
Economic Value 
• refers to the contribution made to human welfare, measured in ,

terms of each individual’s personal assessment

• is a comparative concept, defining the trade-off between twois a comparative concept, defining the trade off between two 
situations: that is, the answer to a carefully defined question in 
which two alternatives are being compared

• of a specific change is the amount that person would need to 
pay, or be paid, in order to be as well off as s/he would have 
been without the changeg

Two ways to measure this:
• willingness to pay (WTP): how much are you willing to pay• willingness to pay (WTP): how much are you willing to pay   
• willingness to accept (WTA): how much must you be paid  

ti b d i it d i d• compensation can be measured in any common units desired 
(precious metal, sea shells, cattle, cigarettes) 



Environmental Goods
Wh th WTP WTA i th t d d thWhether WTP or WTA is the correct measure depends on the 

property right to the good or service under consideration 

• If the individual does not currently have possession of the  
good, and does not have a legal entitlement to it, then the 

i WTPcorrect measure is WTP
• If the individual has possession of the good, and has legal 

entitlement to it and is being asked to give up thatentitlement to it, and is being asked to give up that 
entitlement, then the correct measure is WTA 

• WTP and WTA are usually the same, but this may not be the 
case for non-marketed goods, such as most environmental 
goods, because WTP and WTA depend upon the availability 
of substitutes for the non-marketed good (think about a soft g (
drink and the Grand Canyon)



Contingent Valuation
Contingent valuation (CV) is a survey-based method frequently 

used for placing monetary values on environmental goods and 
services not bought and sold in the marketplaceservices not bought and sold in the marketplace 

CV is usually the only feasible method for including passive-use inCV is usually the only feasible method for including passive use in 
an economic analysis. Do people benefit from a good or service 
without physically using it? 

Examples of passive-use value
• existence value: just because it exists• existence value: just because it exists
• option value: ability to possibly use in future
• bequest value: ability for use by future generations q y y g
• altruistic value: preservation 



Why care about passive-use value?

Without the consideration of these passive uses, many 
i t l d i h littl ienvironmental goods or services have little or no economic 

value. For example: 
• remote wilderness areas (ANWR, Antarctica)remote wilderness areas (ANWR, Antarctica)
• ecosystem services (wetlands)
• biodiversity

Options for consideration of passive-use values: 
• Exclude them from consideration
• Include passive-use values, but only through expert opinion

Include monetary passive use values• Include monetary passive use-values



Legal Status
E ti O d 12291 (1981) d t th l ti f• Executive Order 12291 (1981) mandates the evaluation of 
all cost and benefits of regulatory alternatives, and 
mandates use of the specific regulatory method that p g y
“maximizes net benefit” (= benefits – costs)

1989 U S A ll C d i i Ohi D f• 1989 U.S. Appellate Court decision, Ohio v. Department of 
Interior, mandated that passive-use values be included in a 
natural resource damage assessment to the extent that g
they can be reliably measured

• Executive Order 12866 (1993) affirms EO 12291, and 
clarifies that net benefits analysis include all potential 
economic, environmental, public health and safety , , p y
advantages, and consider distributive impacts and equity



NOAA Panel Recommendations

What criteria should the results of a CV study meet? Most 
good CV surveys contain the following:

• an introductory section that helps set the general context 
for the decision to be made

• a detailed description of the good or service to be offered• a detailed description of the good or service to be offered 
to the respondent

• the institutional setting in which the good will be provided
• the manner in which the good will be paid for
• a method by which the survey elicits the respondent’s 

f ith t t th dpreferences with respect to the good
• debriefing questions about why respondents answered 

certain questions the way that they didq y y
• a set of questions regarding respondent characteristics 

including attitudes and demographic information 







Variable

Model 1
Squatter Split Forest Split

β t-stat $ β t-stat $
Constant 0 1057 0 260 -$81 31 0.7276 2.159 -$661.46Constant 0.1057 0.260 $81.31 0.7276 2.159 $661.46

Politically Conservative 0.3272 2.064 -$251.69 0.1723 1.232 -$156.64

Self-Funding 0.1980 0.909 -$152.31 0.3907 1.745 -$355.18

Religion is Important -0.3094 -1.277 $238.00 -0.0964 -0.472 $87.64

Attends Church 0.3305 2.001 -$254.23 0.1122 0.754 -$102.00

E i t ll C d 0 5987 2 039 $460 54 0 7039 2 877 $639 91Environmentally Concerned -0.5987 -2.039 $460.54 -0.7039 -2.877 $639.91

Family Income -0.0219 -2.090 $16.85 -0.0178 -1.944 $16.18
Hispanic -0.7058 -2.535 $542.92 -0.2738 -1.199 $248.91

G $ $GPA 0.0966 2.177 -$74.31 0.0293 0.762 -$26.64

Bid Amount 0.0013 5.984 $769.23 0.0011 5.578 $909.09

Hiking -0.0407 -0.282 $31.31 -0.1911 -1.467 $173.73
Public Good 0 5025 1 803 $386 54 0 9231 3 962 $839 18Public Good -0.5025 -1.803 $386.54 -0.9231 -3.962 $839.18

Business or Economics Major 0.3876 2.261 -$298.15 0.0009 0.006 -$0.82

Sciences Major -0.0316 -0.162 $24.31 0.1639 0.923 -$149.00

Political Science Major 0.0822 0.327 -$63.23 0.4638 2.188 -$421.64

Undecided Major 1.1299 4.677 -$869.15 0.4005 1.977 -$364.09
Multiple Majors 0.0631 0.324 -$48.54 -0.1678 -1.069 $152.55



Variable

Model 2
Squatter Split Forest Split

β t-stat $ β t-stat $
Constant -0 0087 -0 024 $6 69 0.7684 2.710 -$698.55Constant 0.0087 0.024 $6.69 0.7684 2.710 $698.55

Politically Conservative 0.307 1.955 -$236.15

Self-Funding 0.3632 1.646 -$330.18

Religion is Important

Attends Church 0.2297 1.573 -$176.69

E i t ll C d 0 6425 2 255 $494 23 0 7983 3 384 $725 73Environmentally Concerned -0.6425 -2.255 $494.23 -0.7983 -3.384 $725.73

Family Income -0.0253 -2.501 $19.46 -0.017 -1.916 $15.45
Hispanic -0.7088 -2.570 $545.23

GPA 0 1031 2 376 $79 31GPA 0.1031 2.376 -$79.31

Bid Amount 0.0013 6.033 $769.23 0.0011 6.005 $909.09

Hiking
Public Good 0 4942 1 795 $380 15 0 9123 3 951 $829 36Public Good -0.4942 -1.795 $380.15 -0.9123 -3.951 $829.36

Business or Economics Major 0.4099 2.515 -$315.31

Sciences Major

Political Science Major 0.4014 1.977 -$364.91

Undecided Major 1.1027 4.757 -$848.23 0.4106 2.209 -$373.27
Multiple Majors


