV
questionnaires, good cause dumping will result in maximal WTP®. Because payment
vehicles in CV questionnaires are typically hypothetical, respondents to any one
questionnaire will be unaware of any past or future CV related payment commitments,
and as a result. will tend to dump on whatever cause with which they are presented.
WTP estimates are consequently very high, with the implication that most developments
would be stopped on the basis of a CV-inclusive CBA. The consistency of warm glow
good-cause motivations with a sustainability perspective has received less attention in

the literature than one might have thought".

Information and Deliberation

Common and Perrings (1992) argue that the pursuit of ecological sustainability may
require overriding consumer sovereignty. A concermn with the informational and
deliberative aspects of consumer choice is common among ecological economists and
others committed to sustainability. Norton (1986), for example, argues that species are
to be vaiued not simply on the basis of consumer preferences, but in greater recognition
of the processes which support them and humans, which are poorly understood. Sagoff

(1988) argues that consumer sovereignty must be rejected unless more informed and

7 One does not have to dump the whole of one's environmental budget or good cause budget, but rather
more than one would have ‘dumped' on broader reflection regarding other environmental issues.

® Even if individuals were sampled again for a second CV study, they would probably know that the
payments implied-in-the previous questiorinaires had not come about.

? Rather, discussions. appear to have been dominated by a concem with the consistency of such
niotivations with economic.theory.




deliberated citizen preferences can be obtained, although he does not suggest how such

preferences might best be eficited.

If we are willing to sacrifice representativeness, and select a small sample of individuals

for special education and guidance, more informed and deliberated preferences would

almost certainly be forthcoming. In contrast to the elicitation of isolated individual

preferences, an alternate approach is to use small groups, and emphasise reasoning and
deliberation in a communicative manner, as alluded to by Sagoff (1988). Burgess et al
(1988) have used small groups to explore environmental values, observing that "People
talking to one another in their own words, in their own ways, give much needed insight
into a range of contemporary problems” (p324). Conversations set off other thoughts
and exchanges, and participants come to take factors into account that they would have
otherwise overlooked. When different stake-holders are present in the same group, each
becomes more aware about the perspectives others are coming from, and mere
familiarity can lead to cooperation or concessions. Indeed, leaming and subsequent
concessions and changes in values and preferences are crucially important if consensus

is to be achieved.

Jacobs (1995) argues that the context of isolated valuations is not an appropriate way for
respondents to understand and consider the ethical and public good nature of
environmental problems. Rather, individuals “need to engage in argument, not
valuation" (p7). A theory of deliberative democracy is advocated, in which "derhocratic
public decision-making involves public debate, rather than the utilitarian aggregation of
ind‘ividqal preferences” (p7). In the tradition of Habermas (1984), Jacobs (1995, p8)
argues that a “shared communicative rationality should underpin the debating process”.

It is argued that such a process involves more than just the provision of extra

information. Rather, the:

it b s

i

el B s et



meopy by which information s conveyed. affects the way it is received and judged, and the
valuations that vesult Indeed, one ean say-that it s processed berer through live wgument than
through private reading. 1 1his were not the ense, one mighy ask why juries in trals are sent into
the jury reom to-debate the evidence thisy bave heard, atd not simply asked to vote (pedaps in a

seeret batlot] immedintely afler all the evidence fias been vresented (po),

Jacobs suggests that appropriate institutions for assisting soeial choice inelude focus
group CV studies, and ‘citizen juries’, the latter potentially involving paid jurors, the
calling of witnesses and requests for further information, and which may ke several
weeks (o complete.  Although not commitied to a deontological framework, such
procedures would appear to have much in common with (hose that Sagofl (1988) would
advocate  Although representativeness is clearly sacrificed when small groups are
employed, over several repheations one might expeet some degree of convergenee in

group findings.

As with decision making based on expert panels, this approach clearly has certain
advantages.  The disadvantage, of course, is that it less democratic.  Environmental
decisions involve subjective assessments and some individual or group of individuals
will always have (o take the responsibility for such assessments. Taking them out of the
hands of the public at large and into the hands of a seleet few is not necessarily going to

result in decigions that better refleet the principles of sustainability.,




Risk-Aversion and Intergenerational Equity

Blamey (1994, p 182) notes that "altemate methods to CV will not necessarily be more
risk averse to catastrophic consequences associated with 'wrong’ environmental
decisions than CV itself, for which environmental values are [typically} elicited from an
increasingly environmentally aware and risk-averse public”. Indeed, one might suspeet
that in developed countries, individuals tend to respond to ignorance and uncertainty
with a significant degree of risk-aversion, Estimates of WTP are, for example, typically
high in relation to the switching value at which pro-development outcomes. are
suggested (ie. the per-capita equivalent of the expected net present value of the proposed
development)'’. A turther point is that the non-decisiveness of CV responses may result
in preferences that are dominated by ethical considerations (Brennan and Lomasky,
1994). Because individuals tend to have greater contact with natural areas and children,
than timber mills, timber workers and loggers. altruism may be more likely to take the
form of preserving the environment for current and future generations, than maintaining
employment opportunities for those employed in the timber industry, High WTP
estimates follow, Imrzzbocnermonal equity becomes mcrcaqmgly problematic as bid
values become bruatcr}:n the true cost of preservation, heweves, costs are unlikely to be

sufficiently large to present major inequity.

To some emenl, this wxll bea ‘conséquence of the smgie-nssutz approach: 0. valuation; as. dxscusscdﬁ
above.




It appears that, in some respects, CV may not be as bad from a sustainability perspeetive
as some might think. [t at least provides some form of democratic safeguard that tends
to suggest rsk-averse outcomes. The burden is on CV researchers to ensure that survey
instruments do as good a job as possible of conveying to respondents important inter
relationships involving economic andior ecological systems. It is conceivable that the
outcomes suggested on the basis of CV inclusive CBA's may actually be consistent with
a safe minimum standard approach, or a decision rule in which natural areas are
protected unless the opportunity costs are unacceptably high,  Imponantly, however,
there is no guarontee that this will ocenr Further discussion of CV and sustainability is

clearly requived.

4. The Australian Validity Challenge

The discussion in this section moves on from questions concerning the appropriateness
of CV, and different constructs to be measured in CV studies, to consider what is
arguably the major impediment to the suceessful use of CV in Australia, particularly
when national samples arc involved. It is assumed here that a compatible combination of
CV format and validity criterion has heen selected. this being a dichotomous-choice
referendum CV question with an objective of program valuation validity. The major
biases in this cas¢ are likely to involve strategic and hypothetical biases, and in
particular, the occurrence of what | will refer o as seemingly lexicographic preferences.
By this I mean responses that appear to be price insensitive (see, for example, Bennett
and Carter, 1993, Blamey, 1995),

There are several reasons why a proportion of respondents might respond in a price-
insensitive fashion in a CV question. One explanation is that such respondents failed to
read or understand the information supplied in the questionnaire pertaining to the

payment vehicle. Another is that respondents read and understood the payment

information, but for some reason adopted a non-compensatory decision nile based on an




information supplied in thie scenano, but for some reason discotmied its importance. Of

relevanee here are stravegic and hypothetical binses. A useful framework for congidering

these biases is the model of decisiveness und attitude-expression presented by Blamey

(1994) and Blamey and Commuon (1995).

4.1 Decisiveness Model of Atitude Expression

The basic argument is that respondents will often gain wtility from the act of expressing
their environmental attitudes and values, which when coupled with a perecived non-
dectstveness of questionmure responses, can result i upward bisses i OV derived

ostimtes of value.

Let b represent 1*s pereerved probability that + will be decisive within the results of the
referendum CV question, let 8" represent the respondent’s percerved probability of the
survey result being decisive, and Jet h'* = h's' The individual may have s general pro-
enviropment or pro~deveiopment atitude, or onentation, expression of either of which
generites returns, L'y and L'y With B representing the higher level of énvironmental

quality, + will vote for B aver A of

WOy s 1 e W0y -y i LYy h

izl

where O'y 18 the net mstrumental return from 13, 1n the survey, chiooging 13 costs $e,
whereas A carries no cost. To simplify matiers, assume O', 10 be equal 1o zero'”, and

write (1) as
R (6T E S O N (2
An important assumption of this madel, as deseribed by Blamey and Common (1995),

is that O'y aind ¢ are-discounted at the sume rate. The model may, however, be broadened
ent types of

to- allow for divergences among the decisiveness parmeters for diffe

" Plvis wssumption is clourly unrentistic in the case of o progromy vlution CV ssudy, bin Jis il
effeet.on the urguiments mnde here,




outcomes.  An example of such divergences is found in situations of smtegie and
iplementition bises, which have been muel diseussed in e litermure (see Mitehe)
and Cargan, 1989). A individuals do not believe that the partiealnr pryment vehicle will
be implemented, it s ol for them o simply espress their preference, ignoring the
bidh vahie, und responding i a seeningly lesicogrmphic manner. In the ease of strtegie
bin, the payamignt vehicle may el be behieved, but the fiset that it will necessorily eost
the indivichial $¢ s not This s of course mont ikely to ocene in volumtary payrient

forrmaty which are not ieentive compatible

Incividuals with pro-environment value anentations v be paticalarly likely o assess
hos reahistic the payment veluele 1, wince they have we most o gan by tdentifying a
wenkness [ndeed, cogritive dissonnnee (Festinger, 1957) may cause imdividuals 1o
mockily their behets regarding the dectsiveness parameters. The imphieation is that gven
of tnltvrchals wenaed pormilly have no reason to ik they are nonstecistve, they may
modify beliels i ths disection The drivee 1o reduge dissonanes may, for example, cnuse
respondents fo became more pessinistic ubout the Hikelihood dat funds will be
garmarked for environmental proteetion. Altermativaly, réspondents might adopt the
bebiel that 'the government never histens to us snyway' The desive (o express altinides
miy also cause some ndividuals to skip over payrsent informition sliogether. The point
i that when environmental issues sre the subjeet of ¢ousidemble controversy, and
piablic emotions (and potentially knowledge levels) are tunning high, convineing
individuals that o payment vehiely is renlistic, when in fiet it may not be, may present o
formidable, o not impossible, challenge. Hers muy lie u root of the apparent difffeulties
associted with the tmplementation of CV in covntries sueh as Australin, wherg payment
vebielen sueh st inereases and trust funds are less believable than in gountries sugl
as e United States,

The vilug-expreasive/decisivencss diseounting model ean be brondened 1o Ineorporate
decigiveness und other pammetens permining to Iniplementation of payment, by




redefining the respondent’s choice problem, such that a vote for Option B is favoured

when:
NL'pa2 0" (BP0 ()

where NL'y 4 represents the net expressive returns associated with a vote in favour of B,
EP represents the individual's expected payment associated with a pro-B outcome, and
1 and O' are as previously defined. Now EP=f(p"™, ¢, AP), which in the linear case
reduces tw EP=p™"*(¢-AP), and s' can be redefined as s'=g(r, p™, ¢), where the

following definitions apply:

r is an indicator of the perceived relative influence of the results of the CV question in
the overall decision making process concerning A and B. This not only picks up non-
decisiveness when instruments are perceived 1o have a genuine role in the decision-
making process, but also non-decisiveness arising from any pereeived implausibility of
the scenario, such as would he the case if the survey is scen to be conducted solely for
academic purposes. One can define the parameter r' as the perceived probability that the
results of the survey are to have a real input to the policy decision, and the parameter P
as the perceived probability that the survey results will be decisive, conditional on r'=1.
We can then say that r=h(r',*) which in some cases will reduce to r=r'*¢*

p™™ is the perceived probability that the payment vehicle would be implemented in the
event of a decision favouring option B, In the case of a referendum format, this most
commonly involves the likelihood that tax increases would actually be im‘plcmentcd"z.
p™" will be a function of the bid value (Sc), since implausible bid values can cause
respondents to question the plausibility of the payment vehicle as a whole, As faras bid

values are concerned, we would expeet p™ to be maximised when $c is in the vicinity

2y tht. case of volunnry trust fund formats, ™ may have 1o be redefined so as to take account of
fact thut the trust fund-is part of the decision making process, and not simply a means of o!leetmg
payment once a-decision-has been made in-favour of option b :
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ol the true costs of preservation. Bid values that grossly exceed such costs are likely to

be most problematieal. The parameter s will thus also be a funetion of $e.

AP is the proportion of $¢ that the individual expeets he or she would avoid paying if
the payment vehicle was to be implemented. In cases where the individual percgives that
she can pay all ($¢) or nothing ($0), this amewunts to p™** ¢, where p™*™ is the
pereeived probability of avoidance. 1t is important to note that, depending on the objeat
of valuation, there is commonly no payment vehicle that can be expected to impact all
vaters equally. Higher prices for wood products, for example, wilf impact those
planning to build a house more than those who are not. The results of Bennett and Carter
(1993) and Blamey (1995) mdicate that respondents readily discount such a payment
vehiele, Higher prices for petrolenm produets will have greater impacet on individuals
with oil heating and less fuel efficient vehicles than other individuals, Those without a
vehiele, and without 0il heating, can thus be expeeted 1o think that that such costs will
impact them Jess than the average. Inerenses in income 1axes will impact those who are
employed more than those who are unemployed, and increases in property taxes may
affect house owners more than renters, unless all repters assume that such taxes will be

immediately passed on to tenants,

Heis not argued that all individuals will respond in ageordance with the above
decisiveness model. In reality, costs of strategising, acting immorally, or acting in
contradiction to one’s perecived civie duty, will reduce the extent to which individuals
follos the madel. The point remains, however, that decisiveness diseounting will, in
phd

general, lead to upward binses in estimated WTP, An examination of (3 illustrates

how such biases can quickly arise when B drops below $e.

4.2 Empirical Bvidence Regarding ayment Beliefs
Some empirical evidence pertaining 1o the plausibility of altemate payment vebicles in

Australinn CV studies is now considered. In order to investigate beliefs regarding the

n Bamey and Common-(1995) diseuss the direction ofthe-bias inmore detail,
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plausibility and perceived appropriateness of various payment vehieles in the context of

Australian CV swdies, Blamey (1995) included a series of questions in the *Australian

Forest Attitudes Survey '(AFAS). In order to gain insight info pereeptions of who

should pay for environmental management, a series of items were included in the AFAS

survey, preceded by the following lead-in statement:

Wihen decisions are made o proteet the enviromment, sehio do you diink should pay the associated gosts.

Please indieate the extent to which you agree or dispgree with each offthe tollowing statements.
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Results are presented above in Table 2. Results for the first item indicate that ihe
majority of respondents (66 pereent) are tn fvour of entrince-fees o national parks and
other wilderness areas, when those fees are used 1 cover the costs of managing such

eas.

Results for the seeond item in Table 2 indicate that the majority of respondents do not
agree that most of the costs of conservation should be borne by those who think that
conservation is important. Rather, and as indicated by the results o the third item, the
costs associnled with managing conservation areas should be shared amongst all
axpayers. Approximately three-quarters of respondents agreed with this notion of
shared responsibility, a result that is consistent with those reported by Harris and Brown
{1992).

The results for item 4 indicate that although respondents are generally willing to share
the costs associated with managing conservation reserves, they are less willing to share
costs associated with compensating loggers.  With respeet to the latter, respondents are
fairly evenly divided in their auitudes, with 40 percent agrecing that such costs should
be shared, and 37 percemt disagreeing. Presumably, some respondents are not very

sympathetic with the problems loggers face in the event of preservation outcomes,

ftems 5 and 6 are concerned with who shonld bear the costs of cleaning up and
rehabilitating the environment.  Note that we are dealing here with areas that have
already been degraded, in contrast to those that are currently preserved but under threat.
As such, this is perbaps more relevant fo ex post compensation than ex ante decision-
making invelving CBA. This change in the status quo hag implications for who should
pay the costs of environmental improvement, Results for ilem 6 indicate that 76.4
pereent of respondents agree that the cost of cleaning up" and rehabilitating the
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considerable concem, since for the purposes of CV, as typically practiced, a tax increase
is the only viable tax payment vehicle. On the other hand, these results suggest that
questions involving public sector expenditure re-allocation, as discussed in Section 2,

may have promise.

5. Conclusions

The question of what is it that we are trying to measure with CV questionnaires was
discussed in Sections 2 and 3, It is argued that recent developments in the state-of-the
art CV practice have involved a shifting of the target, the consequences of which have
not fully been addressed in the literature. Similarly, there has been little discussion in the
literature of how CV relates to principles of sustainability. It is hoped that this paper

might facilitate further discussion of such matters.

Section 4 of the paper involves a discussion of what the author believes to be the major
impediment to successful application of CV in Australia, namely identification of a
plausible payment vehicle that satisfies the requirements of CV. Payment vehicles
involving tax increases are seen by Australians as far less appropriate than redirections
of public expenditure. This strengthens the case for more ‘citizen’ orientated questions
such as that suggested in Section 2. The requirements of economic theory as it relates to

CV are in direct conflict with the need to maximise the validity of the results.

The empirical evidence cited in Section 4 relates mainly tp evaluative attitudes; that is,
attitudes regarding the appropriateness of different procedures. Although one would
expect a correlation between cognitive and evaluative beliefs in this context, the above
discussion would have benefited from a consideration of both types of measures. We
need to measure beliefs regarding how individuals think payment would be made, not
just how it should be made. Further research is clearly required into the plausibility and
appropriateness of different payment vehicles in different contexts, involving different
environmental goods, in different regions, with associated variations in the beliefs,

attitudes and values of the populations in question.
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