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Rationality - What does Environmental Valuation say?
Abstract
Economic valuation of the environment is disputed. One reason for this is the large number of observations that do not
conform well with the standard economic vision of rational choice. Some researchers have tried to reduce this problem by
adding new auxiliary hypotheses to the model. Others just dismiss the whole undertaking. This paper takes on a third
route, looking at what valuation studies may contribute to improve choice theory. It focuses around two main issues: the
information problem and the characteristics of preference formation. Given that information is costly, optimization is in
general indeterminate. To handle this situation the individual is forced to develop choice rules. These are based on the fact
that 'non-optimal' ignorance has to play a fundamental role for most choices. Co-operation may simplify this problem,
reflecting that the process of knowing is very much a social one. Also, in the domain of preference formation several
hypotheses are developed that may explain many 'anomalies'. These focus on the role of the status quo and the
incommensurability of preferences. Furthermore, especially concerning common goods like the environment, preferences
will have fundamental moral and social features. While our findings do not simplify theory, they may help us understand
errors produced by illegitimate simplifications.
Key words:choice theory, rational choice, environmental valuation, philosophy of science

1. Introduction
Throughout the 1990s we have observed an extensive debate about how to make choices about
the natural environment. Monetizing – especially in the form of contingent valuation (CV)
estimates – has by many been understood as the way to inform rational choices in this field. It
facilitates trade-off calculations in a world of scarce resources. Furthermore, it is emphasized as
a democratic way to inform collective decisions (Mitchell and Carson 1989; Navrud 1992).
Skeptics of CV may accept the severity of environmental problems, while they question the
relevance, the validity and reliability of the obtained estimates. One important source for this
critique is the amount of anomalies appearing in the valuation literature.
In the face of anomalies, one strategy has been to focus on the quality of the surveys and
propose better elicitation formats (Arrow et al. 1993). Others propose methods for trimming
data, restructuring the empirical model or adding auxiliary hypotheses. In all these cases respondents are still conceived as individually rational. Preferences exist and are consistent. Thus,
errors have mainly been seen as ‘measurement biases’ to be corrected by refining the methodology (Mitchell and Carson 1989). Certainly, many studies can be criticized for being of low quality. Still, the development of concepts like ‘starting point bias,’ ‘position bias,’ ‘question order

bias,’ ‘yea-saying,’ ‘framing effects,’ ‘protest bids,’ and ‘warm glow’ all have a very ad hoc
character and seem to cast doubt over the behavioral assumptions underpinning the model itself.
Among some CV skeptics there has been a tendency to simply dismiss the method since
results seem inconsistent with neoclassical economic theory (Diamond and Hausman 1993;
Diamond and Hausman 1994; Milgrom 1993; McFadden and Leonard 1993). From the view of
these authors, the problems are not that of measurement. People simply do not have preferences
over ‘non-use values’. This is a somewhat curious position. To keep a particular theory intact,
observations from a whole field of inquiry have simply been dismissed as irrelevant.
My position is that one should take the inconsistencies seriously and ask what they might
mean for economic theory. As Portney (1994:15) states: “the critical scrutiny directed at the
contingent valuation method has led some economists to think more deeply about cognitive
processes, rationality, and the nature of preferences for all goods, public or private. We may, in
other words, come out of this debate with an improved theory of preferences and choice.”
In the latter half of the 1990s we see a tendency towards some convergence not least around
the issue of methodological experimentation. Certainly, we notice continuous efforts to
demonstrate that what was considered anomalies in the face of the rational choice theory, still
may not be so (Carson 1997a; Carson et al. 1998; Hoevenagel 1996; Smith and Osborne 1996).
We do, however, also observe increased interest in procedures that focus more directly on
choices as in various types of choice experiments (Bergland 2001; Desvousges et al. 1996;
Garrod and Willis 1998; Hanley et al. 1998; Randall 1997). These methods still keep focus on
individual trade-offs too, but avoid using rating/monetary measures directly. Finally, we observe
enhanced interest in more participatory methods like focus groups, in-depth groups and citizen
juries (Aldred and Jacobs 1997; Brouwer et al. 1999, Burgess et al. 1998a and b; Clark et al.
2000). These latter studies focus on deliberation, communication and a broader set of
assessments than the monetary methods.
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The aim of this paper is to follow up the challenges posed by Portney. I specifically want to
focus on whether apparent deviations from rational choice theory really have been observed and
if so, discuss potential consequences for economic theory. In my mind some of the problems
encountered are specific for environmental valuation, while others seem to have bearings for
economic theory more at large.
I will start my inquiry by defining the basic elements of the neoclassical economic model.
The economic definition of rational choice will be examined and the restrictions it puts on the
economic model will be explored. On this basis I will discuss what various observations in the
valuation literature may imply for the model. I will do this in three steps considering: a) the
level of the individual, b) the social level, and c) the character of the environmental good.

2. Rationality
The definition and understanding of rationality and the rational choice concept vary
substantially across the literature (Elster 1984; Hausman 1992; Knudsen 1993; O'Neill 1993;
Sen 1977; Sen 1997). Still, neoclassical economic theory seems to be based on a within the
profession broadly accepted definition. Here rationality is understood as substantivist (as
opposed to procedural), individualist, and independent of social context.
Hausman (1992) offers the following definition for the neoclassical position: Choices are
rational if beliefs and preferences are rational and choices are made in accordance with what is
preferred the most by the individual. Preferences are rational if they are complete, transitive and
1

continuous.
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According to the formal definitions preferences are complete if for all x and y in X: x ≥ y or y ≥ x. They are
transitive if for all x, y and z in X where x ≥ y and y ≥ z then also x ≥ z holds. Finally, preferences are
continuous if x is preferred over y and z is sufficiently close to y, then x is also preferred over z. Whether noncontinuous preferences are ‘irrational’ in economic terms is an issue of some debate.
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2.1 The neo-classical model
Rational choice is a core concept in neo-classical economics. Lakatos (1974), with his concept
of the research program, makes a distinction between the core and the protective belt of a
science. It may seem difficult to apply the Lakatosian perspective to economics, since there is no
strict definition of what belongs to the core and to the protective belt. Still, rational choice and
its associated perspective of methodological individualism seem to be a characteristic of all
definitions among neoclassical economists.
Eggertsson (1990) specifies the core of the neoclassical model to include rational choice,
stable (given) preferences, and equilibrium. The standard protective belt contains full information, zero transaction costs, homogenous goods, and individual property rights/free competition. I find this to be as far as one can possibly come in defining a representative synthesis, and I
will use it as a reference point for the rest of this paper.
In the philosophy of science literature it seems to be broadly accepted that it is defense of
the core that is the dominant characteristics of most research paradigms. Kuhn (1962) challenges both the logical empiricist and falsificationist positions by claiming that in periods of
normal science, scientists do not confront theories with data to falsify. Instead they are trying to
solve puzzles that arise in their search for making reality fit with the disciplinary matrix of the
science. Lakatos (1974) focuses similarly on how sciences are structured to defend their core
assumptions. When a program is developed to a level where it is appropriate to subject it to
empirical tests, it is confirmation rather than falsification that is of foremost importance.
Changes in the protective belt are certainly legitimate and often very important to fit the
concrete situation better. Varying the assumptions about information is standard in most neoclassical applications. It has also become increasingly approved to include positive transaction
costs. These specific kinds of changes in the protective belt certainly make the model more
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realistic. The price is, as we shall soon see, to render it inconsistent.
It is standard to define a modification of a model inconsistent if it does not conform to the
logic given by its other elements – here structured as elements of the core or protective belt.
Another important concept is ad hocness. According to Chalmers (1982), modifications – be it
of the core or protective belt – are in general ad hoc as long as they produce no new testable
consequences. As I will argue later, the explanations given for various anomalies in CV studies
can to a large degree, be characterized by either ad hocness or inconsistencies or by both.

2.2 Three interrelated concepts: rationality, preferences and full information
The neoclassical version of rational choice is demanding. Furthermore, the model implies several interdependencies. The most important ones link rational choice to the standard protective
belt. More specifically, rational preferences – as defined by Hausman – seem to depend on full
information. This must be the case for the individual, as she must also know all states of the
world to determine the relative values. Otherwise, preferences cannot be considered complete.
Certainly, most economists accept choices under imperfect information to be rational, if the
best option is chosen given available knowledge. There is, however a problem with this position. To define an optimum in a precise way, information has to be complete/transaction costs
have to be zero. If it is costly to carry out the choice process – e.g., to gather and handle information – optimization becomes indeterminate. When maximizing, the actor will always have to
decide whether resources should be used on conducting choices or on gathering more information as a basis for choice. This self-reference problem was acknowledged already by Morgenstern (1935). It cannot be solved by other means than an arbitrary act or standardized interruption rule, since it is the cost of information that creates the problem. Following Knudsen (1993),
there exists an inextricable problem as soon as the cost of optimizing becomes part of the opti-
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mization calculus itself. We enter into an infinite regress. Thus, diverting from the assumptions
about full information/zero transaction costs is inconsistent with the core, or more precisely:
The utility maximization algorithm when shifted to expected utility becomes indefinable.
Choices can be directly observed, while motives cannot. Testing the rationality assumption
has thus become demanding. The behaviorist bend of the economist profession has directed
analysis away from the study of stated towards the method of revealed preferences utilizing data
over observed choices. The problem with this alternative is its strong demands on other parts of
the model. To be able to test the assumptions underlying the definition of rational choice, not
only full information, but also stable preferences must be assumed. Learning is not a logical part
of the model – i.e., optimal learning could in principle have been – but cannot be defined. Thus
observing information costs should in itself falsify the model.
From this it follows that there are only two positions that can be taken concerning the
substantivist rational choice model and real world choices. It can be considered a best approximation, when understanding and predicting behavior. One has to admit that ‘best
approximation’ has to be taken much on faith. Alternatively, one can take the position that the
anomalies observed make a search for other models both interesting and necessary. Actually, the
CV literature is an important source in such a search, while one must acknowledge that this area
of inquiry also brings our analysis into domains that go beyond what is relevant for choices in
the standard market place. Given the perspectives outlined above, the underlying focus will be
on the information problem and the characteristics of preference formation.

3. The individual
The structure of the neoclassical model of rational choice directs the interest towards the
individual. Compared with the analytical stringency of the economic model that also underpins
6

environmental valuation studies, the ad hoc character of various concepts developed in the
literature to characterize real behavior is somewhat astonishing.
Concerning consistency of preferences, several CV studies show that responses are not
independent of the technical characteristics of the elicitation procedure. According to one
type of problems, the level of proposed payment in both serial and dichotomous bidding
games influences the estimates (Boyle et al. 1997; Herriges and Shogren 1996; Holmes and
Cramer 1995; Kealy and Turner 1993; McFadden and Leonard 1993; O’Conor et al. 1999).
The so-called ‘starting-point bias’ or ‘anchoring effect’ thus deviates from the model of
rational choice. According to a second type of potential bias – the so-called ‘sequencing bias’
or ‘ordering effect’ – the value of a good depends on which number it has in a sequence of
goods presented for valuation (Carson et al. 1998; Hanemann 1994). A third issue is the
observed discrepancy between willingness to pay (WTP) and willingness to accept compensation (WTA) measures (Gregory 1986; Hanemann 1991; Kahneman and Knetsch 1991;
Knetsch 2000). Finally, the question of ‘protest bids’ and lexicographic preferences (Spash
and Hanley 1995; Spash 2000) is of significant interest when we consider how observations
conform to the rationality model.

3.1 'The starting point bias'
The starting-point bias (SPB) is observed in connection with closed bids. The arguments for
2

using such bids are two fold: First, they reduce the possibility for the bidder to act strategically .
Second, the referendum type format is thought to be more familiar than an open-ended question
3

since it mimics the type of decisions we make in ordinary markets (Arrow et al. 1993).
2

Whether this kind of eliciting method is so-called incentive compatible is still an open issue (see Cummings
and Harrison 1992)
3

Which at the outset is an admittance of deviations from the rational choice model.
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If we knew our preferences and they were complete and continuous, the levels offered to us
in a closed bidding game should not influence WTP estimates. McFadden and Leonard (1993)
give the following comments in a study where they use the so-called double referendum format:
“Summarizing, we find that the distribution of stated WTP depends strongly on the elicitation
format.... Thus, the ‘starting-point bias’ that led CV researchers to abandon repetitive bidding
games is already a damaging effect in second response, and the double referendum elicitation
format is internally inconsistent” (p. 191). Holmes and Kramer (1995) even find SPB to occur in
single referendum (dichotomous-choice) formats, a conclusion supported also by Meade (1993).
Two explanations on these observations are presented in the literature, both of an ad hoc
nature. One is the existence of so-called ‘yea-saying’ (Mitchell and Carson 1989; O’Conor et al.
1999). The other relates to the possibility that respondents consider the bid they are confronted
with to carry information about the value of the good. Mitchell and Carson (1989) emphasize
that “confronted with a dollar figure in a situation where he is uncertain about an amenity’s
value, the respondent may regard the proposed amount as conveying an approximate value of
the amenity’s true value and anchor his WTP amount on the proposed amount” (p. 240).
While ‘yea-saying’ in my mind directs the concern mainly towards the social dimension –
i.e., the interplay between individuals when forming or defining value (see later) – the latter
explanation makes us focus on the completeness of preferences, respondents ability to handle
information and compare value across different categories of goods. One interpretation is that
prices are used as information about the quality of the good. Boyle et al. (1997) propose that
“bids may carry unintended cues to survey respondents regarding the quality of the item being
valued” (p. 1496, my emphasis). They also refer to various marketing studies indicating that
consumers use price as shorthand for quality. Thus, information costs may make it rational for
the respondent to use the bid as an ‘anchoring point’ – i.e., as cheap information in a complex
world. Certainly the complexity and maybe unfamiliarity people have of environmental goods
8

may make this effect especially important within the field we are looking at here.
The idea can, however, be taken one step further: Even preferences may be formed – at
least partly – as an effect of price information. Through (continuous) consumption we do not
only learn about the quality of various goods. We may also learn to value a good in accordance
with the prices we are used to observe. We get supportive indications of this from the assertion
that prices may vary substantially between countries and cultures. When traveling, people may
even be offended when experiencing prices that are unfamiliar to them. Over time, however,
4

one may get ‘used to’ the new price level and adapt to it. SPB should be expected in particular
when valuing goods where we have no other price information to which we can relate our bids.
We find supportive arguments of such mechanisms also in the more general literature.
Hollis and Nell (1975:119) support the position taken here as they emphasize that “the
formation of preferences often seems to be a function of economic variables like price, income
and output.” Hodgson (1998) looks at prices as social conventions. Elster (1983) argues that
there is a relationship between attainable output and preferences. According to the rational
choice model the above kind of interrelationships should not exist. They impose devastating
circularities. Still, at the face of high information costs and uncertainties about own preferences,
such behavior cannot be termed irrational.
In a study made by Schkade and Payne (1993) verbal protocols were used to get insights
about how people reached conclusions over their value bids. Their study shows that people tend
to look at what they have spent on somewhat similar goods. They further show that the cost of
producing a good also seems to influence what we are willing to pay, possibly also since it
guards against the feeling of being cheated. Clark et al. (2000) document that some respondents
explicitly want to anchor their bids to the costs. Schkade and Payne (1993) observe in their
4

Prices of cars and gasoline are very different in countries like Norway and the US. The patterns of car use
are different too, but much less so than the price and income elasticities of each country should imply. Maybe
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study that 41 % of the respondents searched for the appropriate or necessary bid assuming that
everybody paid their part. Since the environmental good is a common one, it makes sense to
expect a fair distribution of costs to be important.

3.2 'The sequencing effect'
Turning to the sequencing effects (SE), the problem shifts somewhat. While in the case of SPB
all agree that such observations are counter to the standard rationality assumptions, some level
of SE should be expected given the model. Hoehn and Randall (1989), Hoehn (1991), and
Carson et al. (1998) are among those developing various aspects of this. Their findings imply
that if the goods are Hicksian substitutes, the WTP for an increase in one of the public goods
should decrease the farther out in a sequence it is valued. The opposite is true if they are
complements. Only in the case of independence, the sequence should not matter. How large the
SE could be, is not easy to determine. Carson et al. (1998) acknowledge that some observed
differences in values under different context are too large to be plausible.
Let us look at an example. Halvorsen (1996) presents results from a study where people
were asked to value the human health and environmental effects of reduced air pollution. In a
sequential valuation with the health effect focused first, the mean WTP values were 1133 NOK
for the health effect and 6 NOK for the environmental. If both goods were valued simultaneously and the respondents were asked to split their bid on the two elements afterwards, the
results were 278 and 862 NOK for the two effects respectively. As we see, not only did the ord5

ering change, the alteration of mean WTP for the environmental impact was indeed substantial.

Even though it may be that e.g., environmental and health effects are substitutes to some degree,
(..fortsatt)
behavior is relative to ‘status quo’ price levels? This is an issue we will return to.
5
Halvorsen (ibid.) concludes that while a sequencing effect is observed, this is still not counter to the
rationality hypothesis. The fact that the summed values from the two formats are almost equal is used to support
the rationality hypothesis.
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one may certainly ask if results like the ones above are plausible. Still, my agenda here is with
the theoretical stringency of the way effects of substitution and complementarity is handled in
the literature. After having clarified the errors made by just adding up valuation estimates within
a CBA framework, Hoehn and Randall (1989) conclude: “The structure of a valid benefit cost
6

measure limits alternatives to either a one-shot, holistic valuation or a sequenced approach”

Their argument is convincing – given their understanding of the good and the way the implicitly
conceives the information process.
Concerning the character of the good, more will be said in section 5. Here I will just focus
on the information problems involved. Basically, there is no reason to believe that all participants in a valuation study have the same idea about what constitutes a ‘whole good’ in the sense
of Hoehn and Randall. There is no reason to believe that the individuals involved perceive the
good in such a way that one set of demarcations secures that there is no substitution effects or
complementarities across the border towards other goods left at least for some individuals. The
logical consequence of this is that all potential changes in the sphere of public goods should be
valued at the same time. This raises issues that are impossible to handle consistently in practical
situations. The problem is technically that of balancing the need of information to be delivered
with that of securing the internal consistency of the policy packages to be valued. One could
construct a two-step procedure where the first step concerns the definition or demarcation of the
good and the second the elicited values. This would at least increase consistency, but may still
not pay for the extra costs?
We are back to the problem of Morgenstern. In concrete valuation studies – whether a
one- or two-step procedure is used – important information will be lacking. In such a setting
6

By ‘sequenced approach’ is meant a stepwise procedure where the value of each element which the whole
environmental good consists of, is estimated given that the elements already valuated in the sequence take on the
status they will have as element of the final good. This will – following the assumptions underlying the analysis –
give the same aggregate value as a holistic valuation. The elicited value of each element will vary though,
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the only reasonable thing to do for the individual may be to use some sort of ‘mental
7

accounts’ for each class of goods and from there on solve the problems of choice just as they
appear – i.e. sequentially. This may result in exactly the type of observations made by
Halvorsen. Whether this is a rational basis for collective environmental choices is quite another
issue.

3.3 The WTA – WTP discrepancy
While the previous two themes concern the way people tackle the information problem, I will
now move to assumptions underlying the type of preferences people have. The observed large
differences between WTP and WTA measures have raised some doubt concerning the structure
of these. As is well known, the income effect should result in some difference between the two.
The effect is, however, under normal conditions expected to be rather modest (Willig 1976).
After reviewing the literature, Gregory (1986) concludes that this is not in accordance with
empirical findings. WTA estimates tend to be at least three times as large as those concerning
WTP. Later surveys (Kahneman and Knetsch 1991; Knetsch 2000) conclude similarly.
Hanemann (1991) is critical to the idea that economic theory implies WTA normally to be
fairly equal to WTP. There is not only an income effect working. Also substitution effects may
be of importance. Actually he shows that if market goods in the choice set are, collectively,
rather imperfect substitutes for the public good under consideration, and the income elasticity is
somewhat limited, the substitution effect could be many times as great as the income effect.
Certainly, this may explain some observations, even though it is almost impossible to test
this within the field of the environment since one needs separate data on substitution
elasticities. As Knetsch (2000) however shows, the deviation seems to be a persistent
(..fortsatt)
according to the sequence utilized.
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phenomenon also when valuing ordinary market goods – i.e., in situations where substitution
8

is undoubtedly very easy. This may imply that not only do people anchor bids to the
proposals they are confronted with, as in the case of SPB. They seem also to anchor values or
bids to the status quo situation they find themselves in. Costs and gains are not traded off
according to a once and for all continuous ordering. Instead, the hypothesis flowing from this
type of work seems to be that preferences are ordered relative to the status quo as individually
perceived. Tversky and Kahneman (1986) have termed the high resistance against losses from
this position for ‘loss aversion’. The importance of position and relative gains has been
observed also in other parts of the literature. One example is Duesenberry (1949) who argues
for the so-called relative income hypothesis. It is relative rather than absolute income that
determines consumption patterns.

3.4 'Protest bids'
In cases where substitutability between market goods and environmental goods are perceived to
be low or non-existing, another type of preference 'problem' may occur. That is, people may not
reveal continuous, but lexicographic preferences. This may appear in the form of a refusal to
pay even though respondents show even highly positive attitudes towards the good. Some
studies indicate that people protest because they do not support the payment vehicle. This does
not challenge the standard rationality assumption. Other studies show that zero bids may result
from lexicographic preferences (Spash and Hanley 1995; Spash 2000; Stevens et al. 1991).
The argument is that at least some people have ethical views concerning the environment
that obstruct trade-offs with market goods. According to this hypothesis, the different goods
(..fortsatt)
7

The idea of ‘mental accounts’ is developed by Deaton and Muellbauer (1980), and deviates clearly from
standard rationality assumptions.
8
Knetsch (ibid.) refers among others to a study he has undertaken regarding ordinary mugs.
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belong to separate classes making the preference structure discontinuous. Respondents may
view choices in the realm of the environment as ‘citizen’ issues as opposed to ‘consumer’
issues. They may also attribute rights to other species, restricting trade-off possibilities.
According to Spash (2000) lexicographic preferences may be bounded – i.e., they may
operate within certain limits. This implies that needs are structured hierarchically, but they may
be traded if minimum standards are available. Actually we can distinguish four possible
categories of preferences (cf. Lockwood as referred in Spash (2000)): A strong lexicographic
ordering; a modified lexicographic ordering operating within thresholds; weak comparability
where choices are made between goods without attributing a common value to them; and
commensurability as in standard rational choice theory.
Three out of these four classes are plural implying discontinuities. Still, I find it difficult to
a priori claim that any of these orderings are not rational. Certainly, accepting such orderings
complicates analysis and goes against standard consumer theory. They can, however, be as
consistent as a single value ordering – i.e., both transitive and complete. It is in a way curious
that while among philosophers it is those claiming value commensurability that needs to explain
themselves (Chang 1997), the matter is totally opposite within economics.
Spash (2000) documents that among people, which in his survey have responded in a
rights based/lexicographic way, there are some that still offer a bid. Such a behavior seems
inconsistent. In some cases people may just be outside the bounds they draw for the specific
good. Another possible explanation is that since the setting is monetary valuation, some feel
compelled to conform to the rules of the institutional setting they find themselves moved or
forced into. This implies that the broader social context influences responses.
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4. The social
The methodological individualist perspective of economics may explain why the concept of
context in valuation studies is exclusively used to describe the setting of the study itself – i.e.,
which other goods are explicitly involved or mentioned etc. It does not cover the broader
context of the individual within which she is formed and undertake choices. The problem
from a CV standpoint is to secure that the context of the (hypothetical) market as perceived
by the respondent equals the one intended by the researcher. Thus, the concept of ‘context
mis-specification bias’ is introduced, covering elements like ‘payment vehicle bias’ and
‘information bias’. The problem with this attitude is that it may misconstrue what is going on
in the interview situation. It may miss important insights concerning the background against
which the individual gives her response. Looking at the relationships between the individual
and the society, I will again start by focusing at the information problem and continue with
the issue of preference formation.

4.1 'Information bias' or the social aspect of knowledge
A CV study is a specific type of communication. The problem for the researcher – as perceived
is to make up her mind as to what is ‘neutral’ or ‘enough’ information. The respondent on the
other hand, faces the problem of understanding what is presented when trying to capture the
logic of the choice situation. Given the complexity of most choices, the respondent most
probably will look into her repertoire of tested responses – i.e., responses that have been learnt
either by own experience or on the basis of social conventions.
Each individual will have a limited frame of reference concerning direct experience. The
information problem faced in most cases may be very hard to cope with. Humans have,
however, the ability to transfer information between each other and this way increase knowledge
15

far beyond the capacity of each. Knowing is a social process (Norgaard 1994). Some of this
collective experience may take the form socially tested rules of behavior – i.e., institutions
(Hodgson 1988; Screpanti 1995). In modern society instituted expert knowledge specifically
plays an important role (Norgaard, 1994).
Screpanti (1995) emphasizes diffusion as important concerning adaptation to new behavioral rules. In my mind this argument can be expanded to knowledge itself. New solutions will
be developed where old ones do not serve the observed needs well. To the degree these solutions are considered suitable by many, they have the potential of being spread. Others will not.
This way they become socially tested, and we observe this as historically dependent layers of
common knowledge and rules of performance. Certainly, in situations with great change or
involvement in constantly widening subject areas – as is typical for the modern world – there
will be a growing deficit here. A discrepancy will develop between the problems people are
faced with and their repertoire of socially tested knowledge/sets of standardized behavior. It is
no wonder that people in such situations may tend to use prices as short hand information (see
section 3.1). They may reasonably assume that the market has done the testing of what is the
quality of the good as implicit in the price. Certainly, problems appear if everybody assumes
that everybody else make that test for them.
The idea that the interviewer delivers neutral information becomes a very difficult
position given such an understanding. A social relationship will always be involved. The person interviewed must react both to the setting, to the type of information and not least to the
way responses are supposed to be given. To ask for a price is certainly not the only way that
people can convey their preferences or their arguments. From this perspective CV is a specific
type of value articulating institution, with rules concerning both what counts as relevant
responses and which form these responses are allowed to take. We should thus also expect
that the individual have preferences also concerning how their values best could be expressed.
16

4.2 Deliberating over preferences
As already emphasized, most CV studies seem to presume that people have well defined
preferences over different states of the world. Over the years, especially when confronted with
evidence from psychological research, this view has come under some pressure and has
facilitated a move towards a more constructivist perception. As Slovic et al. (1990) formulates
it, people have well defined values only for familiar goods. Obtaining values for less familiar
ones demands some kind of inferential process.
The constructivist perspective may not be a great challenge to the neoclassical core position. Hanemann (1994) emphasizes: “The real issue is not whether preferences are a construct
but whether they are a stable construct” (p. 28). This just implies that the individual learns about
9

herself. It becomes a problem for the model if preferences are also socially contingent.
This takes us to the perspective of social constructivism, which transcends the individualist
perspective of both psychology and economics. It is developed within an institutionalist brand
of social theory (Berger and Luckman 1967). Here, the focus is on the social construction both
of society, culture and man. The argument is much in line with the position of Screpanti. The
main point is that we perceive and understand on the basis of socially produced concepts, which
represents certain culturally defined worldviews. This relationship influences not only the production of knowledge and the dynamics of cognition. From this perspective, preferences reflect
both characteristics of the individual and the society within which the individual is raised. Preferences become endogenous to the system in which the individual acts (Bowles 1998; Hodgson
1998; Vatn and Bromley 1994). People are living in webs of cultural significance as part of their
linguistic communities (Foulkes 1975). This kind of perspective delivers important and very
different hypotheses considering several observations surviving in the contingent valuation
9

Certainly, it may also be a problem for the consistency of the model if learning about ones own preferences
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literature. I will pose my arguments in relation to the concept of ‘yea-saying.’
‘Yea-saying’ is certainly an ad hoc explanation for some observed deviations from the
rational choice theory. It is defined as “the tendency of some respondents to agree with an
interviewer’s request regardless of their true views” (Mitchell and Carson 1989, pp. 240-241,
my emphasis). The concept seems to have been used both in marketing and psychological
research before it entered the CV literature. Again some true, individual value is presupposed. It
is, however, twisted through the elicitation process. If one instead shifts focus, and looks upon
preferences as conforming to a social norm, as expressing a social belonging etc., the interpretation of what is going on would be rather different. ‘Yea-saying’ would not be understood as
twisting a given, true value. It would rather be conceived as part of the preference development
itself and conform to the idea that there is a communicative process going on, here between the
interviewer and the one interviewed. Certainly, the interview situation is not what would be
thought of as a normal communicative process. Still, there are strong enough similarities to
expect respondents to be influenced if social mechanisms have any effect at all.
From the view presented here, the need is not foremost to measure values, but to facilitate
communicative processes from which people could develop their understanding and define the
10

values to which they then would adhere. Constructing preferences seems to be a much more
continuous and socially profound process than organizing oneself in an interview process. As an
example, the perspective advanced here would favor various types of group studies as an
alternative or maybe supplement to more individually based studies as basis for defining
appropriate social choices. The kind of work undertaken by Burgess et al. (1988a, 1988b, 1995)
illustrates the dynamics of group processes and the role of dialogue in formulating what may in
(..fortsatt)
involves costs. Then we are back to the problem of self-references as discussed in section 2.3.
10

The ideas developed here are influenced by the work of Habermas on communicative rationality (see
Habermas 1984).
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the end be a proper action to take in the case of environmental issues.
This kind of studies has recently given rise to some combined analyses. Brouwer et al.
(1999), and Clark et al. (2000) have combined a CV study with a focus group and an in-depth
group study respectively. Brouwer et al. conclude that a combination of the two methods is most
appropriate. In their case the respondents were rather happy with accepting the validity of their
CV estimates, while a majority also favored a more participatory process. In the Clark et al.
study the focus was more directly on how people went about constructing their WTP figures.
These authors conclude “When deconstructed by the respondents themselves, their WTP figures
proved to have little substance and they unequivocally rejected CV as an acceptable means of
representing their values.... valuing nature in monetary terms was incommensurable with deeply
held cultural values” (p. 60). Clark et al. refer to a study of Vadnjal and O’Connor (1994)
reaching similar results. Also the above-mentioned study of Schkade and Payne (1994) has
parallel conclusions, while the results cannot be compared directly since the latter did not utilize
a discursive procedure.
Both the Brouwer et al. (1999) and Clark et al. (2000) studies thus support more
deliberative and group based methods. I find this to represent good progress concerning the
rationalities that seems to be involved. Still, we observe very strong differences between the
two studies concerning the respondents valuing of the CV method. It is impossible to draw
any definite conclusions about the reasons for this. The different formats both concerning the
CV study and deliberative processes involved may have had an effect. Clark et al. (2000) also
emphasize that the type of good involved was simpler to respond to in monetary terms in the
Brouwer study (flood alleviation scheme vs. nature conservation). One should also be aware
of the differences in experience of the two research teams and the effect of this on their
engagement in conducting the various types of analyses. At least this hypothesis is in line
with the perspective on rationality emphasized in this paper.
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5. The good
While most choices have some social and ethical dimensions, choices in the realm of the
environment are pervaded with such characteristics. They may involve issues concerning the
rights of other species (Holland 1997). Moreover, nature is a common good. Self-organized,
interrelated processes dominate. Hence the choice of one actor influences the possibilities for
11

others (Vatn 2000). Finally, this also implies that the good is difficult to define and delimit.

While the ethical issues concern the level of preferences, the latter again moves us back to the
realm of information problems. Let me this time start in the preference domain.

5.1 Preferences and the character of the good
In the valuation literature we observe ethically oriented concepts like ‘non-use values,’
‘existence value’ and ‘warm glow.’ They have all created extensive debates. I would like to
focus on two issues: Are altruistic motives rational, and what do the interrelationships
involved between humans mean for a rational preference formation?

5.1.1 Are altruistic motives rational?
Within the neoclassical tradition, two competing positions can be found concerning the
standing of altruistic motives. Some, like Romp (1997), term preferences not based on
individual interests irrational. Parallel to this position we have the idea that economic value
should only cover a person’s selfish motives. In the CV debate, Milgrom (1993) formulates
this explicitly. He claims that for the CV-approach to be even theoretically valid within a
cost-benefit framework “it would be necessary for people’s individual existence values to
11

This is not an issue with relevance only for environmental goods. Also in the market place, relational
conditions may be of great significance causing the same kind of problem as observed here (see as an example
Groenewegen 1997).
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reflect only their own personal economic motives and not altruistic motives, or sense of duty,
or moral obligation” (p. 431). Otherwise double counting will occur.
Most CV practitioners take a different stand. Hanemann (1994) is a well-articulated representative. With references to Arrow and Becker, he claims that any element the consumer finds
appropriate may enter the utility function. This also goes for moral commitments and altruistic
motives. He demonstrates that double counting only appears for a specific and not very convincing formulation of the utility function. Further, as long as there is reciprocity – i.e., that others
also care and thus pay – the double counting problem vanishes by itself.
We should observe that the difference between Milgrom and Hanemann is only one of
degree. The possibility that we may have moral obligations that make us act in a way that
reduces own utility find no place in any of these positions. Only ‘selfish altruism’, as opposed to
‘selfless altruism’ (Crowards 1997), acquires place in the standard economist apprehension of
rationality. Thus, the concept of ‘warm glow’ – understood as selfish altruism – may easily fit
within the standard core of economics.
I find it almost offensive that preferences not based on individual satisfaction have to be
termed irrational. This most profoundly illustrates the problem economic theory has with
handling value interrelations – i.e., issues concerning our choices as they in this case by
necessity have to affect also other humans. I believe this cannot be solved within the
framework of methodological individualism. If behavioral revelation is the only accepted way
to inform about motives, it may certainly be hard to empirically distinguish between ‘selfish’
and ‘selfless’ acts. This does not imply, however, that the distinction is unimportant.

5.1.2 Interrelated goods and interconnected preferences
Through nature's interdependencies, what one person does influences the possibilities for others.
In such a situation it seems rational for any person to ask others to take ones own interests into
21

account – i.e., to engage in a discourse over what are legitimate preferences.
The farthest neoclassical theorists have come into this area is to introduce repetitive games
– i.e., that each player may observe the cooperative will of others – before determining own
actions. This is a form of ‘reciprocal altruism’ (Crowards 1997), which is a different class from
‘selfish altruism’ since in the latter case it is the act of giving that in itself produces utility.
This is in my mind still too narrow. To be able to develop the common good, we must
deliberate over what it should contain. This way, influencing each other’s preferences through
moral discourse must be both legitimate and rational. In such a situation the one would like to
reason with the other about what are reasonable or defendable preferences, both because we
influence the situation for each other including those of the generations to come. This perspective directs the attention towards the group or the forum, not the market. In my mind this insight
is the strongest argument for using group processes when evaluating environmental (common)
goods. It is the soundness of the argument, not the purchasing power that should count.
O’Neill (1998) emphasizes that the most profound element of the neo-classical revolution in economics was to remove any question about what is a good or right way of living.
Due to the interdependencies involved in life, it is curious to individualize these issues. Moral
commitments belong to another class of action than commodity transactions. They can hardly
be transformed into monetary representations without at least causing confusion for the one
being asked to express her values. More specifically, the logic of norm following has very
little to do with optimization at the margin. Certainly, many of the protest bids observed in
CV studies or problems that people report in verbal protocols seems to have originated from
exactly this underlying contradiction.
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5.2 'Part-whole bias,' 'total value,' and the demand for information
Concepts like the 'embedding effect' or 'part-whole bias' have flourished in the environmental
valuation literature over the last 15 years (see among others: Kahneman 1986; Kahneman and
Knetsch 1992; Hanemann 1994; Boyle et al. 1994. Smith and Osborne 1996; Carson 1997b).
The debate has almost entirely been on the issue of how much higher the willingness to pay for
protecting let’s say five lakes as compared to one lake should be to count the answers as economically sensible.
The literature on these issues is far from conclusive. Hanemann (1994) and Carson
(1997b), emphasize that studies showing embedding effects are badly conducted or that the
observations are not counter to what should be expected from economic theory. Substitution
rates between different environmental goods or the marginal value of different levels of the
12

same good may be such that observations fit the standard core assumptions.

Authors like

Kahneman and Knetsch (1992), on the other hand, argue that the embedding effect is a result of
the purchase of moral satisfaction. It is the ‘warm glow’ of giving.
Here it is the proponents of CV studies that tend to dismiss ‘evidence,’ while the opponents
actually resort to ad hoc modifications. Diamond et al. (1993) seize the ‘warm glow’ argument
and claim: “WTP survey answers are not consistent with underlying preferences” (p. 60).
Referring to the fact that people are not totally insensitive to the scale or scope of the good, they
then add: “Of course, the absence of perfect embedding does not imply that the survey answers
are consistent with economic preferences... We do not expect to find perfect embedding over a
wide range of number of wilderness areas to be preserved, because we expect the ‘warm glow’
to vary somewhat with the size of the ‘cause’” (p. 60).
In this analysis ‘warm glow’ takes on the role of protecting the core assumption about
12

Note that the arguments are parallel to those of Hoehn and Randall (1989) concerning the sequencing effect.
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economic rationality. Diamond et al. support the Milgrom (1993) position that altruistic
behavior should not count as relevant for economic (CBA) analysis. The hypothesis is, however,
ad hoc since it produces no new testable consequences. Moreover the chosen solution is not
without costs. Diamond et al. have to accept that there are important areas with economic
consequences to which economic theory, as they conceive it, cannot have a meaningful say.
An alternative explanation to the low increase in bids to more comprehensive goods is
based on the idea that respondents have more sophisticated views of the good than the economic
researcher assumes. Schulze et al. (1994) argue that in the case of species protection, the respondents may not only think of the specific species. They may also include the ecosystem to which
it belongs. “Butterfly species in the Amazon are becoming extinct because of the loss of habitat.
The only way to save one species is to save all of them by saving the forest as well” (p. 16).
Again it is not possible to draw conclusions about the validity of the reasoning, at least on the
basis of existing surveys. The proposal is, however, interesting. We are actually back to the
argumentation raised in the section about the sequencing effect and the demarcation of the good.
The environmental good is basically a system of complex interrelationships developed over
billions of years. The various life-supporting systems are generated through long enduring trial
and error processes. The different species and the bio-geo-chemical processes they are a part of
have in fact formed each other during this development (Ayres 1993; Graves and Reavy 1996).
The information problem when evaluating such systems features is vast, and cannot be fundamentally solved. Two observations are important: The problem is of different magnitude dependent on the type of good to be valued. WTP for a fishing experience is informationally spoken a
much easier task than WTP for preserving a species or an area. Further, dialogue will again be
important to help respondents converge towards the same definition of the good at stake.
(..fortsatt)
Actually the issues of sequencing effect and embedding are two sides of the same coin given standard
interpretations.
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The environment is not only a ‘whole,’ it is also a ‘non-produced’ good. Willingness to pay
measures are, as an example, bound by the budget constraint. This constraint in turn is in total
defined by the size of the economy. The problem is that there is no relationship between this
size and the values that natural processes create for humans. Thus WTP estimates – at least –
are a victim of the fallacy of composition error. What may be logically undertaken for each and
13

every piece alone becomes erroneous if conducted for many or all pieces together. Certainly,
one may argue that the idea of CV or other types of marginal assessments is not to value the
14

sum of ecosystem services.

On the other hand, since environmental goods are linked, can

marginal analyses offer anything at all? The question becomes at best how many ‘items’ can be
valued before the internal logic breaks down, which item to choose first etc.

6. Conclusion
In the environmental valuation literature a number of deviations from standard assumptions in
economic theory are observed; some are just due to badly constructed or conducted surveys;
others may after deeper thought still be consistent with the model. A large number do, however,
challenge one or more assumptions. This paper points especially at problems related to presumptions about information and information handling, and the characteristics of preferences
and preference formation. Generally, it emphasizes errors that appear because of lacking in13

Although my reasoning here to some extent is in line with that of Hoehn and Randall (1989) – i.e., that
simple summation may be inconsistent – I thus oppose their claim that summing estimates for various
environmental goods will always produce too high value estimates for the environment in total. They emphasize
that while each single change is (almost) independent of its income effect, the sum of all goods will not be thus
unrelated. This I support, and it holds for both WTP and WTA measures. My argument is that the value of the
environment cannot be limited by the size of the economy. Another way of saying the same is to acknowledge
that – given economic valuation is acceptable at all – WTA is normally the consistent type of value estimate in
the case of the physical environment. It will normally be the loss of naturally produced functions or goods that
are at stake. Thus aggregate CBA estimates may well be too low, while they may not be consistent if based on
the summation of independent studies.
14
It is rather "puzzling" that a leading ecological economist is responsible for a study that was actually
intending to do this - i.e. Costanza et al. (1997). Maybe we here observe how demanding it is to combine insights
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sights into the role of the social spheres in shaping both information and preferences.
Information problems render the whole idea of optimization indefinable. While many
authors have observed this puzzle, it seems not to have been taken properly care of in
mainstream neo-classical economic theory. Specifically, this problem shows up in a long list of
anomalies in valuation studies. I believe a better understanding concerning how information
problems are handled, is found through expanding the analysis from the individual to the social
level. I will thus emphasize the following hypotheses as basis for developing improved insights:

Generally:
-

Through the co-operative production of knowledge and choice rules, the social sphere
plays a crucial role in supporting individuals in understanding choice issues and
handling individually insurmountable information problems.

-

Faced with choices involving great informational needs, the individual utilizes choice
rules defined for situations with similar characteristics.

Specifically:
-

The perceived quality of a good is influenced by the valuation of others – e.g., price
bids may be taken to convey information about the quality of a good; respondents are
looking for clues in the material presented concerning what might be a reasonable
value; respondents may anchor bids on costs.

Concerning preferences and preference formation I find that the valuation literature gives support to several hypotheses. I would like to emphasize the following:
-

Preference orderings are neither complete nor continuous. They are organized in
classes between which trade-offs are blocked or heavily restricted.

-

Preferences are ordered relative to the status quo as experienced by the individual.

(..fortsatt)
from different disciplines without applying some of them inconsistently.
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-

Preferences are the result of learning – both about what is attainable and what is
socially reasonable or permissible.

-

Aspects of fairness – e.g., considerations concerning fair distribution of costs – have an
autonomous influence bids.

-

Due to the common good characteristics of important goods, what one person prefers
influences the opportunity set of others. This act as a motivation for individuals to take
part in deliberation over which preferences are legitimate to hold.

Given this understanding, it is no wonder that a theory based on a purely individualistic and
context independent perspective happens to be faced with anomalies. This does in my mind not
imply that the individual isn't a prime object of economic research. What is lacking is an
understanding of how individuals relate to each other and how social processes help the
individual to act reasonably – should I dear say rationally.
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