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DOE/ EPA WORKSHOP ON USI NG CONTI NGENT VALUATI ON
TO MEASURE NON- MARKET VALUES
Friday, My 20, 1994
(9:00 a.m)

DR. PORTNEY: Could we take our seats, please?

Good norning, and wel cone to day two.

I'm delighted to see that both the people are
still randomy distributed seating-wise in terns of their
preferences for contingent valuation, and also that just
about as many seats are filled this.norning as were filled
yest erday norning.

I think that's a sign that sonething went well
yesterday and that was certainly ny inpression

If you will recall the discussion yesterday, a
ot of it centered on whether or not the contingent
valuation format or contingent valuation questions should be
posed in a referendum fornat.

It's frequently the case that those questions are
phrased that way, that people are voting on a hypothetical
public policy program and the notion is that their
hypot heti cal votes in these kinds of referenda will shed

light on their willingness to pay for environnental
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benefits.

O course, people go to vote in real referenda
and those real referenda often deal with at |east quasi-
public goods. So the first session this norning is going to
focus on what we can learn about wllingness to pay for
voting in actual referenda.

This norning's key paper will be presented by
Wal | ace Qates. I don't think anybody here can think of
anybody better to wite a paper that conbines el enments of
environmental econom cs and local public finance than Vally
Cat es.

Wally is a professor of economcs at the
Uni versity of Maryl and. Prior to that, he was, for many
years, at Princeton University. Probably nore than anybody
el se I know, he conbines expertise in long and outstanding
research records in both public finance and environnental
econom cs.

It's nmy pleasure to turn the floor over to Wally
Cat es.

DR OATES: Thank you, Paul, for the kind
i ntroducti on.

The concern was raised yesterday about this
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conference, that it appeared, to sone people at |east, that
there was a single-mnded concern with the contingent

val uation approach. And the concern was raised that we
really shouldn't be sort of putting all our marbles in this
one basket.

I think in a way that this concern was rather
m spl aced as regard to this particular conference. Because
the organizers of the conference are certainly aware of this
issue, and in fact designed the conference explicitly to
explore alternative nethodol ogies for valuing environmental
amenities.

In fact, it was ny charge, in the paper that |'m
presenting to you this norning, to explore one such
alternative, an alternative that has been used widely in the
public finance literature to estimate denmand functions for
| ocal public goods.

And ny charge in this paper was to provide,
first, a description of this approach, since | think many of
the people in environnmental econom cs have probably not been
exposed to this. In fact, | think that is one of the
concerns that sone people have raised is that the contingent

valuation literature has been sonewhat insulated from sone
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of the other work that has gone on in the valuation of
publ i c goods.

And one of the objectives of this conference is
to try and open up this agenda to the consideration of sone
alternative techniques.

So what I'mgoing to talk about this morning is
an alternative technique, and it's one that | am calling,
for purposes of this paper, the collective choice approach
to the estimation of demand functions for public goods.

What |'mgoing to do is spend sone tine
descri bing the approach, and the findings and the
interpretation and sone of the difficulties that have arisen
in this literature in local public finance.

And then to take the next step, and this is where
| would invite and urge you to give sone thought to the
i ssue of how this particular methodol ogy m ght be applied to
the valuation of certain environmental anenities.

As | will indicate, and ny discussion wll
el aborate, there are certain constraints on the use of this
technique and it raises sone hard questions about how we
m ght use the collective choice approach for val uing

environnental goods.
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By way of introduction, 1'd |like to nmake two
poi nts about what |I'm calling the collective choice approach
here.

The first one is that it has sone appeal, in
fact, it has real appeal, | think, on two counts. First of
all, it's based on observed behavior, so we spent a |lot of

time yesterday, and of course the literature has worried a
| ot about the problens of hypothetical responses of
contingent valuation studies and their reliability in terns
of relating to actual behavior.

| don't know. For a lot of us, certainly for ne,
and | think for many econom sts, the use of survey
information, the use of hypothetical kinds of questions,
rai ses red flags. | think it's deeply enbedded in many of
our bones that in sone sense this isn't the kind of
information that econom sts should be working with, or
certainly are accustonmed to working with

And there's a real fundanental aversion that we
have to get over to enter into the spirit of CV analysis

This has a long history.

I was thinking just yesterday about this. At the

time, back in the msty past when | was in graduate school
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and engaged in a first year mcro-theory course at Stanford,

| can still remenber the instructor, Ml Rieder, who was the
instructor in that course, sort of pounding away on the desk
and saying, you know, economi sts don't ask people what they

do; econom sts observe what peopl e do.

I think that feeling is certainly deeply enbedded
in the bones of a |lot of econom sts. So, at any rate, |
woul d then stress about the collective choice approach that
it does deal with observed outcones.

Now when this problem cones up, the response that
the contingent valuation people frequently offer is, sure,
that's true enough, but the problemis that the revealed or
RP approaches, as sone people are calling themin this
conference, the RP approaches sinply don't enconpass non-use
val ues.

So if we're going to deal w th non-use val ues,
which lots of people think are inportant, then we're stuck
we have to go beyond RP approaches in order to enconpass
this class of val ues.

Wiile, interestingly enough, the collective
choi ce approach, it seens to me, should in principle

enconpass non-use val ues, because the observed data that are
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the grist for the mll of this method are actual observed
out cones from coll ective choice comunity decisions.

And Peter Dianond and Jerry Houseman, for
exanple, in their critiques of contingent valuation, have
suggested, at any rate, that the usual sorts of legislative
and collective choice processes should produce outcones
which, albeit inperfectly, should incorporate in some sense
some of these non-use val ues.

So at least at a first cut, there's sone rea
appeal here in the sense that the collective choice approach
then a) deals with observed outcomes, and b) these outcomes
should, or at least could in principle, enconpass non-use
val ues.

Ckay. Wth that by way of introduction, what |'d
like to do is run you quickly through the collective choice
nodel . I"'m going to wal k through the basic nodel in order
to famliarize you with the underlying analytical franmework
here, and summarize for you, briefly, the econonetric
findings that have enmerged from this approach, and then take
up with you, very briefly, a few issues in estimtion and
interpretation, to give you sonme feeling for the sorts of

problens -- and there are real problens that this literature
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has encount er ed.

So let ne turn quickly to the basic nodel.

(Slide.)

| have one overhead, which is a set of six
equati ons which appear in the paper. For the non-
econom sts, | hope you will sort of grit your teeth and I'lI
wal k through this quickly. But 1'd |like people to have a
sense of the framework for the analysis here.

The collective choice approach begins with a set
of observed outcones from various jurisdictions. These are
typically outcomes involving the provision of sone |oca
publ i c good.

So each jurisdiction then, in a sense, becomes an
observation. And the trick, in terns of using the data to
estimate demand curves, is to associate the outcone in a
particular jurisdiction with a point on the demand function
of sone decisive voter

Typically, what has been used in this literature
is the nedian voter nodel so the idea, in sonme sense, is
t hat what happens, the observed outcone then in sonme
community represents a point on the demand curve of the

medi an voter.
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So the trick then becones to identify this
deci sive or median voter and the soci oeconomc
characteristics associated with this individual, and to use
these data then to estimate the demand functions.

The typical assunption is made in equation one of
a multiplicative demand function which is used in nost of
these studies where Gstar is understood to be the |evel of
out put of this local public good.

This could be sone level of safety or |evel of
school i ng sonehow neasured, which I'Il cone to in a nonent.
And this is taken to be a function of a price variable which
is in this nodel the tax price, that's capital T, to the
i ndividual voter with alpha being the price elasticity of
demand and the decisive voter's level of income, Y, wth
beta then representing the incone elasticity of demand.

Now one of the hard parts is defining T in an
operational manner, that is, what is the tax price
confronting the nedian voter, and what are the sort of other
characteristics.

The way this literature has typically proceeded
is to take, as the incone of the nedian voter, nedian famly

incone in the comunity which is a piece of data supplied in
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the regul ar censuses, and then to try and cone up with sone
sensible definition of the tax price, T.

This is done typically by breaking the tax price
Tinto its two conponents, little t, which is the nedian
voter's tax share in the comunity, which is then multiplied
times the unit price of the public good, to derive a price
per unit to the decisive voter.

Tax share is frequently taken in these studies,
since local governnents rely heavily on the property tax, is
frequently taken to be the share of the nmedian voter in the
| ocal tax base. And this is approximated by taking the
val ue, the nedian value of owner-occupied hones as a
fraction of the total property tax base of the conmunity.

So that's the tax share T, which has to be
multiplied by sonme price for the local public good, which
"Il come to in a mnute.

In determning the unit price of output, one has
probl ens here because it's hard, as we all know, to define
units of output for local public goods.

In fact, it's typically nore difficult than for a
lot of environnental anenities. This is sonething | want to

conme to later. This problem is certainly easier in sone
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1 ways for certain measures of environmental quality, but to
2 define nmeasures of output of |ocal schools or |evels of
3 | ocal safety is not an easy natter.
4 Moreover, the |level of output depends not only on
5 | evels of directly provided budgetary input, such as police
6 patrols or numbers of teachers, but it also depends on the
7 size of the comunity and the nunber of users.
8 So that the actual anount of the final output
9 consuned by a local resident G star depends on inputs, but
10 it also depends on the nunber of folks in the comunity.
11 Now this literature has devel oped a very clever
12 way of addressing this issue.
13 I should note, incidentally, this whole
14 literature goes back to two papers, both of which are
15 excellent pieces in terns not only of initiating this
16 literature, but providing, in a careful way, a systematic
17 description and analysis of the underlying conceptual
18 f ramewor k.
19 So this approach has, as I'mtrying to suggest
20 here, a fairly rigorous conceptual underpinning. These were
21 the papers by Borcherding and Deacon in the early seventies,
22 and by Bergstrom and Goodman. Those are the papers that
ACE-FEDERAL REPORTERS, INC.
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| aunched this literature and pushed it a |ong way down the
road. And nost of the subsequent work draws very heavily
both on the conceptual output and other associated

nmet hodol ogy.

So, at any rate, what these two papers did is
defined the relationship between final outputs and inputs as
expressed in equation two.

So Gstar is some function. Actually, that's the
final output of a level of direct input, G nultiplied by
the size of the population, N, where N is raised to the
power mnus ganma, where gamma is a paraneter reflecting
essentially the extent of the publicness of the goods.

And gamma presunably can range in value anywhere
fromzero to one. If it's value is one, why then this
becones essentially a sort of quasi-private good. If it's
value is zero, then Gstar equals G so we've got pure
publ i c good.

But we have a spectrum then over which this value
can range suggesting difference in the publicness properties
of the good.

Ckay, so this is the way that problem is dealt

with. The difficulty again is we don't really have neasures
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of output. Wat we have, we've got |oads of budgetary data
on local governnent, neasures of expenditure on various

ki nds of functions, so the trick then beconmes, in equation
three, to multiply through by the price of these fina

out puts P-star, okay.

And that's going to give us then, in equation
four, if we take logs, we now have expenditure, which we
have got ready neasures available of on the left hand side,
so we can estimate a demand function using data on
expenditures as the dependent variable, and these variables
on the right hand side reflecting popul ation size, tax
share, and so forth.

So this gets us down into equation four, and if
we go through suitable sort of algebraic gymastics, and
make the right substitutions, we get to five, which is an
equation in a formin which we can estimate, involving the
tax shares, incone, population, and so forth

The typical step then is to append to this a
vector of so-called Taize variables, one of which is a
nmeasure of the fraction of renters who reside in the
comuni ti es.

As you can see, once you've estimated equation
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1 five, you can recover, interestingly, an estimate of this
2 congestion paranmeter gamm, from equation six.
3 So the exercise then has essentially evol ved,
4 pulling together a large nunber of data, cross section data
5 on different communities, which are then used, each
6 community serves as an observation for purposes of
7 estimating equation five.
8 I mght add here that one of the sort of nice
9 things about this is that given the variation across
10 communities, there's a lot of variation in the price termto
11 work with, and this often tinmes is a problemin other sorts
12 of studies where differences in price are restricted to a
13 fairly narrow range.
14 Ckay, that's the basic framework for these, so
15 what we're doing essentially then is taking an observed
16 outcone in a conmunity and associating it with the point on
17 the demand curve of a decisive voter, and each jurisdiction
18 serves as a unit of observation.
19 W have a cross section of nany jurisdictions and
20 then we proceed to estimate a demand curve, nuch as one
21 m ght for a private good.
22 Let ne tell you briefly sonething about the
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findings in this literature. The results on the whole, |
think it's fair to characterize as being pretty sensible
results.

This method, this approach has yiel ded reasonabl e
| ooki ng demand functions, certainly quite plausible sorts of
equati ons. For nost of local public goods, the estinated
price elasticities are on the low side, typical results on
the order of say 0.2 to 0. 4.

So the literature suggests that the demand for
nost |ocal public goods in relatively price inelastic.

Li kew se, estimates of the incone elasticity, although
showi ng a w der range anong studies probably than the price
elasticity, still 1 think on the whole suggest relatively

i ncome-el asti ¢ demands, typical values on the order of say
0.6, but certainly sonme studies with values over one.

One of the sort of intriguing findings has been
the inplied value of this congestion paraneter, gama. And
this has been a fairly consistent finding over these
st udi es.

The estimated values of ganma seem to cluster
around 1) suggesting that |ocal public goods are nuch nore

like private goods than |ike public goods in terns of this
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par anet er . In fact, it has |led sone people in the
literature to characterize |ocal public goods as quasi-
private goods.

A fourth finding of note in this literature is, |
mentioned this vector of taste variables that gets tacked on
to these equati ons. One of the things that cones out
consistently through all of these studies is that this
variable | nentioned earlier about the fraction of renters
in the comunities turns out, alnbst wthout exception, to
be highly significant, positive and |arge, suggesting that
communities wth large fractions of renters, other things
equal, spend nore on |ocal public goods than do comunities
with a |ower proportion of renters.

This is an intriguing finding, a troubling
finding in certain ways and one that has been the source of
a good deal of specul ation. But the suggestion has been
made that the issue here is that as far as property taxation
is concerned, renters don't think that they pay property
taxes, and that there's a case of fiscal illusion here
Renters think they get this stuff free.

So when local referenda come around, renters are

very anxious to vote for high levels of local spending in
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order to get these goods at a relatively |Iow or perhaps a
zero price, and this has been, as | say, a subject of sone
interest in the literature.

Some people have argued, well, in fact, this may
not even be a m sperception. It may well be the case that
property taxes are only partially passed on to renters and
passed on wth a substantial lag, if at all, so that in fact
this isn't an illusion at all. Renters really do have a
| ower price, pay a local price for local public services

So that's one of the issues that has conme up.

Let ne very briefly nmention a couple of others.

| spend considerable tine in the paper talking
about sone of these issues in specification and
interpretation, and | don't really have tine this norning to
spend as nuch tinme as | do in the paper

I"m just going to nmention briefly a couple of
them Then | want to get on to what | think is of centra
interest to us here, but | think we need a little bit of
this to get sone feeling for what people are worrying about
in this literature.

| nentioned the result on the congestion

paranmeters, suggesting that |ocal public goods are |ike
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private goods. This has been subject to sone discussion in
the literature. There's sone possibility that this result
is sensitive to the specification that has been used for the
congestion function, that is, equation two.

Al though, in later work, this specification
actually has stood up pretty well. But there are other ways
that one can interpret this effect.

The value from ganma, as you can see in equation
six, is being recovered from the estimation of sone other
parameters, one of which is an estimated coefficient on the
size of population terms in the expenditure equation

So in a way, what's driving this is the fact that
as popul ati on size goes up, expenditures go up.

There are other possible explanations for that.

Tom Borcherding has suggested that this really
may just be reflecting sonme bureaucratic-type influences
As jurisdictions grow, bureaucratic influences are stronger
and the budget gets bigger.

There's also the possibility that this my
reflect the fact that in bigger jurisdictions, there's a
wi der range of services produced, and that that's not been

accounted for.
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So, at any rate, there are sone issues of
interpretation concerning this congestion relationship.

One that's in sonme ways perhaps nore to the point
and is, | think, interesting in the connection of this
conference, has to do with a point that was raised by Jerry
Gol dstein and Mark Paul ey reasonably early on. That is that
this literature makes use of, as we've seen here, the nedian
vot er nodel .

The assunption is that there's a decisive voter
here that's determning the outcome and we're positing in
this whole procedure that the outcone is a point on this
deci sive voter's dermand curve.

Wll, there's a very large literature in loca
public finance that takes a very different tack to all of
this, and stens from a very fanobus paper by Charles Tibo
back in 1956.

This literature thinks of local finance as
involving a system of local communities anong which people
choose, nmuch as they choose in the marketplace. So
i ndi vi dual households are nobile, they select, as a
community of residents, a conmunity that provides a vector

of outputs of local public goods, and taxes that essentially
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suits their fiscal preferences.

So instead of having a sort of immobile
popul ation that's determ ning outputs according to sone
| ocal decision rule, the Tibo nodel sees people as noving
around nore, and people with simlar tastes or simlar
demands for |ocal public goods as clustering together in
localities that provide the public goods that suits their
particul ar preferences.

What's interesting about this is that if the
world is Tibo-like, this procedure is not legitinmate, and as
Col dstein and Paul ey showed, the estinmates of demand of
price and inconme elasticities are systematically biased if
the world is Tibo.

So a substantial part of this literature has
tried to look at Tibo sorting and ways in which one m ght
accomodate that in ternms of the estimation procedure.

The inplication, in one sense, is rather
strai ght forward. People are locating in comunities which
provide outputs of public goods that they demand. That, in
sonme sense everybody's outcones on are every household's
demand curve, subject to some random di sturbance terns.

So presumably, what you need then is sinply a
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random sanpl e of individual households and you can associate
the outcomes in the jurisdictions in which they live with
points on the individual demand curves.

So a very different kind of estimation process is
suggested here, and Perry Shapiro, anong others, along with
Ted Bergstrom and Dan Rubenfeld, have done a lot of work to
deal with these approaches of people sorting.

In particular, they' ve devel oped an approach
which is of interest, | think, here because it deals wth
what |1've called in this literature "mcro-estimtes." That
is, using households as units of observation instead of
comuni ties.

This has involved sonme actual sort of survey,
nmoving into the hypothetical realm and a nunber of
dat abases have been constructed involving telephone surveys
i n which househol ds have been asked questions, such as would
you like to see your state and |ocal governnent spending
nmore, the same, or less on local public schools.

And if people answer yes to that, there often
times is some kind of a followup question. Wuld you be
willing to pay nore in taxes in order to fund this

addi tional spending on school s?
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And with that kind of information, sonme rich
dat abases have been put together and demand functions
estimated using the so-called mcro approach to estinmating
demands for |ocal public goods.

Ckay, that's a sort of brief rundown on this
general approach. Some of the kinds of problens that have
surfaced and, as | say, Yyou can see the paper for a nore
extended treatnment of sonme of these issues in specification
and interpretation.

VWat 1'd like to do now, with this as background,
is nmove to the issue which | think is of central interest
here, and that's the question of the potential of the
col l ective choice approach to serve as an alternative or
perhaps sonme kind of a supplenent or conplenent to the
contingent valuation approach for estimting the value of
environmental anenities.

There are sone tough problens that conme up in
this. | would hope, and in fact sort of urge you, as we
think through this together, to have a mnd towards thinking
about the kinds of environmental anenities where this kind
of an approach might work, where it mght be applicable

And for the reasons |'m about to suggest, | think
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the approach is of limted value. There's certain kinds of
characteristics that a good nust possess in order to be
anenable to this approach

Now, in fact, there's one class of goods that one
m ght call environnental goods, Wwhich fits rather neatly
into this category, and for which the collective choice
nodel and approach has been used.

This is nunicipal parks and recreation. In fact,
the original Bergstrom Goodman paper estimated a denmand for
muni ci pal parks and recreation using this franmework | used
with local expenditures as the dependent variable and the
sorts of right hand side variables that we've tal ked about.

More recently in fact, Dallas Bertrand and
Wnston Harrington of Resources For the Future, have
followed up on this further and have estinmated some denmand
functions, again for municipal parks and recreation, |ooking
at the interesting hypothesis that |ocal jurisdictions mght
try in fact to free ride off one another in the provision of
this particular service.

So that's one class of goods for which the
application of this technique is fairly straightforward and

follows the lines originally laid out by Bergstrom Goodnan,

ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage
202-347-3700 800-336-6646 410-684-2550



585000101
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

25

Bor cherdi ng and Deacon

What |1've tried to do in this paper is to think
about other possibilities a bit, that is, other cases of
envi ronmental goods for which the collective choice approach
m ght work.

There's one sense in which the environnental
amenities mght be in fact easier to handle. I'n some ways
it's easier to get a handle on a neasure of physical output.
In many cases, air quality is typically defined in ternms of
the concentrations of certain key pollutants; |ikew se,
water quality, and so forth.

So in fact, one mght not have to go through
these gyrations to derive a nodel in which expenditures is
t he dependent vari abl e. One might sinply be able to take
observed values of the cleanliness of air and the
cleanliness of water, stick themin there as left hand side
variables, treat them as outcones of a collective choice
process, and proceed to inplenment the procedure nuch as |
have described it earlier.

Now, as | say, this sounds sort of potentially
exciting and promising particularly again because, as | say,

we are dealing with observed outcones on the one hand and
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presumabl y outcones which mght well enconpass non-use

val ues.

raise what | see as the three mgjor

But there are sone rea

The first one is,

jurisdiction here. Now,

public goods, we have wel

whi ch schools are provided or

pr obl ens.

what's the rel evant

26

probl ens here, and let ne

for nost of the literature on | ocal

| -defined fisca

jurisdictions

police services, or whatev

and these are nicely linked into the budgetary choice

process.

This is not so clear for a |ot

of envi ronnent

anenities. Ar quality typically is a joint product of

what's going on over
t hi nki ng about EPA air quality contro

r el evant

enl ar ge

jurisdictions and so forth

a larger area. W may even want

regions as the

So we nmay need to

our sense of jurisdictions here for a lot of

envi ronment al goods.

probl em
col l ecti
recent

| ook at

This, incidentally, is not an

i nsur nount abl e

In fact, there's been sonme work using the

ve choi ce nodel

Mack Zewi cki, in particular,

in

er,

al

to be

did a

di ssertation at Maryland in which he used this to

goods provi ded at

the state |evel

and esti nat ed
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demand functions for public services provided by states, and
got quite plausible and sensible kinds of results using the
col | ective choi ce nodel

So sinply enlarging the jurisdiction may not, in
sone instances, be an insurnountable problem

A tougher problem | think has to do with the
determ nation of tax price. And | think in ny paper | don't
give this problem sufficient attention

Both Maureen Cropper and Perry, in their
comments, quite rightly take up this' issue and take ne to
task a bit for really not treating this as thoroughly as |
shoul d have.

But the issue here, let's think about air quality
for a mnute. Wuat in sonme sense is the tax price of
inmproved air quality and in particular what is the tax price
as it would be perceived by the decisive voter in the
comuni ty.

That's tough because a |ot of these things
i nvol ve regul ations which are placed on firns, and so the
mani festation of costs takes the form of increased costs of
production, sone of which nmay well be exported outside the

jurisdiction and so forth
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So for certain goods of this kind, it's not so
clear that we can link the price or the cost of inproved
environmental quality in a very direct and neaningful way
through this tax price argunent to the decisive voter

Sonmehow this process or this nethod that has been
used to estimate demand curves sort of depends on things
being tied in through the local public budget. So it may be
that in thinking about environmental goods that would be
anenable to this approach, we may need to think in terms of
things that enter in nore direct ways to the public budget.

Al MGarten was actually suggesting sone other
sorts of things for which the nedian voter may well be aware
of costs as they manifest thenselves, say, through changes
in property values and things. These are various
restrictions on individual kinds of activities, such as use
of lawnnowers, and various kinds of marginal decisions that
may be nade in conmunities.

So | may be being overly restrictive in
suggesting a constraint that things have to go through the
| ocal budget.

At any rate, there's a real problem here about

tax price, and I think we need to think hard about that.
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The third problem has to do with the nature of
the regulatory setting and the determination of the outcone
in the local comunity setting. The issue here is that for
nost |ocal public goods, the things that we' ve estinated
demand functions for in the public finance literature, the
outcone is locally determ ned.

It may be through a referendum it may be through
el ected representatives or whatever, but presumably the
outcone is sone nmanifestation of the preferences of the
residents of the jurisdiction

well, as we all know, for a lot of environmental
goods, regul ations concerning standards for environnental
quality are inposed externally. W have national anbient
air quality standards and so forth.

To the extent that we can't regard the outconme on
the left hand side of the equation here as being chosen in
sonme sense truly by the conmunity, obviously we've got
probl ens here.

Now again, this is sonething that | think one
needs to think about in terns of applying the research. Now
things may not be quite that bad. A lot of areas, for

exanple, are attainnent areas for air quality and for other
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sorts of dinensions of environnental quality.

Once they're attainnment areas so that this
constraint is not binding, it may be the case that there's
some range for choice here that the comunity may exploit
and that we mght exploit as researchers in estimting
demand functi ons.

But, at any rate, the regulatory setting for al
this is clearly sonething that we need to worry about.

But, at any rate, | would like to sort of
chall enge you to think hard, if you would, about sone kinds
of environnmental anmenities for which, at least in principle,
we mght be able to use the collective choice franmework as a
mechanism as a nethod for evaluation

Finally, what | do in the last part of the paper,
and |'mgoing to be a little nore brief here because | think
this is of less interest, but still of sonme, | flip the
guestion on its head. W |ooked at the issue of using the
col l ective choice approach to value environnmental anenities.

How about using the CV approach to value |oca
public goods?

What choice possibilities are there here?

Well, as | nentioned, there actually, in a way,
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has been sonmething akin to that already in the work of Perry
Shapiro and sone of the others, where sone survey Kinds of

t echni ques have been used in the mcro-based approach to
estimte demand for |ocal public goods where they've asked
househol ds, do you want to spend nore on the schools, the
sane, or |ess.

These data have been exploited to estimte denmand
functi ons. But there is typically a difference. Most
contingent valuation studies, at least the way they've been
framed, sort of don't ask, do you want to spend nore.

They've typically been franed in terns of sone stated
physi cal inprovement for which, or disanenity for which, the
respondent is then asked to express sonme wllingness to pay.
| see no reason in principle why we couldn't do
this with local public goods. In fact, this mght be
interesting in the sense of getting sone results from a
contingent valuation approach that one could try to conpare
wth the estimates comng out of the |ocal public goods
l[iterature

One problem here is that the |ocal public goods
collective choice stuff, as | nentioned, does relate to
expenditures, and so direct conparisons here, it's not quite
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clear to me how one would do that directly.

But, at any rate, there's still no reason in
princi ple why one couldn't ask people what they would be
willing to pay for inprovenents in various |ocal public
servi ces.

One comment on that. Again, there are all these
probl ens we know about in the CV literature in terns of
defining what the good is. That's certainly a problem that
woul d be present here as well.

W woul d be asking people for what they would be
willing to pay for in inproved quality of schools. Vell
what do you nean, inproved? Test scores or inproved safety
in their comunities?

Again, how do you interpret that

Sone reduction in the probability of being
victimzed in terns of certain crimnmes?

These things again are not easy to quantify.

One suggestion here, however, is that instead of
using final outputs, such as degree of safety, or test
scores for which we don't really have a very good idea of
the production functions anyway, one mght take a step back

and use what are called in this literature direct outputs.
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1 That is, think about things that are inputs to the provision
2 of these final consuner goods. Things like the frequency of
3 police patrols, teacher/pupil ratios and things |ike that.
4 One could presunmably ask wllingness-to-pay
5 questions about things |ike that. How nmuch would you be
6 willing to pay to double the frequency of police patrols in
7 your nei ghbor hood. How much would you be willing to pay to
8 cut pupil/teacher ratios from 30 students per teacher to 20,
9 and so forth.
10 In fact, these link in in rather direct ways to
11 budgetary decisions. And it strikes me that there night
12 actually be some sort of interesting possibilities along
13 this line for enploying the contingent valuation approach.
14 Ckay, to sumup then, it seems to me that in
15 principle, at least, the collective choice approach does
16 have sone appealing characteristics as far as use in
17 eval uating environnmental anenities.
18 One, it deals with observed outcones and, two, it
19 in principle enconpasses non-use values. SO we've got an RP
20 techni que that includes non-use val ues.
21 As |'ve tried to suggest, however, there are a
22 | ot of problens here because of the way in which this
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1 met hodol ogy has been tied into |ocal budgetary processes.
2 And | think we have to think hard about the kinds of
3 environnmental goods that are nental candidates for the
4 application of this technique.
5 So | think I'Il stop here and turn it over to the
6 di scussants.
7 DR PORTNEY: Wally, thank you very nuch for
8 getting us off to a great start. It's nmy pleasure to
9 introduce, as the first discussant, Maureen Cropper.
10 Maureen Is currently a principal economst in the research
11 departnent at the World Bank.
12 But she's there on leave for two positions.
13 She's a colleague of both Wally's at the University of
14 Maryl and, where she's a professor in the departnent of
15 econom cs, and of mne at Resources for the Future, where
16 she's a senior fellow in our Center for R sk Managenent.
17 Over the past half-dozen years or so, | don't think there
18 are many people in environmental econom cs that have
19 produced as many semnal articles as Maureen has. And as
20 partial testament to this fact, she's the President-elect of
21 the Association of Environmental and Resource Econom sts.
22 Let nme turn the floor over to Maureen.
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Though we are coll eagues and good friends, we
have mutually agreed that she's on her own in terms of
fixing up this mcrophone.

DR. CROPPER: In my comments on WAl ly's paper,
which I think is a really excellent review of the collective
choice literature, 1'd like to focus on two questions that
Wal ly rai sed.

(Slide.)

The first question is can the collective choice
approach be used to estinmate the demand for environnmenta
quality.

As you will see, | think ny position on this is a
l[ittle nore negative than Wally's position, and 1'll spend
sone time to explain why.

The second question, Wwhich Wally didn't spend
very much time on, but | wll spend a little nore time on
is can contingent valuation nmethods be used to estimate the
demand for local public goods, the things we usually use the
col l ective choice approach for, such as expenditure on
public schools or safety.

On this question, | think I'm actually a little

nore positive and | guess in general, | think that indirect
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or reveal ed preference nethods can benefit greatly from
i nputs from survey research

As Wally pointed out, if you're going to use the
col l ective choice approach to value environnental anenities,
two conditions have to be satisfied.

(Slide.)

First of all, you have to identify enough
jurisdictions to do a statistical analysis where people
really do have control over environmental quality. Then you
have to neasure the marginal cost of environnental quality
to each citizen or whoever it is we think is going to be
i nfluencing the decisions on environnental quality.

And | think there are basically three problens in
achieving these two conditions.

(Slide.)

"1l discuss each in turn

One problem is that people's influence over
environmental quality is really very nmuch less direct than
it is over things like school budget. There are dinensions
here today of cases where people really do vote on
environmental quality because they determ ne the anount of

expenditure and |ocal parts.
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Some times there are referenda that limt
devel opment on coastal areas for environnental purposes,
things like that. But as we all know, nost environnmenta
quality is determ ned through environmental regulation, that
is, through standards that are put on em ssions that firns
can discharge into the environnent.

That's what determines air quality, that's what
determines water quality. There are regulations on the
di sposal of hazardous waste by firms, and so forth.

So nost of environmental quality | would say is
really deternined by regulation. And although in a
denocracy, we feel that citizens influence the outcone of
regul ations, there's no real theory, | guess, that | know
of, certainly not a theory as well-devel oped as the theory
of the nmedian voter to explain how citizens influence
environmental quality.

So that really leads, | think, to a problem
because you don't have a nodel that you can readily use to
say how it is that people's beliefs or demands for inproved
environmental quality actually are translated into
regulation or are translated into court decisions.

On this first point, | think there is also a
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certain inherent problemin using the collective choice
approach to value environnmental quality.

Most of the people who are here to do contingent
val uation studies are doing them for normative purposes.

They want to get an estimate of the value of inproving PM 10
or SO2 levels for a benefit cost analysis, or they want to
val ue natural resource danmages in a court case.

The reason these normative studies have to be
done is precisely because, in these cases, people don't have
a direct input into determning environmental quality. |If
people had a direct input, if they were voting on the anount
that Exxon should pay in terns of damages, you woul dn't have
to do the study, okay.

So there's this sort of inherent contradiction
that in the cases where you want these very precise
estimtes of the value of damages, these are the cases where
people are not directly having any collective input into the
decision, and therefore it's hard to use the collective
choi ce net hod.

And in the cases where people are directly voting
on these matters, at least for the normative purposes that |
think people are interested in here, there is no real need
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to do this kind of normative anal ysis.

That, | guess, brings up another difference
between | think the literature on collective choice
approaches and what people do in environmental economcs. A
ot of the literature in collective choice is really
positive in nature.

If you go back to the original Bergstrom and
Goodrman article, the idea there is to see how expenditures
on local public goods, such as education, vary with medi an
income, with the size of the comunity, with how broad the
tax base is.

Those are all inportant questions to investigate,
but they're very different in determining a precise value on
a commodity for the purposes of a benefit cost analysis.

Wally also nentioned this limtation, and | guess
| think it's a pretty severe one, that people's control over
| ocal environmental quality is very nmuch limted by federa
and state | aws.

Wally nentioned that, for exanple, for the
Nati onal Anbient Air Quality Standards, for particulate
sul fur dioxide, nitrogen oxide and so forth, these are set
at the federal |evel. It's not just those that are set at
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the federal |evel but for all new sources of these
pol lutants, the nunber of pounds pollution you can emt per
mllion btus of heat input is set by the federal governnent.

The anount of BOD you can di scharge per thousand
pounds of poultry emtted is determ ned by EPA

Regul ati ons on how hazardous waste is disposed of
under RCRA are again federally determ ned.

And the list goes on.

There are cases where, of course, well, in al
cases, states and |ocal governnents are free to set nore
stringent environnental standards than the federal |evel
and there are cases of course where that's been done. But
you have to have enough states that are doing this or enough
netropolitan areas that are doing this that you actually
could do a statistical analysis using that nunber of
observati ons.

It's also the case that states have the
responsibility for enforcing federal environnental |aws, and
you could say, well, naybe they have sone control in that
sense. Again, EPA has the right to take over enforcenent in
cases where states really are flagrantly violating federa

and non-netal standards.
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1 So there may be cases, and in ny paper, | suggest
2 maybe PM 10 is one case where indeed you do have nobst of the
3 areas of the country in attainnment with the NAAQS, the
4 national standard for PM 10, but you still have to deal wth
5 this issue that the new sources are still being controlled
6 by EPA and in what sense do we really think that | ocal
7 citizens are telling or how are they telling people at the
a state level, | want a PM10 level that's 50 percent bel ow
9 the federal standard?
10 Ckay. This last issue, | think, is really one of
11 the key issues, and Perry Shapiro is going to talk about
12 this also.
13 There is this problem of how do you neasure the
14 mar gi nal cost to whoever it is who's influencing this
15 deci si on. W haven't really determined who that is. But
16 how do you determ ne the margi nal cost of environmental
17 quality?
18 (Slide.)
19 What Vally is suggesting here, | think, in terns
20 of an estimation technique is something like this. \What
21 we'd like to neasure really is the margi nal damage people
22 associate with particul ates. In this case, the example here
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is PM10 on the horizontal axis. |It's neasured in
m crograns per cubic neter

And the margi nal damages which increase with the
anbi ent level of particulates are really, if you go down the
curve the other way, the benefits of inproving environnmenta
quality.

So we really want to neasure this margi nal damage
function and what | think Wally is suggesting is that if we
really can neasure the marginal cost of controlling
particulates in different comunities or different
metropolitan areas, then what we're going to observe here
the prices and quantities will be the points along the
intersection of these curves.

And identifying this marginal damage function is
going to be a standard exercise in identifying a demand
function, given shifts in a supply function. And, subject
to certain restrictions, we can possibly do this.

The point is, though, and | think also Perry
Shapiro will enphasize this, that prices here, and you
really have to get themright, are these marginal costs of
control

The question is how do we neasure these
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There are lots of engineering cost studies that
actually look at the marginal costs to firns of controlling
parti cul at es. If you assunme that in a conmunity, you go
fromthe | owest marginal cost sources to the highest, you
could actually construct these sort of step functions that
you see all the tine, based on engineering cost estimtes as
to what the narginal cost of controlling PM10 is.

But PM10 isn't controlled that way; it's
controlled through a variety of federal regulations.

There's also the question here of is the control cost the
cost to the firmat the margin who is renoving the last ton
of particulates fromthe air? |Is that cost going to be
passed on to people in other conmunities?

It's going to presumably be reflected in terns of
reduced profits, increased prices, reduced wages.

How are we really going to figure out how people
are perceiving this marginal cost?

And | think that's really the problem here

If what you're interested in doing is sone kind
of positive analysis, where you're willing to say, okay, |
think in some vague way that people influence the |evel of
environmental quality, | can neasure things that will shift
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the marginal control cost function across communities, |ike
the conposition of sources or neteorol ogical conditions.

I know what shifts those curves. I think this
demand for environmental quality is affected by popul ation
size and incone. And | want to try and sort of tease out
sonmething in a very positive fashion about how the denand
for environmental quality varies with incone.

| think maybe you can do that, but that's a very
different matter than getting a precise estimate of the
val ue of additional reductions in PM10 for a benefit cost
study.

In the paper, | go through a series of
envi ronment al goods, environmental amenities and discuss, in
turn, why | think there are problenms in either neasuring the
percei ved control costs, or in considering people to be in
control of these levels of environnmental quality.

| don't want to be too pessimstic, but | guess
the only cases that | can think of where this approach would
really be profitably or reliably applied is in the case that
everyone's nentioned, which is expenditures on environmenta
goods, things that are actually on budget itens. And

possibly in a case of controls on the |evels of sewage
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treatment.

There has actually been a study by G nny
McConnell and Greg Schwartz that uses observations across
communities to | ook at people's demand for various standards
of sewage treatnent. Even these are restricted under the
Cean Water Act. Al nunicipalities have to have at | east
secondary treatnent.

But this is sonmething where the cost to people of
sewage treatnent is sonmewhat salient. You're billed for it.
At |east you can argue people know what it is, and it is
sonet hing over which there is sone |ocal control

But | personally have a hard tine thinking of
ot her exanples and you can maybe nove fromthis into the
real m of things where you could do sonme positive studies in
the case of air quality, and seeing if the demand for air
quality, in some very l|lose fashion, increases wth incone.

Then you nove on to cases |ike natural resource
damages and val ui ng endangered species where | guess, to ne,
it seens inpossible to really use this approach

The second part of ny comments are dealing really
wth this mcro-collective choice approach that Wally
briefly nmentioned and goes into in sonme nore detail in the

ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage
202-347-3700 800-336-6646 410-684-2550



585000101
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

46

paper .

As Bergstrom and Rubenfeld and Shapiro pointed
out in a 1982 Econonetric article, one of the advantages of
using surveys in the area of valuing local public goods is
that you don't have to rely on the nedian voter assunption.
You can go to people who have a demand for |ocal public
goods and you can ask them about it.

And one of the interesting things, | think, is to
| ook at how this survey approach, which is based on
hypot heti cal questions, has been used by people in this
area, and to contrast it with the contingent valuation
appr oach.

I think the reason this is interesting is that
even when the collective choice approach is inplenented
using surveys, it still remains somewhat |ike a revealed
preference or an indirect nmethod of valuing environnmenta
quality. And the reason it does it that it nakes certain
assunptions about the way in which people perceive prices
and quantities that may not be justified.

And | think, to make that clear, |'Il just have
to get into an exanple here.

Wal ly actually gave you this question already,
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but | thought 1'd put it up so you could look at it.

(Slide.)

This is a question asked of 2001 M chi gan
households in a survey conducted in the late seventies. | f
| get anything wong, Perry Shapiro can talk about this,
since he's a coauthor on the article with Rubenfeld and
Ber gstrom

Actually, it sounds to ne like this survey was
anal yzed by |l ots of people. I don't know actually how many
surveys have ever been done in this area because this one is
the one that's always analyzed in the literature.

But, okay, here's the question

Do you think the state and |ocal governnents
shoul d be spending nore, spending |ess, or about the sane
anount on the |ocal public school system as they are
spendi ng now?

Sort of what people in CV/M would do as a warmup
guesti on. If people say they're willing to spend nore, they
get this foll owup question. If your taxes had to be raised
to pay for the additional expenditures on l|ocal public
schools, would you still favor an increase in expenditure in

this area.
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If you say, yes, then you're counted as. wanting
nore expenditure.

As | recall, 58 percent of the people wanted the
sanme anount, and sone wanted | ess. The question is, how are
we going to use this information. The answer to this very
easy question.

I will give you what | think is the contingent
val uation counterpart to this question in a mnute.

This is a pretty easy question to answer, okay.

So how is this going to be used?

(Slide.)

The assunption here is that people are going to
conpare actual expenditure per student in their schoo
district to their desired expenditure per student. And
desired expenditure is going to be paraneterized, it's going
to depend on the respondent's incone, on his tax price, on
the cost to him of raising expenditure per student by one
dollar, on taste variables and so forth, on U as an error
term

This is going to be conpared to actual
expendi ture per student and your desired expenditure has to

exceed actual by sone difference because, after all, there's
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going to be a Iot of people here who actually don't want,
whose desired actual expenditures are in sonme sense close
enough that they don't want to change, okay. So there has
to be a big enough difference here.

So what's going to happen here is that by
estimating an order of logit nodel, this is only outlining
what's done in the article, the authors are going to be able
to estimate D, the vector of B, and the standard deviation
of the error term

Now, what | guess | think. are the drawbacks of
this approach is that instead of asking people what do you
t hi nk actual expenditures per student are in your comunity,
these are neasured objectively. This is the standard
i ndi rect approach.

You do an atonic wave study and for at | east
99.99 percent of the atonic wave studies that have ever been
done, take objective BLS estinmates of risk of death on the
job, as opposed to what people perceive as their risk of
dying, there are very few exceptions.

In conputing the tax price that the person faces
when he nmakes this decision, they asked the respondent what

he thinks his taxes are, which | think nost of us who pay
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property taxes could answer. But then they take the size of
the tax base in the community to divide his estimte of
taxes by. Then that has to be nultiplied by the nunber of

students in the school district.

Wiile | live about half an hour from here in
Bet hesda, Maryland, | know what | paid in property taxes
| ast year. I don't have a clue what ny tax share is in

Bet hesda, nor do | know how nmany students are in the school
district, and | also don't know what is the expenditure per
st udent. And | have four Kids.

So, in any case, | think that it's a hard
argunent to swallow that people really perceive these
things, and part of the evidence that maybe they don't
really, their perceptions don't match the objective neasures
of the variables is that in estimating the coefficient on
this actual expenditure, which is one over the standard
deviation of the error term and is needed to identify all
the other coefficients, that is actually very inprecisely
nmeasured which at |east could be because people really don't
have any idea what these actual expenditures are.

It seens to ne that the advantage of the direct

guestioning approach is that things |like what quantity it is
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that you're buying, if you like, and what you're paying for
it, are nmade nore explicit.

(Slide.)

Now people who wite contingent valuation
questions, and I'mnot really one of them probably wll
wi nce when they see the wording here, but the idea is, |
just want to give you an idea of how you mght ask, in a
contingent valuation survey, people's wllingness to
i ncrease expenditure per pupil.

I know people don't wusually value expenditures or
tal k about the expenditure per pupil kind of thing in a
contingent valuation survey, but there's no real reason you
couldn't.

In this literature, it's just an index of
quality, so here's a possible wording. Currently,
expenditure per pupil in your comunity is so nmuch per year.

Maybe you don't even want to tell people that.

Suppose that this were lowered to sonme very |ow
anount because, after all, we have to go froma |ow base to
see how nuch people really want to spend per student, and
that your taxes were also |lowered by sonme anount.

Wuld you be willing to pay sone stated anpbunt in
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1 taxes in order to raise expenditure per student to sone

2 amount that's also given to the respondent.

3 Well, there are lots of anmpbunts here. And |

4 think that if you look at this question, and |I'm sure it

5 could be worded better, it's a harder question to answer

6 than just saying, | want nore, or the same anount, or |ess
7 spent on schools or expenditures per student.

8 And Wally, in the paper, is sonmewhat critical of
9 that fact. But the criticismis only illusory because

10 after all, you're assumng in this indirect approach that
11 peopl e are going through the same nental calculations as

12 they are here, as they are explicitly being asked to go

13 t hr ough here. The only big difference is you' re not just
14 testing that assunption, you're just nmaking that assunption
15 And if you get inprecisely estinmated coefficients, maybe
16 that casts sonme doubt on it.

17 But at |east here you are saying sonething to
18 peopl e about explicitly what it would cost them what it

19 woul d be raising expenditure per student to, and as | say,
20 if the person can't answer this question, it strikes ne that
21 perhaps the assunption that he can in the other method is
22 unwar r ant ed.
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1 As | guess | said at the beginning, generally
2 speaking, in the use of indirect approaches, one is based on
3 observed behavi or. O course, here, we're using a survey
4 even for the indirect approach, but one is based on observed
5 behavi or.
6 That there is this big drawback that to nake
7 i nferences about non-market goods from these. You have to
8 make a | ot of assunptions. They're not tested. They coul d
9 be tested as survey techniques or conbined with indirect
10 nmet hods.
11 And so, | think for that reason, |I'm actually
12 sort of nore confident about my answer to the second
13 question, that indeed contingent valuation mght actually
14 help the collective choice approach nmore than | think the
15 col l ective choice approach can help val uing environmental
16 quality.
17 DR PORTNEY: Maur een, thank you very rmuch.
18 Qur next discussant is actually two discussants.
19 Two tan smart guys from Santa Barbara who will divide their
20 tine.
21 To ny far right is Bob Deacon. Like Perry
22 Shapiro, who will follow him Bob is a professor of
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econom cs at the University of California at Santa Barbara.

Two years ago, he was a Glbert Wite visiting fellow at

Resources for the Future. | can say that | cut ny teeth in
economics in local public finance. In the early 1970s,
every time | had an idea, | found out | was about two or

three years behind Bob Deacon and Perry Shapiro.

In 1972, Bob Deacon and Tom Borcherdi ng published
a very influential article in the Anerican Econom c Revi ew
In 1975, Bob Deacon and Perry Shapiro published another
article sort of expanding and el aborating on this notion of
using the nedian voter local referenda to shed light on the
val ue of public goods, so both are emnently qualified to
give their responses to Wally's paper.

Let me turn the floor over to Bob Deacon.

DR DEACON: Thanks a lot, Paul.

Perry and | were doing a sort of Al phonse Gaston
routine and | cane up Al phonse with a flip of the coin.

| really wanted to talk mainly about public
choice nodels that apply to jurisdictions, rather than
individuals in the sense of using jurisdiction-wide data as

opposed to individual data.

Then Perry will talk about the nodels that focus
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nore on individual information

| really have a lot of agreement with what Wally
had to say. | thought he did a great job of sunmari zing,
especially the nmedian voter nodels. That's not surprising
Public choice economsts tend to think pretty nuch alike on
t hese sorts of things, which probably accounts for the fact
that we both showed up today wearing exactly the sane
cost une.

(Laughter.)

DR, DEACON: It's the public choice unifornms.
You ought to see the neetings; red striped shirt, red tie,
tan sl acks.

(Laughter.)

DR DEACON: I think the public choice approach
has generated a lot of wuseful information or infornmation
that can usefully inform the collective choice process. |
think it has generated a |ot of useful information that can
i nform the policynmaking process

I'"'m somewhat nore skeptical than WAlly appears to
be in his paper regarding how readily it can be adapted to
val uing public goods or environnmental goods in particular.

But | think there are sone possibilities.
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| really wanted to focus just on two things
before I turn the m ke over to Perry.

One is what are the bounds that we can place on
the kinds of problens that collective choice approaches can
be used to answer.

Maur een has covered a lot of that ground, so I'l
be very brief there, and | don't have that nuch to add to
what she sai d.

But the second question is, what are our areas of
uncertainty within the public choice literature, and sort of
what areas, if we were going to take this seriously, what
kind of areas need additional research

Let me begin. | think that the collective choice
approach has generated a |ot of wuseful information
Particularly, it's sort of convinced at |east the people
that work in that area, and | think perhaps sone
pol i cymakers, that jurisdictions do nake responses to
changes in relative prices. W see this in a lot of ways.

Wen the price of a service goes down,
jurisdictions tend to supply nore of it. The price can go
down because prices may vary across jurisdictions, perhaps

because inputs cost different anmpunts. Public wages are
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1 slightly different in different jurisdictions and we see

2 this showing up in the expenditure patterns, and it's easy
3 to interpret that as a price response.

4 W also see that jurisdictions adjust service

5 | evel s when their outputs are subsidized. They al so change
6 expenditure levels in predictable ways when the conposition
7 of the tax base changes.

8 For exanple, if ny jurisdiction winds up being

9 able to export a lot of its taxes, then the evidence says
10 that, on average, we'll have better 'schools and public parks
11 than the jurisdictions that have to pay their own way

12 conpl etely.

13 So anyway, | think that it has provided a |ot of
14 useful information but we really come down to the question,
15 can it provide us a nmagic nunber that we would think of or
16 interpret as the value of a particular non-market good or
17 service at levels that it's consuned at.

18 Then | think I'm much nore skeptical, at |east
19 about our ability to use currently available information
20 from the collective choice literature to answer those sorts
21 of questions.
22 To begin then --
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(Slide.)

-- let me just put up sonething that appears in
the paper, a set of questions that were intended to kind of
draw sone bounds around the sorts of valuation questions
that the collective choice approach m ght be applied to.

| just pose three sinple questions that are
somewhat in line with the kinds of questions that have been
addressed in contingent valuation studies. And for each of
these three public issues, | posed two related research
guesti ons.

Nunber one, can you go to the literature right
now and find off-the-shelf estinmates that would allow you to
answer any of these?

And nunber two, if that's inpossible, can you
think of ways of patching up the collective choice approach
or maybe nodifying it in sone fashion to allow you to answer
this question?

So the first issue here that is kind of a species
or wildlife protection issue having to do perhaps wth
extinction, what's the value to the citizens.

The second is an air quality exanple, and both

Wally and Maureen have |ooked at questions of that sort.
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The third has to do with sonmething that's nuch
nore garden variety, providing a public park

Now, in sone intuitive fashion, these questions
get easier to answer as you go down the I|ist. At least, in
some sense, the goods are nore tangible and, at least from a
col l ective choice point of view, you get nuch closer to a

good that is provided by a single jurisdiction

So the question then is, | asked this first
guestion with regard to all three of these issues, | tried
this on nyself, and | found that | had to answer no in each
case. I don't think we can go through the literature and

find off-the-shelf estimates that would allow us to conme up

with that magi c val ue nunber for each of these policy

i ssues.

The second question, is this a researchable
topic, is sonething that we mght hope to repair in the
future. | get two noes and a maybe.

Wally and | nmay disagree about this, but | think
on the second item | would say clearly. On the second, |

think the answer is probably no.

| don't think we could produce an estimate that |

woul d be confortable with, largely for the reasons that
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Maur een expl ai ned.

On the third, | think it's researchable, but I
don't think at the present we've done the kind of research
that would allow us to ask that.

The public choice approach, | think, has gone in
a positive direction, trying to understand the kinds of
price responses that | described earlier, and has not really

gone toward valuation issues.

Now, it may be possible to massage it a little
bit and push it off in that direction. W& can talk about
that |ater. I"l'l have sonme things to say about that.

So why do | think it's so difficult to val ue
sonething like a public park, given the information we
currently have?

And what, by inplication, would be the kind of
work we'd need to do to repair this?

Vell, the main point | want to nake has to do
wWth tax prices and our uncertainty regarding what tax
prices actually are.

(Slide.)

This is a little overhead that says the

i nportance of knowing the tax price precisely. | basically
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took the standard nedi an voter nodel, equation one, and |
sinplified it by setting the popul ation equal to one. It's
not a very interesting jurisdiction but it doesn't matter
It kind of clears away sone of the brush here.

So we set the popul ation equal to one. Set the
margi nal cost, that was the capital P in Wally's equation
equal to one, then we just took the sinple representation
here and we can invert this like | do in equation two to get
a marginal rate of substitution on the left hand side.
That's basically the price variable.

In this case, it would be the |ower case t. |
just sort of flipped things around and turned it inside out.
W find that the marginal rate of substitution can be
expressed as a function of these two variables, E and Y, as
well as the paraneters alpha, beta, and nost crucially I
t hi nk, although surprisingly perhaps, the paranmeter A is a
constant term in the demand equation

The reason why | think the constant termis
probl ematic here is that we typically don't observe the tax
price precisely. I think we have things that we believe are
correlated to the tax price, things |like the percent

renters, nmaybe the wage rate of public servants, which kind
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of indicates cost differences.

The percent of commercial and industrial property
in the tax base and so on, which kind of indicates how nuch
of the taxes can be exported.

So we mght have sonething like S down here which
is correlated with the tax price, and maybe the appropriate
index, as |'ve got it here, it's just proportional but we
don't have the T exactly.

If we have sonething that's correlated with the
tax price, we can plug it into this regression equation and
get a nodel that we can estimate. W have, on the right
hand side, observable quantities. S mght be sone tax share
that we think is correlated with the real tax price. And we
can estimate al pha and beta w thout any error

There's no bias involved there, but notice that
we're getting a constant term Instead of an A term we're
getting an A plus this theta plus an al pha term The
problem here is not with estimating elasticities. W get
t hose exactly right.

In fact, we conpared these elasticities across
studies and they all would sort of agree with each other.

There would be no biases, sort of no omtted variable
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except for this constant theta which obviously isn't
correlated wth anything.

So there's no biases in the elasticities but we
can't identify the little a, and notice that | need the a to
get the marginal rate of substitution. It's kind of Iike
we can get these proxies for tax price, and figure out how
t he demand curves slope, but we don't know where the
intercept is. W don't have a point that we can draw them
al | through.

I"m not saying that's inpossible; it's just that
the way the literature has devel oped, we haven't really
tried to identify that. W're nore focused on price
responses and on the elasticity.

| sort of got into this by asking, suppose we're
going to build a park in Santa Barbara, and | was trying to
figure out ny own tax price. It would depend on a |ot of
t hi ngs.

| don't think I could figure it out. | didn't
even know really what tax is marginal to the city. When it
needs to raise an extra dollar, does it balance its budget
with a property tax? That's the standard assunption in the

collective choice literature, but | think it's largely
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unt est ed.

I think, a lot of times, jurisdictions, when they
need an extra dollar, they mght raise user fees a little
bit. W have an option to raise the sales tax a little bit
locally for certain kinds of actions, or excise taxes.

I"'m not really confortable necessarily with the
idea that the property tax is the marginal revenue source
and therefore we ought to be building tax prices around that
i dea, even though that is assunmed in the literature.

I think it's researchable but it hasn't yet been
researched and integrated into this literature.

Nunmber two. What kind of tax liability do | bear
on property that is commercial and industrial?

W have a lot of tourists that cone into Santa
Barbara to T-shirt shops, and they buy T-shirts, and this
partly supports the property tax paynents of those
establ i shnent s. So am | really exporting or are all those
property taxes on the T-shirt shops getting exported out of
the jurisdiction to other citizens, people from el sewhere,
Washi ngton, D.C., perhaps?

This is inportant because sone of that 46 percent

of the property tax base in these jurisdictions nationw de
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is comercial and industrial, not residential, so we need to
have sone sense of what the incidence of those taxes are.

There have been a |ot of incident studies. It's
not that this hasn't been researched. It hasn't been
researched and integrated into this collective choice
l[iterature

Anot her thing that sort of occurs to you is if
all these people that are comng into buy T-shirts and go to
the beach in Santa Barbara, aren't they also receiving sone
servi ces. If they are, then maybe the N that we're using
shoul dn't necessarily just be the population of the city,
but nmaybe we're providing services to sone of these
out si ders.

These are all things |I think are inportant for
trying to figure out how to interpret this in terns of
values to the citizenry. They are researchable Questions, |
think, but they aren't things that we've focused on yet.

Then the renters' question, Wally has a great
deal on that and sort of goes through how renters perceive
taxes and tax prices, so | don't really have nuch to add on
t hat .

Anyway, if you look at the literature on the
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medi an voter nodel, there are a lot of different
specifications for tax price that people use. They are all
typically kind of related to the property tax idea, that
that's the margi nal source of revenue. But in sone cases,
they're assuming that all conmercial and industrial taxes
are exported; in other cases, they're assuning they're not.

In sone cases, they assune that renters pay their
way in terms of property taxes. In other cases, they assune
that renters don't bear any part of the property tax.

Again, all these incidence questions may have a
public finance theory to handle this, but it hasn't been
applied or directed toward these collective choice studies.

I don't think that's necessarily the fault of the collective
choice literature because if you're just trying to answer
the positive questions, what happens to expenditure and
service levels when the tax base changes, this nodel is

fine.

It's just that, a) you don't get that valuation,
you don't get all the paraneters you need to val ue these
servi ces.

There's one other thing in the paper. | have a

coupl e of nore overheads. I'"'m going to have to kill this

ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage
202-347-3700 800-336-6646 410-684-2550



585000101
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

67

off, but that is the main point.

One other thing that | wanted to say was that if
you tried to take the estimates in the literature and apply
them to understanding estimting the value of some public
service, you're going to have to plug in this little
congestion paraneter, alpha or gamm.

So you're going to have to have an estimte of
that if you want to figure out or estinate what the margina
value that the citizen places on this service is.

All the estimates of gamma range around 1.0 but
there are standard errors associated with those. And it
turns out that the marginal value you wuld place on a
public good is really very sensitive to the exact |evel of
ganma.

(Slide.)

If it's 1.0, and we get a marginal rate of
substitution of marginal value equal to one, it turns out
that for a jurisdiction of 10,000, that drops down to .95.
The marginal rate of substitution inplied by the estimates
is only a third, 33 cents, rather than a dollar

So we have a lot of sensitivity to the actua

| evel of the gamma. And if you look in the literature, the
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gamma is estimated with fairly generous standard errors.

So this is sonething else that we would have to
be a lot nore certain about, | think, before |I at |east
woul d be confortable wth applying this.

If you got the paper just yesterday norning, then
you also got the version that has all the latest typos, and
| apol ogi ze for those.

The nost egregious one, and | can take
responsibility for it, oddly enough, ny nanme slipped off the
front page, so | have no apparent connection to this paper

(Laughter.)

DR. DEACON: But despite that; | decided to talk
about it anyway. And Perry, now, is going to finish it off,

DR. SHAPI RO | thought | would talk about the
m croestimates of public goods and in fact | think this is
probably the closest that it cones to this kind of public
goods col |l ective choice approach, conmes to the CV approach
whi ch we've been tal king about.

| really do appreciate Wally's coments. | think
actually, while being one of the people who started this
m cro-estimtion technique for the public goods, | think

that the CV techniques being devel oped have really nore to
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offer to us than | VU.

But let ne talk about this approach, and tel

you, | have a sense -- I'mnot only new to this area, | have
no connection with any of the CV controversy. " m unt ouched
by any of the tensions that | sense in this room And so

don't really have a stake in it.

I"'mgoing to talk a little out of school too, so
if | repeat things that people have said, | apologize.

But it seens to ne that the difficulty that
you're having here, outside of potential income gains wth
one group or another, has to do with trying to nove fromthe
positive to the normative. That's been said.

You're really looking for welfare neasures and in
a way, a lot of us have pronptly sat in front of classes and
expl ai ned probably one of the nost beautiful results of
social sciences in the 20th century; nanely, the
i npossibility theorem

And sonehow we never take it to heart. It
doesn't exist as a social welfare function, but we're going
to try to find one anyhow.

Let ne tell you ny attenpt at this, and this is

really using the survey that Wally was tal king about, but

ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage
202-347-3700 800-336-6646 410-684-2550



585000101
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

70

kind of turning it around.

Agai n, people ask whether they want nore or |ess

or the sane public good.

(Slide.)
A lot of people, 1'll reveal the whole story on
one slide, so if you want to. read ahead, you'll know what

"' mgoing to say.

The essential part of us started out by saying,
| ook, there is a likely substitution function. That's | ust
an inverse denmand function which is linear or |og-Iinear,
dependi ng on the specification, depending on A being the
actual level of expenditures, and X sonme vector of
characteristics of the standard nodel

Then there's a survey response, and here, what |
sense here, and | really have done limted reading in the CV
literature, we have a nodel of consunption, and we're
confortable with getting demand studies, narket demand being
inverse demand functions, and conputing welfare triangles.

But it follows out of sonme nodel of what behavior
is, and it strikes nme that there's got to be sonme nodel of

survey response too. To what extent that's been done, |

don't know. I"m not an expert in that.
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1 But inplicit in what |1've done, there's sone
2 nodel of survey response. \W've asked people whether they
3 want nore or less or the sane of the public good; education
4 nostly.
5 If they answered "nore," it was assunmed that the
6 nodel was that if their tax price T, the price they're
7 actually paying -- and there's problens with observing that
8 admttedly -- was sufficiently -- and this is really rather
9 inportant -- is sufficiently larger than their marginal rate
10 of substitution --
11 I'msorry, |'ve got that turned around.
12 The marginal rate of substitution is higher than
13 the tax price, turn all the signs around, all the
14 inequalities in there, excuse ne. If the marginal rate of
15 substitution were larger than the tax price, then they'd
16 answer "“nore."
17 But it had to be sufficiently larger. And the
18 point is, is this delta term it has a rather |oose
19 connection from psychol ogy, because | have a rather | oose
20 connection with the field nyself, that this is related to
21 the notion of psychology of just noticeable differences.
22 And there is a literature on this, and a rather
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ni ce one. In fact, formalized rather eloquently | think by
Dr. Mbosbeck in the fifties. The theory of sem -orders.

There is a welfare economics that is associated
with sem -orders and the responses that | get, this came for
purely practical reasons. Wen | did ny first studies here,
a lot of people said, well, we want about the sanme of what
t hey got.

That's a little hard to explain if you think you
have a continuous random variable, you would expect to find
that with probability zero, but in fact, as Wally said, in
studies we found over 50 percent of the people said they
were happy with what they had. So the practical reasoning
was, what's going on.

One way to explain that is that there was just
inmprecision in the perception of preferences and perhaps of
what the real alternatives are

If epsilon is even a probit nodel or logit nodel
they are all about the sane, they have the sanme set of
properties, the usual outconme, and this is the probit nodel
P being the cumul ative density function for the standard
normal distribution.

The point about the things that | did was it was
ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage
202-347-3700 800-336-6646 410-684-2550



585000101
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

73

wel | -known that nost of the paraneters would only be
estimated up to sone constant proportionality, nanely the
variance or the standard deviation of the error.

But in fact, with the identifying restriction in
this case, the coefficient on that, the tax price here,
which is presumably observed, is equal to one. And if
there's variation across the sanple in T, then the sigm
woul d be identified, and the three-response nodel allowed
the identification of the parameter of inprecision, nanely,
del t a.

But let's |eave the nodel. It certainly |ooks a
lot Iike a nunber of the CV nobdels that are being estimted
now. Again, that's in the literature

Let nme just tell you, I'Il give you this nodel
and we've estimated a nunber of things on the basis of this
one survey.

| envy the people doing this environnental stuff.
Surveys, as you know, are very expensive to nount, your
funding is probably a Iot higher than mne, so | deal wth
the data | have.

But et me just tell you, | did do a welfare

measure on this. There is a well-known welfare criterion
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an efficiency criterion, nanely that the suns of the
mar gi nal rates of substitution equal the marginal cost.
This is by conmunity.

This is now the expenditures on public education

K t hrough 12.
(Slide.)

Let ne tell you again how that was done.

The first equation is of course the marginal rate
of substitution equation, but for individuals, which we
presunmably estimate.

The estimate of the conmmunity marginal rate of
substitution for some is going to then just be the second
equati on.

This is the third equation on this now, where the
estimted values of the paraneters are substituted in here
using Q being the quantity of the public good in the |oca
public sector; i being the average. These lines over the
variables are averages for the comunity and these being
communi ty val ues.

So this is actually a welfare conparison. This
is for dollars of expenditures. So the marginal cost of a

dol lar of expenditure on this public good, which we define
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in the perpendicular way, is of course a dollar.

The thing we find is that for the State of
M chi gan, where this was done, the average value for this
sum this welfare arrangenent, was .75. So the concl usion
m ght be that, yes, this could inply that the sumis smaller

than the marginal cost, and there's overspending on

educat i on.

So that's been a welfare concl usion.

Interestingly enough in this, this relates to the
potential msnmeasurenment of the tax price. It corresponds

rather closely, not perfectly of course, but rather closely
to what the residential share of the taxes are in M chigan
the inplication being that this welfare neasure is right.

First of all, the inplication m ght be that
actually the public process, at least in this case, leads to
an efficient outcome, a local efficiency anyhow, wherein the
| ocal officials are responding only to their own prices.

Let ne suggest -- let's see, what do | have here
now -- |'ve been on this for nine mnutes and 50 seconds --
|"ve got about ten seconds to do a little zinger here.

| was giving sonme thought to this summng up. |

nmean it does seemto ne that the CV people are trying to
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1 push this very hard into the nornmative area. And there is

2 some criticism about this.

3 They shouldn't do these potential violations of

4 various rationality conditions or conditions that we usually
5 i npose on preferences. It seens to ne that one ought to be

6 t hi nki ng perhaps about well, 1 don't know to what extent you
7 find this summng up condition violated, but if that's

8 what's happening, that's what's happening

9 And is there a welfare theory that is consistent
10 with that observation?

11 It seens pretty interesting to ne -- | don't know
12 how robust it is across sanples -- it seens to ne that while
13 this may not be the one, certainly if there is sone

14 inprecision in preferences, that there is a potential

15 wel fare theory here.

16 | again only operate as a suggestion, so the

17 col l ective choice people ought to come up with sonmething. |
18 really feel this whole area has been better devel oped by the
19 Cv fol ks.
20 The idea here --
21 (Slide.)
22 -- is that really this inprecision can be nodel ed
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as thick indifference curves. Rat her than thinking of
havi ng preci se demands, these are sort of clouds of
indifference. And | hate to tell you, this is a theory of
sem - orders.

One could really think, supposing that we've got
two levels, you're saving one bird or two birds or the river
is half polluted or fully unpolluted or sonmething |ike this,
and you sort of ask, would you pay for that.

VWll, one idea would be well, if there is this
| evel of difference, what sort of nodel of response woul d
you give.

A reasonable nodel, it seens to nme, maybe not the
only one but a reasonable nodel is that you would have equa
probability of answering anything. The point here is that
it would be this whole thing bounded by the two vast
indifference curves are the indifference areas. There m ght
be an equal probability of getting fifteen dollars or
anything in the potential range of possible outcones.

Now what's that? There's an interesting
potential welfare nodel there. Wuether it's useful, | don't
know.

I am the | ast speaker for the program and | do
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feel Iike the fat lady, but | don't have a good place to
si ng.

(Laughter.)

DR, PORTNEY: Bob, Perry, Maureen, Wally, thank
you. I think what we'll do now is take a very short
fifteen-m nute break. Pl ease be back here at 11:00 o' cl ock.
W' Il have a half an hour of discussion, give you an
opportunity to ask questions of Wally, Maureen, Bob and
Perry, then we'll sort of turn to the final wap-up

So back in here at 11:00 o'clock, please.

(Appl ause.)

(Recess.)

DR PORTNEY: Thank you very nuch

I"d like to get started here with our discussion

I"m going to begin by giving Wally QCates and
opportunity to respond to Maureen's, Bob's and Perry's
coment s.

DR QATES: I'd like to thank the discussants for
their very thoughtful and insightful coments on this.

I"d also like to thank the organizers of the
conf er ence.

This paper, which is in pretty rough shape, and |
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1 have a |ot of second thoughts about follow ng the hel pful
2 comments fromthe group, but this paper tried to bridge,
3 tried to draw a link between two literatures in a way in
4 which | don't think any of us have thought about before.
5 And it made nme think hard about the possibilities
6 for using these two nethodologies in ways that there m ght
7 be sonme interesting cross-fertilization.
8 But as | say, | think the conference itself has
9 been very helpful in terms of pointing to sonme avenues in
10 research that we really hadn't picked up on before.
11 But as | say, | hope you'll read the draft of ny
12 paper . I"'m actually a little uneasy with certain things
13 about it, but it in part reflects the fact that this is the
14 first opportunity that 1've really had to think about the
15 rel ati onships of these two nethodol ogies
16 I thought the comments of the discussants were
17 very hel pful on this.
18 DR. PORTNEY: Wally, thank you very nuch.
19 |'"ve got one announcenent to make, and then 1'I|
20 turn imediately to questions from the fl oor.
21 The announcenent is that apparently the hotel is
22 full and so what they would like you to do is check out, try
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1 to adhere to this 12:00 o' clock checkout tine. If you do

2 so, you can bring your bags down and store them out here.

3 There will be people here to keep an eye on them Then go

4 to lunch, which will be served pronptly at 12:00 o' clock

5 and I'm assumng it's the sane area where we had | unch

6 yest er day.

7 Let's begin the discussion fromthe floor, and

8 I"I'l open by recognizing Jonat han.

9 VA CE: I"'m wondering whether the collective

10 choi ce approach for neasuring the value of things |ike

11 species or forests could be inproved by using nations as a
12 unit of analysis.

13 Anyone can answer that.

14 DR PORTNEY: Well, we're all thinking about what
15 the tax price for Burundi or sonething would be.

16 Bob, would you take a crack at it?

17 (Laughter.)

18 DR.  DEACON: I"m actually doing sone work at

19 | ooki ng at how resources are used across country, a Cross-
20 country study of forest use. One of the things it turns out
21 that is of interest -- |'m not saying anyone can use this
22 for valuation -- is that the form of the government, whether
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it's a denocracy as opposed to a dictatorship or a
protectorate, does seemto matter.

Whether that's reflecting different politica
equilibria in different systens, that's what |I'm mainly
interested in.

| really have doubts | guess, nyself, as to how
far we could go with getting a value nunber from cross-
country studi es. But on the other hand, | think it's an
interesting thing to study perhaps for other reasons.

DR QATES: In principle, there's no reason why
one couldn't do that so long as the sort of benefits from
the good that's under consideration are pretty nuch nationa
t hi ngs. That's the way a |lot of the l|ocal public goods
things have to do with spending and deci sions on issues
which are local in character

So if we're tal king about a national public good,
say, there's no reason in principle why you couldn't
identify the cost to the nation and enploy this procedure.

DR, DEACON: Let nme just follow up and say, |
think that's right. That's the kind of work that's been
done on environnental curves by Kirby and Roseman, which is

certainly going in that direction.
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1 | think we're getting things that are correl ated
2 with demands across countries. It certainly makes a |ot of
3 sense to nme. \Whether or not we can actually cone up with a
4 nunber that we could attach to that and confortably call it
5 a value or a value function, I'ma little less certain
6 about .
7 DR PORTNEY: A enn Harrison?
8 DR. HARRI SON: l"d like to briefly nention
9 sonmething that a doctoral student of mne, Ann MDaniel, is
10 wor ki ng on and get your reactions to it, because it seens to
11 me related but different.
12 She's interested in the question, is there a
13 m smatch, a political disequilibriumin a county, R chland
14 County, and Col unbi a. What she's doing is using a
15 contingent value -- it's not a contingent value, it's a
16 hypot hetical survey -- to try to elicit true preferences,
17 and then see if the political gerrymandering that's going on
18 iIs along racial lines in R chland County, and explain the
19 m smatch between the true preferences and the delivered
20 services in that comunity.
21 In a sense, she, couldn't go backwards from
22 presum ng political equilibrium She has sonehow to elicit
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preferences. Wiat she's doing there is | think quite

i nnovative and exciting. She's using the dom nant strategy
mechanism in a voting boot h. She's using a probabilistic
voting rule which is actually a good random dictator. It's
very sinple to explain to folKks. It doesn't suffer from any
problens in terns of eliciting true preferences.

Then she's plugging it into what is actually
played in the political voting gane, which is a plurality
type gane which leads to all sorts of strategizing. Then
she can see how the true preferences elicited by this survey
differ from the revealed outcones in the comunity.

It seens to be sort of alnost dianetrically
opposite in ternms of what the collective choice approach has
been, but it suggests that it mght be, in some sense, a
nore fruitful way to use hypothetical surveys.

And one final thing I'll nention, don't nention
this to anyone el se --

(Laughter.)

DR HARRI SON: -- it turns out that there is
al nost no hypothetical bias in this. Don't tell anyone else
t hat .

DR PORTNEY: We'll just keep it between 120 or
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so of us, yes.

Responses?

DR OATES: It's interesting. As you point out,
it's really not directly related to the framework that's
used in these kinds of studies where you ve got a well-
defined political jurisdiction in which there's a collective
out cone.

Here, the jurisdiction itself is subject to

redefinition. So | think it's certainly an interesting

i ssue. I don't know how | would draw on the body of
literature we're tal king about here. I'"d have to think nore
about it.

DR.  DEACON: I think it's inportant to test

whet her or not comunities are in Bowen equilibrium let's
say. If she can conme up with a test like that, | think that
woul d be a real contribution. There's only a few of those
attenpts of that sort that |I've seen in the literature.

In some sense, Perry's work with Ted Bergstrom
and Dan Reubenfeld; where they get the approximtely
efficient outconme, suggests that the community is in Bowen
equi librium

There's also sone work done by Randy Bol conb. He
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| ooked at voting data when you have nore than one el ection
and it turns out you can identify what the nedian was and
conpare it to the actual. In that case, it worked out. You
couldn't reject the hypothesis if they were in Bowen

equi librium

There really hasn't been nmuch of that done. [t's
a difficult hypothesis to test. If she can do it, | think
that's great.

DR KEALY: As a research agenda question, | was
wondering what you think of the value of perhaps conbining
stated preference and real preference information in the
foll owi ng way.

Suppose, right after a referendum you accost a
person who just canme out of the voting booth and not only
asked them how they voted on the referenda, but then try to
apply an additional survey that asked how did they vote on
alternative scenarios, and naybe get enough information to
etch out a denmand curve.

Do you see any potential for this idea for
obtaining better information on, say, environnental
comuodi ti es?

DR PORTNEY: Perry?
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DR SHAPIRO.  That seens like actually quite a
good idea. These surveys that |'ve seen on public goods,
when they're done close to elections, this is imedi ately at
an election, tend to work out pretty well because people
have the issues in m nd.

I think that that would be quite a good strategy,
conducting the surveys of people who have actually
presumably studied some of the issues.

DR. QOATES: That sounds interesting too.

A comment that | forgot to nmake actually is that
ny treatnent of what | call the collective choice nethod in
this paper is a fairly restricted version of a particular
nodel that's been used in the local public goods literature.

There's a larger literature which involves the
econonetric analysis of referenda outcone, which Perry has
been an active part of and which he describes in his
coments in his witten paper, but really didn't talk too
much about today.

So there is a body of work that has | ooked at
ref erenda outconmes, but not done the kind of thing you're

suggesting, Mary Jo, about actually conbining the two

approaches in that way. I think it's well worth thinking
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some nore about.

DR KEALY: Probably the hardest sales job would
be to politicians.

DR. PORTNEY: You probably wouldn't say that you
wanted to accost voters as they canme out of the booth. Thi s
would lead to a new discipline, accost benefit analysis

(Laughter.)

DR, PORTNEY: It's about tine we stopped anyway.

Dal | as?

VA CE: I just wanted to expand the set of
possibilities.

It occurred to ne, listening to the speakers this
norni ng, of where local and state governnents may be nmking
on- budget decisions regarding environnmental goods through
'92, anyway. | think WRI, | think it's WRI puts out the
State of the State Report every year, a survey of what state
and | ocal governments are doing in environmental matters.

Through the eighties, they have done this as a
very inmportant venue, and sone of the issues that they say
state governments are playing |eadership roles are in having
to do with things |like |ocal energy standards.

Ross David from Harvard is doing sonme studies in

ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage

202-347-3700 800-336-6646 410-684-2550



585000505
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

88

variations in local energy standards in California. There's
quite a bit of variation in the county and city |evel across
California, electric utility and capacity planning that vary
a lot by state.

There are now studies going on, various DSM
prograns, and then there's nore |ocal issues, such as |ead
paint renoval, recycling expenditures, and there are state
superfund | aws where the state, actually several states took
the | ead, surpassing the federal regs.

So there's a menu of things that one mght find,
| ooking for issues at the |ocal |evel.

The question that | would put back to the group
is whether one could think about the attributes that voters
or local officials have in mnd when they are adopting these
ki nds of programs, so that one could then extrapolate or be
willing to pay for the kinds of things that mght be done.

DR OATES: Thanks, Dall as. That's exactly the
sort of thing I was hoping to hear from

If others have thoughts about particul ar

environmental issues that one nmight use as a subject for a

study of this kind, those are very hel pful suggestions.

Thank you.
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actually has been tried.

area by Dan MFadden,
preference of public highway or

was the Rand Journa

89

This is an excellent idea. It

There is a

sone years ago.

But he tried it with great

kind of gave a lot of other
ot her things.
DR DEACON:

agai n.

classic article in this

probably his first on reveal ed

gover nnent bureaucracy. |t

success and | think it

peopl e sonme ideas about doing

A couple of skeptical coments

I think in the things you were tal king about,

energy standards, |ead paint renoval,

exanpl e, |ead paint

renoval as soneth

preventing environnental

children or sonething.

toxins from

you think about, for

ing just sort of

getting into the

It seens to ne there are a lot of different

jurisdictions, governnent bodies that

and not just | ocal

W'd sonehow have to,

ones.

responsibility of one jurisdiction.

are involved in that

it's not just the

W're going to |ook at

the behavior in one jurisdiction and fromthat, try to infer

preferences for |ead paint renoval.
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have to incorporate what these other jurisdictions are doing
in the nodel to get a sensible outcone.

| don't know if these are going to be
si mul taneously determned or if you're going to nodel. The
Fed noves first, then the state cones in and the city cones
in and does what it likes, so the nultiple jurisdiction
problem | think is one that would have to be solved, and I
don't see any automatic way to solve it just offhand.

Another is that even if you just had a single
jurisdiction, maybe it was just the city that was regulating
this, the same city agency mght be doing a |ot of other
t hi ngs. It mght be, | don't know, providing sewage
treatnent for the city or a nunber of other environnenta
commodities or services. And if we were going to |ook at
the behavior of that agency, like its spending patterns, and
relate that to the costs and so forth that it faces, we have
to sonehow figure out how to untangle all the different
services that this one agency is providing.

If we're trying to get a nunber for sonething
like, let's say, renoval of toxins, those are problens that
| can see sort of in using budget data. | don't necessarily

see a solution to those right off hand. That's not to say
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that there isn't one lurking out there sonewhere.

DR, PORTNEY: Q her questions?

Not everybody at once now.

DR KEALY: Actually, | want to ask one nore
question.

Has any work been done, or is there any potentia
for doing work at the federal |evel on developing a
conceptual or theoretical basis for asking people how they
would like to allocate their federal inconme tax, and using
that information to get an insight into whether people
actually feel that the allocations are going in roughly the
ri ght order?

| just feel that there's a problem potentially
with independently trying to get people's valuations for air
quality and then trying to get valuations specifically for
water quality, and then trying to add these up. It's a
typi cal aggregation problem |like we've tal ked about.

But | don't know of any. And | think Maureen
stated in her presentation that she didn't know of anything
that was done in quite the detail as the collective choice
deci si onmaki ng for |ocal public goods.

Do you see this as an area of potentially
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fruitful research to try to develop such a theoretical basis
for obtaining stated preference information at the federa
all ocation level of public goods, providing it at the
federal |evel?

DR PORTNEY Since this is for the record, |
should say to the panelists, you have a right to an
attorney. If you don't an attorney, there are several in
t he audi ence.

(Laughter.)

DR PORTNEY: W wants to take that?

DR, SHAPI RO "Il step in because |'m new at
this.

(Laughter.)

DR SHAPI RO That actually there's sonme work
going on in that area. There are a couple of Australian
econom sts who are doing this. I'"ve read their proposa
and, is it Genn Wthers, is that right? Thursby and
W't hers. They have one piece, actually what they done is to
i mpose budget bal anced conditions on these things so they're
maki ng people look at the full menu of the public, because |
think that's what you have in m nd.

In Australia, if you're looking at public
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expenditures, it's a pretty well centralized country, so you
end up | ooking at the federal budget. So there is work

al ready goi ng on.

I don't know how successful it is, but it seened
i ke a good idea. I don't know where they've gone with it,
but they're actually doing surveys of this sort. | think
that's what you had in mnd, is it not?

DR KEALY: Well, not just doing surveys at this
| evel but trying to find out whether there is a theoretica
or conceptual basis for using the information from this,
from such surveys, and what would be the interpretation

I would seemlike it would be the sanme thing as a
conpensating variation, yet there mght be usefu
information that we could get. | don't know.

DR CROPPER: Let nme just ask a question

Do you want people to determ ne how much of their
noney is going to go into taxes and then how that's going to
be allocated? |Is that the question?

DR KEALY: That would be one way of doing it.

You mght even do as Richard Carson and Robert
Mtchell did for their clean water study. You m ght even

give an indication of how much they are currently spending
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1 on a nunber of things, and then find out if they could

2 real l ocate this budget.

3 I know Richard rejected this notion as a way to
4 get this. But the idea that they mght be able to

5 real |l ocate how they spend the resources to send the signa
6 back about the value that they place on different public

7 goods, not just within the category of environnental

8 quality, but how they mght reallocate particular air issues
9 and water issues, but even from environnmental qualities to
10 ot her types of public goods on the national |evel

11 DR CROPPER Per haps soneone |like Richard shoul d
12 speak to the issue of why this hasn't been done.

13 I would imagine the reason it's not done

14 generally is that if you want to valuate a specific

15 commodity, you really do want people to nake the broader
16 tradeoff between that and all other goods.

17 I would think that perhaps people in politica
18 science or sone other area would have perhaps asked these
19 ki nds of questions though about how do you divide a given
20 budget anong different public expenditure category.
21 But | can see Richard is going to cone to the
22 floor.

ACE-FEDERAL REPORTERS, INC.
Nationwide Coverage
202-347-3700 800-336-6646 410-684-2550



585000505
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

95

DR. PORTNEY: richard, speak briefly to this.

VA CE: There are actually three papers in the
Journal of Public Econom cs. There are ones by Hugh and
Strauss, and there's a Bel gian paper | think. Essenti al | y,
this is an allocation gane and if you |let people increase or
decrease their taxes, you can do sone very interesting
t hi ngs. It's a good way to look at marginal tradeoffs. A
very interesting paper early on was by Carney and Strand
where they actually | ooked at an agency's budget and got
people with a fixed budget to allocate between prograns.

The conceptual problem that you really run into
is that people don't know what they're getting unless you
descri be sort of in sonme detail

At an abstract level, you get these nargina
rates of substitution, and you don't know what sort of the
gueues are that people think they' re getting.

That's why this thing that lvar did back in the
early seventies was nore interesting because they actually
got fairly low down where it was possible to describe the
prograns in enough detail. Peopl e could see what they were
trading off.

At he global level, things are a bit too
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1 abstract. You should also know that there are a coupl e of
2 papers which take the NARC data on National Prograns, wth
3 nore of the same questions like Ferris and public choice.
4 There's al so sone questions of political science on that.
5 What you see is that overall national spending
6 patterns, to a really big degree, are responsive to changes
7 in public opinion. The debate there is whether one |ags or
a | eads the other.
9 DR PORTNEY: Jordan?
10 VA CE: Let me nake a couple of suggestions.
11 As a naive marketer that knows not a |ot about
12 your particular area, but | do have occasion to work in it,
13 one of the things |I've done in ny life, which |I'm not
14 particularly proud of and will never do again, was actually
15 to get a particular political entity -- I won't tell you
16 whi ch one or where -- | built hima nodel of how people
17 woul d actually choose to have their taxes reduced.
18 This nmodel was used extrenely successfully by the
19 ruling political party in this particular entity to increase
20 t he public taxes.
21 Once | realized how it was actually going to be
22 used, | vowed to never do this again.
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This is not a hard thing to do, it's not very
difficult to actually develop stated preference surveys that
will actually look at tradeoffs people are willing to nake.

Bet ween types of public goods or, for that
matter, any other kinds of good, one mght think, for
exanple, that a continuum of possible budgets that we'd
never get to vote on budgets.

But there's a class of statistical design theory
for what are called mxture problens. These typically arise
in chemstry. That's the problem with budgets. If you try
to study budgets using traditional design criteria, you of
course get linear dependency because all of the side
conditions add up exactly to one.

These m xture nodels avoid that and it's quite
possible to show a totally different budget outcone, and ask
t hem what their choices would be if they were actually
allowed to vote or choose anong these various budget
options. Then you could actually work out these things
quite easily.

So there's quite a large class of problens to
whi ch these kinds of problens can apply to.

The problem with this whole literature is that
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nost people look at it extremely narrowy. There's one
techni que that people in marketing and possibly psychol ogy
apply to these things, but if you think nore generally about
the utility approach, the design of discrete choice
experinents, you realize you can go well, well, well beyond
the kind of things that you' ve been doing to estinate |arge
cl asses of functions.

Wiet her you can nmaintain an experinment that
satisfies the kinds of conditions in economc theory that
you're interested in wuld be dependent on you who designed
t hat study nethod.

DR, PORTNEY: Comments or reactions?

| have one if | may be permtted to say so.

It strikes ne that one of the problens wth doing
this in the environmental area is that if you |ook on budget
in environmental protection initiatives, very little of this
shows up in the federal budget.

The operating budget of the Environnenta
Protection Agency is $3 billion, but we spend $130 billion a
year to conply with federal environnmental regulation

So in a sense, you'd be asking people not just to

allocate the $1.5 trillion that's spent on budget, it would
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be basically the $6 trillion that's GNP. A |ot of that
spendi ng shows up in sone GNP producing things, and that may
be an overwhelmngly difficult cognitive task for people, if
I"'m thinking about it correctly.

VA CE: | think that's a very good point. W
have techniques that conme under the heading of what we cal
“H erarchical Choice Mdeling, or Hierarchical Experinments"
that we use to state these at a global level, going down to
a particular area.

If you're interested in references to that
literature, | can give you that.

One of the other things that is quite interesting
in the public arena of course, the elected representatives,
and we hire other people that we call bureaucrats who work
i n agenci es. These people are allegedly taking into account
public preferences.

| have always been sonmewhat benused by the fact
that we don't do very many studies to see whether or not any
of these people actually reflect public preferences.

One that really piqued ny interest was done at
the University of Colorado in the early 1970s by Tom

Stewart, a person whom sone of you know who used to work
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wi t h NOAA. He's now in the School of Public Policy at SUNY-
Al bany.

What Tom did was he got the Cty Council of
Boul der to actually go through a nunber of these budget
scenarios, estimated utility functions for each person on
the Gty Council of Boulder, and then estimated utility
functions for highly notivated groups |ike the environnental
groups and the Board of Realtors and the Chanber of
Commerce, and asked whether or not any of the counci
menbers' wutility functions coincided in any way with any of
t hese other functions, when the council was specifically
asked to take the budget test, as they thought these other
groups were.

I think you probably know the answer, don't you?
Virtually no relationship.

W frequently apply this in marketing. W |ike
to think that sales reps understand their custoners. It's a
very interesting exercise of course how to nodel custoners
and how to nodel sales reps, and see whether there's any
correspondence. As you might expect, there often is

virtually no correspondence.

But unlike politicians, we can actually inplenent
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these functions in decision support systens and train the
sales reps to understand what the custoner wants, so that
they can becone nore effective.

Perhaps we could do this with sone of our elected
officials or bureaucrats.

(Laughter.)

VA CE: I mean, the technology is certainly
there, and we could possibly do that.

DR. PORTNEY: If you don't mind, | would like to
sort of break off questions or comments related specifically
to this session and nove instead to what will be the nost
chal | engi ng but perhaps one of the nost inportant parts of
this day and a half conference.

That's to kind of talk about research priorities
that we can identify that would provide sone guidance to
people at the Departnent of Energy and the Environmental
Protection Agency, possibly the other funding agencies that
are here.

I"m not very smart. | cheerfully agreed to chair
this conference. I never said | would stand up here and
wrap up and sort of say what | think |I've heard and identify

what | think are the inportant research priorities.
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Are you anxious to flee?

(Laughter.)

DR PORTNEY: I guess over the course of the | ast
day and a half, 1've nade notes of the things that seemto
me to be the nost inportant research questions, but those
wi Il not necessarily be yours.

So | guess | would like to start out by raising
one, but then I'd like to give you the opportunity to go to
the m crophones, respond to this, or to say here's what |
think are the two or three inportant things -- | know you'd
say that briefly -- that have cone out of this.

| guess the first question that has arisen in ny
mnd is the foll ow ng:

Gven that there are people here who are
proponents of the contingent valuation technique, or shall |
say on the continuum they're relatively nore optimstic
about the ability of 0.7 surveys to provide useful
i nformati on about values for non-use goods or anything else.

And we al so have people here who are at the other
end of the spectrumin terns of their optimsm about the
ability of this technique to provide useful information.

Is there a way to get people from slightly
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different ends of the spectrum together ex ante to jointly
design CV surveys that people would agree, in advance, would
be likely to provide useful information?

It's sonething that doesn't happen very often,
and everybody in this room knows that there's sort of
wast eful duplication of effort because the plaintiff's side
and the defendant's side each design their own CV survey.
Then they criticize on or another dinension of the survey
net hodol ogy, etcetera, etcetera.

This is an issue | know Danny Conlan raised. He
spoke to it yesterday.

Can we nake sone progress to try to get sonme ex
ante survey designs so we stop ex post sniping at the survey
desi gn met hodol ogy evaluation of the results, etcetera.

Danny, and be brief here because we've got a |ot
to tal k about.

DR CONLAN: I will be brief.

| think that's one possible rule.

I want to nmake three points very briefly.

One is a possible rule that any research that did
an evaluation for which the taxpayer pays should be required

to allocate a certain percentage of its budget to advance
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criticismof the survey.

That would, | think, help convergence quite
rapidly by sensitizing, in advance of the kind of criticism
that may cone, and also by permtting the critics | think
not to carp later, and | think that that would be one
practical provision.

The second point is just a plea for nore
col | aborative research, and is really addressed nore to the
peopl e who fund the agenci es.

The third point that I'd like to nake is slightly
nore general and has to do wth the research agenda itself.
As sonebody who is not really a nmenber of the community who
is not an econom st, but cones at it from another angle, |I'm
really very inpressed by the shifting ground of the debate.

That is, the debate is noving at vertigi nous
speed. It seens to nme that one of the things that is
happening is that the ground is shifting anong proponents of
the evaluation to the point that there m ght be sone need
for a new exam nation of the basic theoretical underpinnings
of contingent evaluation and its relation to the uses to
which it would be put in litigation and in cost benefit

anal ysi s.
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I"minpressed by the follow ng. Wien | started
out, | thought that here are economi sts. They believe in
theory, and they apply consistency tests to preferences
There is a logic of preferences that these preferences are
supposed to adhere to, and when they find that the logic is
violated, they will of course give up and change their m nd.

What seens to be happening, which | think is very
interesting, is that there has been a change. For exanpl e,
Al an Randall and certainly Hanneman sounded nore like a
psychol ogi st than nmany psychol ogists would sound in his
conment s yest er day.

There is a shift that has several effects. On
the one hand, | think it nakes the theory of preferences
much nore realistic. On the other hand, it has the effect
of allowing contingent valuation to escape the test of
consi stency that one normally would expect it to obey.

Can one do, as Mchael was saying yesterday,

utilities are what they are. If you do not obey consistency
tests and you still have utilities, in a spirit that's quite
open-mnded, | think that it's time to review where the

bidding is, given the amount of shifting that has occurred

in the position of the various players.
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1 DR PORTNEY: Responses or discussion?
2 d en?
3 VOCE At the risk of not being politically
4 correct, |I'd like to say the hell with forced coll aborati on.
5 I"d like to encourage conpetition in research in this area.
6 Wiat I'd like to encourage is sinply lots of
7 small grants be given out to a bunch of people and that we
8 | ook at what gets published in peer review journals.
9 | share with Rod Cumm ngs ny enthusiasm for a
10 couple of years from now and perhaps | share it with Danny
11 as well, that just natural academic progress wll push
12 things forward. Wat we need to do is sinply get
13 conpetition, rather than one, two, or three people getting
14 all the noney. Just break it up into small anounts and
15 diversify it.
16 The idea of a Manhattan project where we all cone
17 t ogether, hold hands, and go ohm and we say we're going to
18 deal with this --
19 (Laughter.)
20 Va CE: -- that's not going to work. ' m not
21 pi cking on what Paul said. | think he was throwng it out
22 for debate. But | really think that's a danger. I know a
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| ot of people are tal king about that.

By all neans do it, but also allow conpetition to
wor k.

So the sinple nessage is, don't m cro-nmanage.

You bl okes in Washington don't know necessarily what the
final research is to do. Just let the academ cs here by
conpetition generate that.

The way to do that is to allow entry, allow small
grants. Small grants will go a |ong way.

VA CE: I think | agree with everything that's
been sai d.

(Laughter.)

Va CE: But | also would like to think that, in a
few years, we will get contingent valuation as one of a set
of many useful ways of neasuring val ues.

W' ve seen sone of them here. | think it's kind
of an accident, an historical accident that | don't quite
understand yet about how it obtained the status of the
dom nant nethod for neasuring non-use val ues.

So I would like to say, in agreeing with this
idea of small grants and lots of research, that we try to

et other flowers bloom along the general direction of
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measuring nodalities.

DR. PORTNEY: Ron, surely we can take it as
axiomatic that funding should start after all of us in this
room have been funded to the maxi num extent possible.

Va CE: I"d like to push this line a little bit,
to coment very briefly on sone operational aspects of all
of this.

One thing that cones out to ne is the need for us
to stop bouncing fromone truth to another truth to another
truth, to replicated studies designed to really devel op and
fl esh out a point.

Let nme given you an exanpl e.

Dale Petty and his colleagues not too |ong ago
had this beautiful little paper in JAME Let nme ask you
why haven't there been five or ten replications of that
study?

I think the answer is that we really don't have
an incentive structure, you know, to provide our colleagues
with incentives to do that.

Va CE: You won't publish it.

(Laughter.)

Va CE: Precisely. Wiy haven't we seen a nunber
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of replications? This is just one.

The Whittington study, for exanple, and the fact
is | won't publish it, you know This is to say then that
incentives are such that if you can't get a new winkle, you
can't say this is wong and we don't need sonething else in
the world of publish or perish that we live in. You ain't
going to get published.

I've been bothered by this for sone years and |
don't apol ogi ze for rejecting your paper.

(Laughter.)

VA CE: The mission of JAME is to publish papers
that represent the substantive contributions to the state of
the art, and until soneone changes that mssion, that's what
we're going to do.

What |1'm arguing for is the nunber of papers that
| reject that | think ought to be published but really don't
fit the mssion of JAME

A very good one was Richard Carson's water study.
We argued about this a long tine ago.

(Laughter.)

DR, PORTNEY: W're noving into dangerous

territory.
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(Laughter.)

DR PORTNEY: There are other people that are
going to want to talk to you about why you turned down their
paper .

Va CE: Let ne tell you what I'min the process
of doing, and I'm going to ask you all to so sonething for
me.

I'"'min the process, 1've got sonme editors and |'m
putting together a proposal to the area board that | intend
to begin a new journal that has, as its mssion, sinply
enpirical studies with an allowed welcone to replications
because ny feeling is that if we don't provide incentives to
get research that is focused on replication, good, solid,
enpirical work that encourages replication, we aren't going
to make the novenent in this area that we need to be naking.

So I'mgoing to ask all of you to do sonething.
Now this is going to be something |like a referendum on CVN
and response rate is very inportant.

Ckay, Wwe know there's about 80 of you here and |
ask you, would you wite ne a letter, 1) telling nme what do
you think of the idea of a classing, enpirical journal that

wel cones replications? There's your wllingness to pay
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question. Wuld you in fact pay that $50 subm ssion fee or
whatever it is, and if you're in an academ c institution
woul d you conment what do you think is the probability that
your library will pick it up, because the institution
menber shi ps are very inportant.

Pl ease don't call nme and | eave a nessage on ny
recorder |ike, Ron, you're spending too much tine in the
sun, or, yes, we think it's a beautiful idea. That won't
hel p ne.

I"mat a point where | would really like to hear
back from the people that are being affected. Wuld you pay
and would your institution pick it up?

So please, pretend that we've got a provision
rule here that says, | need a high response rate.

Yes?

DR KEALY: Is this an easy way for you to get
data for your next paper?

(Laughter.)

VA CE: Ron, we need your address.

VA CE: Look at your copy of JAME Pl ease tel
nme you subscribe to it.

(Laughter.)
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VOCE W do ask the Secretary to send Professor
Louvi er an application.

(Laughter.)

DR, PORTNEY: Ron will be available at 12:00
o'clock to discuss papers that he's turned down.

(Laughter.)

DR PORTNEY: Just get behind ne in line.

O her questions or conments?

Va CE: It seenms dangerous to follow the editor
of the journal you work for. Being associate editor neans
you always get the worst papers that cone down the pike.
Maybe you di sagree.

I guess | have a couple of reactions to things
I'"ve heard here over the past day and a half. And it seens
to ne that Paul made an observation that he hasn't repeated.

I"d like to pick up on that.

As we ended our session yesterday, he said gee
whi z, many of the things that | just heard in the last hour
and a half really are testabl e hypotheses.

It seens |ike people have not really picked up on
that from what |'ve heard so what I'd like to really do is

to see if we can't take a couple of mnutes here and think
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about which of sonme of the things that have been discussed
are indeed testable hypotheses, and which of those

hypot heses m ght actually be nore worthwhile than sone of
t he others.

| started going down on ny list of things that
struck ne. It seened to ne that one of the areas in which
testabl e hypot heses are going to be very inportant to us
relates to what kinds of theoretical conditions would we
really think ought to be inposed or should be upheld as
we're going through trying to neasure people's utilities
here.

I think papers have tal ked about these in terns
of adding up conditions.

Certainly one thought that occurs to nme from a
research design point of view would be, are these conditions
satisfied for goods that are dealing with nargi nal use
values and are they satisfied as you nove towards the things
t hat have nore non-use val ues.

A systematic attenpt to try to vary the spectrum
of the good to |ook at the same kinds of conditions | think
m ght yield us some insights in terns of when these things

hold and when they don't hold.
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The second issue | think I'mgoing to actually
appeal back to sonebody el se who's not here, but whom |'ve
had the good fortune to work with for nmany years, and that's
a question that Kerry asked a long tine ago in response to a
paper that Mchael wote, which is what we really need here
is a better understanding, and | think | heard this from
Jonat han Barron and a couple of other people as well, a
better understandi ng of how people answer the CV questions.

I find that we've tal ked around that issue quite
a bit without really getting at it. | think that sone of
the things that Barbara Kennedy's been doing hel ped to nove
us toward this issue of how are people really responding
here. Can we set up research that would help us to
understand how we would respond to CV questions.

I think that a lot of this debate about question
format, which | guess |'ve been sonmewhat of a player in, |
think really stens from our |ack of understanding as to how
people really respond to different question formats.

In formulating their answers to these questions,
| think the attenpts to understand protest novenents are
really part of this sanme phenonenon. To me, it seens |ike

there could be sonme useful opportunities here to really set

ACE-FEDERAL REPORTERS, INC.

Nationwide Coverage
202-347-3700 800-336-6646 410-684-2550



585000505
DAV/ aeh

10

11

12

13

14

15

16

17

18

19

20

21

22

115

aside sone attenpts to look at that kind of thing.

The last area is one that has been tal ked about,
or somewhat referred to. That's the work that sone people
are starting to do, | guess Richard in particular, in neta-
anal ysi s. | think there's a Iot of benefit that can be
drawn from neta-analysis type studies.

Recently, |'ve had sone luck with some of the
t hi ngs we've been doing using that technique. One of the
things that 1've found frustrating, though, is if you're
going to do that analysis, you need.to have information
that's frequently not available in the articles that are
publ i shed, Ron.

In terms of the reporting of the functions, the
bid structures, and the other kinds of information. If
you're going to try to explain relationships, you need to
know what the characteristics of different studies are

And | think it's very incunbent upon us who are
editors or associate editors or whatever to really try to
push towards better reporting so that someone can actually
try to do a neta-anal ysis. | actually tried to do one
before this conference and | couldn't do it. There wasn't

enough data in the 37 published studies that we had on I|ine.
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Thanks.

DR PORTNEY: Responses?

Pet er Di anond?

DR, DI AMOND: I want to pursue an indication of
Bill's suggestion of |ooking at the bases behind the answers
to the questions.

It seens to ne there's content in the answers.
The question is, what is the content. And that links, it
seens to ne, to how the answers get used.

What | want to do is touch back. on a broader book
that | referred to earlier, just to throw out a
hypot het i cal . Anywhere there is a collective decision
problem whether it's a famly or a country, we know there
are no ideal processes for producing answers, but we also
know there are sone processes we |ike better than other
processes, or at |east sone people like better than other
processes.

There are again always disagreenents. |If there
weren't disagreenents, there wouldn't be a collective choice
conference to begin wth. So if we think about the
mechani sm of decisionmaking in the environnental area and

| ook at sonme of the parallels -- I'm as you know, quite new
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at the CV but I'man old hand at public finance and | see a
ot of parallels and questions.

Just as a quick aside, picking a single
calibration nunber, which obviously is hopelessly
i nadequate, seens to ne a lot |ike the question of picking a
single discount rate for the governnent, which any second
best analysis will tell you the right way to do it isn't by
just picking a single interest rate.

But it remains a legitimate third-best question,
what's the best interest rate if you' re not going to do al
the other things? It seens to ne calibration is a simlar
questi on.

The government recognizes, and society recognizes
lots of different ways of structuring decisions, and they
cone out differently. I live in Lexington. Lexi ngt on has
an elective town neeting. ['"'m a town neeting
representative. The process of decisionnmaking that goes on
is clearly very different from what goes on with things that
get put to referenda.

Concord, nearby, has an ol d-fashioned town
nmeeting. Any citizen can show up. It would be lovely to

have somebody study what are the differences in the outcones
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relating to the structure.

Congress recogni zed base-closing is something
they had a lot of trouble with, so the Base C osing
Conmi ssion nechanismis in place to deal with that.

The role of benefit cost analyses, generally in
government policy, is a piece of the decision nexus, and in
ternms of thinking about how you use what one | earns,
recogni zing that there'll be argunents about what one has
| earned from any study, but how you use it, it seens to ne,
has to be fitted into a nechani sm design question for the
gover nnent deci si on.

I don't nean that in the sense of a mechani sm
design literature, a particular solution to a particular
observation, but just in general we are designing a
nmechani sm to produce public decisions.

So let me throw out a hypothetical, just to then
ask, well, what kind of nechanisns mght we want to use for
this.

The hypothetical | thought | wanted to really
isolate on non-use values is wlderness. Congress decides
to set aside sone wlderness area that's really going to be

unt ouched by peopl e. People are not allowed in. Nobody can
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use it in any form whatsoever. And Congress appropriates
sone nunber of billions of dollars to buy and set aside an
area, and Congress asks DO to pick the area

And they go out and they do a whol e bunch of
surveys and they say, hey, there's one place in the
sout hwest that would be a great wilderness area. It has
this kind of climate, this kind of ecology, these animals in
it. And then they do another survey, spot another area in
the northwest very different, but it's also a candi date.
They' ve got enough noney to pick one. They cost the sane.

What it seens to ne to be a very hard problem
You want to protect this ecology or that ecol ogy. Do you
want the w | derness here, or do you want the wil derness
t here?

What kind of nechanism would you want to have for
solving that?

Where would CV fit in?

The NOAA panel thought conparison CVs would be a
better source of information than absolute |evel Cvs.

I think, as a question, what kind of mechani sm
what would be the role of Congress, of civil servants, of

opinion polls of the general kind, specialized kind of
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to design that?

That it seens to ne is a question that one

shoul dn't just answer off

really ought to be serious thought

the top of our

heads. Ther e

and anal ysi s. If you use

this kind of nechanism here's what you mght |earn

I think that's a researchabl e question.

DR PORTNEY:

W would wel cone that.

Go right ahead.

DR BERGSTROM

It's not really in response to

that conment, but maybe sonebody would follow up.

somnet hing |

program working wth agencies,
apply sone of these nunbers.

deci si ons,

whi ch |

val ues.

I just want

John Bergstrom University of

| spent

a | ot

there's a couple of

guess fromthe rank and file.

to have the opportunity to say

Georgi a.

of tinme researching in a teaching

guess 1'd like to highlight.

organi zations, trying to
If we look at policies and

parts to the research agenda

One is the difference between use and non-use

A lot of the issues | have worked with, the

agencies are nore concerned with the use values, so it

doesn't

seem there is the use of CVM or
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big concern under the use values; for exanple, |ooking at
reservoir use.

Are nost of the inportant controversial issues
really non-use? 1'd like to see those issues separated as
we go forth in the research agenda to nake sure, when we
make statenments |ike you shouldn't use opening questions or
di fferent techniques, we have docunentation on these val ues.

| guess, in working with the Forest Service as
well, they have given us guidelines on what project to use
the best avail able approach that we can use, given the data
and the budget constraints and the tinme constraints that we
have.

So I'd like to see the research agenda renain
flexi ble and open and not see us nmake hard and fast rules --
for exanple, you can never use nmil surveys or certain
techni ques -- when those nay be appropriate for certain
appl i cations.

DR PORTNEY: John, thank you.

Comment s?

Bill Scholtze?

DR. SCHOLTZE: | really want to follow up on

t hat. My first cooment is really a simlar plea, both to
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1 DA and to NOAA That is don't make the regul ations as
2 restrictive as they now read.
3 The reason for that is these regs will not just
4 be applied to court cases. That's what everybody originally
5 assuned. That is in EPA when the Forest Service does a CV
6 study for any kind of policy analysis, they are going to be
7 forced to follow those regul ations. That's a sinple fact,
8 okay. Just take nmy word on that.
9 And this will effectively choke off the major
10 funding sources for doing research. That's just the way it
11 isS. So those regs have to be witten nore flexibly or we
12 will be stuck with those procedures forever.
13 My second point is that | really don't know of a
14 source of basic research funding for this application. I
15 really don't know the source.
16 Al of the noney | have ever gotten has been to
17 provide a value for specific policy problens. I've never
18 recei ved basic research noney, so | would hope that we would
19 go to NSF and say, look, you really need to devote a
20 substantial amount of noney, and to provide that noney to a
21 wi de variety of investigators, because | totally agree with
22 the notion that what we need are new ideas and the sane
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1 people are finding the sane nethods over and over again.

2 And that approach is not going to solve the problem
3 I think one exanple of that is in market
4 resear ch. That's a very exciting approach. As | read the

5 protocol, that approach would be excl uded.

6 Anyway, that's all I've got to say.

7 DR PORTNEY: O her comments or reactions?

8 Ri char d?

9 DR CARLSON:  Just given the general nature of
10 the papers at the conference, we could have had an entirely
11 different sort of notion which focused on, say, statistical
12 i ssues involved in analyzing discrete choice responses, had
13 a whole session on mail surveys versus tel ephone surveys
14 versus in-person surveys, a whole session on why people
15 think you get different values with different solicitation
16 methods. And a lot of these issues were sort of brought up
17 around the fringes of the papers that were given here.

18 In thinking of a research agenda, those were
19 actually a lot of the practical questions that people deal
20 with over and over again, having to actually do contingent
21 val uati on surveys.
22 And these sort of little picture questions
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shouldn't get lost in a discussion of the big picture.

DR. PORTNEY: Richard, | couldn't agree with you
nore, and if | had the tine to go down ny list, next on the
list was studies testing whether in person produces
different results from mail surveys, whether open-ended
versus -- these are emnently researchabl e questions.

We could do split sanple experinents like this
tonmorrow, starting tonorrow, if the will was there and the
resources were there.

I want to second that, as a participant, not
necessarily as a noderator

Howar d?

VA CE: Just a notion of not forgetting the snmal
picture | guess brings in sort of not forgetting the even
bi gger picture than the one we | ooked at.

W started out with pretty general discussions of
utility * and altruism but we got pretty quickly focused
down, | think, given the nature of current events, on non-
use values or environnental goods or environnental public
goods.

I think in the general discussion we have

altruism As | understood, as long as it's sonething other
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1 than a utility function of one person entering into a
2 utility function of another person that there was
3 potentially a role for altruism
4 And | guess the issue is do we need to | ook at
5 non-use values in a nore general way, or only at
6 envi ronment al public goods.
7 DR. CARLSON: I was actually not being critical.
8 VA CE: I know you weren't being critical. Your
9 notion of centering down, you know, we operate at sone
10 | evel . | guess there certainly are the issues, in further
11 response to you and your thinking on that, we should have
12 dealt with perhaps in a nore detailed |evel.
13 But there are sone other issues that al nost,
14 after we got past the very first session, we sort of got
15 past them very quickly.
16 DR CARLSON: As a nore concrete sort of thing,
17 you could actually sponsor sort of a conference on nuts and
18 bolts issues, and have sone real fights.
19 (Laughter.)
20 DR PORTNEY: And at perhaps the nbst concrete
21 level, tine is up. There will be a buffet lunch that should
22 be set up right now outside.
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| have one concluding remark to nake.

That is that I've had the privilege of standing
up here | ooking out over the audience for the last day and a
half. What |'ve seen is world class researchers in
econom cs, experinental and cognitive psychol ogy, sociol ogy
and survey research, marketing as well as very high ranking
policy officials responsible for naking policy decisions and
al l ocating research budgets at the Departnment of Energy, the
Envi ronnental Protection Agency, the Departnment of the
Interior, the Departnent of Commerce through NOAA, Ofice of
Managenent and Budget, and the Council of Econom c Advisors

That's really a unique thing, and | think it
attests to the inportance of this subject to the potentia
of research on. not only contingent valuation, but such
things as conjoint analysis, nulti-attribute utility theory,
and all of the other things that we've tal ked about today.

My hope is that the next time that a group of

people like this gets together, we wll begin to appreciate
or share the hope that | have now, and it's a belief, |
guess, that five or ten years fromnow, we wll have nade

enough progress in this area out of an original interest in

putting values on or attaching dollar values to lost non-use
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val ues or passive use val ues.

| think we have the potential to make so nuch
progress in this area that we will edify the entire
econom cs profession and change the way it and perhaps the
ot her social sciences approach the whole issue of valuation

| really think the potential is there, and | hope
we can continue to meet in the constructive way that we have
in the last day and a hal f.

My thanks to the Departnent of Energy and to EPA
for cosponsoring this. Go eat lunch and enjoy the rest of
your day.

(Appl ause.)

(Whereupon, at 12:00 p.m, Friday, My 20, 1994,

the nmeeting was concl uded.)
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