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What is CVM?

• Contingent Valuation Methodology is one of  the Stated 
Preference Methods to value non-marketed benefits from 
project, policies, and programs.

• Stated Preference because value or WTP obtained through 
direct questioning (survey) and asked explicitly, i.e., lets 
respondents state their preferences or value

• Value is contingent on a hypothetical market

• This implies:

• Need to design a survey questionnaire

• Need to construct a hypothetical market (or scenario)



Environmental catastrophes brought CVM to the limelight



• State of  Alaska vs. Exxon Valdez

• Damage assessment of  $2B (passive 
use values) from a Contingent 
Valuation of  Carson et. al. 



• Brought also controversy and debate

• Validity of  the methodology was 
questioned

• NOAA Panel produced guidelines 
for acceptable CVM studies

• These guidelines/standards have 
evolved through time, but broadly 
related to the following areas:

• CV Scenario/ Module design

• Survey implementation 

• WTP Estimation



• Why the debate on the validity of  CVM results?

• Associated biases main critique against the method
• Hypothetical bias (most prominent)

- There is a difference between hypothetical and actual statements of  value
• Strategic bias

- Situation wherein respondents are strategizing to influence results with the 
intention to free ride when the project is implemented
• Other biases: Payment vehicle bias, Information bias, interviewer bias, sampling 

bias

• Biases means non-truthful revelation of  value or WTP in the survey

• CVM can generate relatively unbiased estimates, but only if  certain 
practices are followed to make the exercise incentive compatible



• These guidelines/ 
recommendations also 
basis to evaluate reliability 
and acceptability of  WTP 
estimates and results of  
CV Study

• Recommendations:
• CV Scenario/ Module 

design

• Survey implementation 

• WTP Estimation

• WTP Post Estimation: 
Validity Checks

Bias and Critiques against CVM Current Best Practices to Mitigate Bias in 

CVM

Hypothetical bias:

difference between hypothetical 

and actual statements of value

• Conduct focus group discussion (FGD) 

and pretesting of questionnaire

• Use of cheap talk scripts or oath scripts

• Contingent valuation (CV) scenario 

must have a well-defined description 

of a reference level (status quo or 

baseline) compared with a target level 

(state of the world with the proposed 

policy change) of each attribute 

• Use of referendum approach

• Use of debriefing questions to identify 

protest votes and correction for 

uncertainty

• Assess validity of willingness-to-pay 

(WTP) estimates

Strategic bias: respondents 

strategizing to influence results 

with the intention to free ride 

when the project is implemented

• Well-designed survey questionnaire

• Recommended use of single-bounded 

dichotomous choice (SBDC) elicitation 

format

• Use of provision point mechanism in 

CV scenario



CV Scenario Design: Description of  
reference vs. improvements in levels of  
goods and services

CV scenario must have a well-defined 
description of  a reference level (status quo 
or baseline) compared to a target level 
(state of  the world with the proposed 
changes in the good and services or any 
policy change) of  each attribute of  interest. 

- Credible and consequential

- Field contextualized/designed and not 
generic desk work designs

Project CV Scenario Gunatilake and Tachirii (2012)

With respect to water supply 

sector, the project will finance 

investments in improved water 

treatment and distribution, 

including expansion of the 

distributions system, where 

required, to improve the quality, 

quantity, and reliability of the 

piped water supply

The proposed project will involve 

sourcing raw water from the 

river to meet the water demand 

of households and business 

enterprises. Water will be 

treated to make it safe for 

human consumption. This 

means sufficient water will be 

made available to the 

household, water will be safe to 

drink from the tap, and 

therefore will not need boiling, 

filtering, or treating. Water will 

be available 24 hours a day with 

sufficient water pressure, so 

there would be no need to store 

water. 

Comparison of acceptable and poor good/ service description



CV Scenario Design: Institutional 
Actors

Institutional actors and those who 
will deliver the changes in the goods 
should be clear

How the changes will de delivered, 
i.e., project components should also 
be stated clearly



CV Scenario Design: Elicitation 
Formats

• Elicitation Formats is how the WTP 
question is asked. This question is asked 
after describing the goods and services

• Current preference: Single Bound 
Dichotomous Choice (SBDC) in a 
referendum format (i.e., Yes-No answers 
in a voting context) for a randomized bid 
amount has best understood properties

• However, may not be applicable in many 
contexts

• Avoid open ended 
• e.g., How much are you willing to pay for 

the water improvement?

• Whitehead (2000): contingent valuation 
question as a behavioral intention 
question, not as a willingness to pay 
question

Suppose that the Local government will decide whether 

to push through with the Water Services Improvement 

Project through a referendum . Would you vote for the 

Water Services Improvement Plan if it means that you 

and your family will have to pay an additional 

amount of ____Rs/hh/mo to be added to your monthly 

water bill for improved water services?

☐ YES                  ☐ NO        



CV Scenario Design: Payment Vehicle

• Payment Vehicle (method of  payment or mechanism used to collect money from 
households to finance the hypothetical provision of  the good):

• Inclusive – everybody will be made to pay 

• Credible – legally binding

• Relevant - likely to be employed in the real-world decision

• Acceptable/ Neutral – there is no strong aversion to the payment mechanism

• Prefer to use surcharges than changes in total expenditure

• i.e., would you vote for the program if  you would pay an additional  $ 0.50/ 
month

• Duration or frequency should also be clear (e.g., per month, one time payment etc.)



CV Scenario Design: Cheap 
Talk

• Cheap talk are statements that:
• Reminding respondents that some 

people do not truthfully reveal 
their WTP because of  the 
hypothetical nature of  the CV 
scenario (i.e., effect of  
hypothetical bias)
• Reminding respondents of  their 

budget constraint
• Reminding respondents of  

substitute goods or services

Example of Cheap talk script

This survey is only meant to get your opinion on
whether you would decide to vote for the ABC Water

Services Improvement Project (AUWSIP) if it is

implemented in your area. Past studies show that
people say YES when asked of their opinion in
a survey, but they would vote NO in a real
situation. Researchers are not sure why they do
this. It could be because it feels good to say
yes in a survey when you do not actually have
to pay. Or it could be to please the person
doing the interview. However, please try to tell us
how you would answer in an actual situation. Please say

yes only if you are willing to support the plan to
improve the water quality services in your city.

Also please consider your household’s capacity 
to pay. Payment for these improvements means 
forgoing other household expenditures.



CV Scenario Design: Provision 
Point

• Provision point rule identifies the 
decision rule wherein the goods will 
be delivered

• Addresses issue of  free riding 
behavior (strategic behavior)

• Idea is to make question feel binding 
to respondents

Example of Provision Point

Suppose that the AWA Division of City B decides to
push through with the ABC Urban Water Services

Improvement Project through a referendum. The
project will only be implemented if 60% of
households will vote for it. But with the completion
and implementation of the project, people would have

to pay higher water bills. If you vote against the plan,
your water bills would not increase, but the water

service and quality will not improve either.



CV Scenario Design: 
Debriefing Questions

• Debriefing Questions are Post 
CV questions that are meant to 
filter:
• Uncertainty

• Protest Votes

Example of Debriefing for Uncertainty

How sure are you that you would pay?
 Very unsure

 Unsure
 Sure

 Very sure

Example of Debriefing for Protest Votes

What is the main reason why you did not vote to
support the plan? (choose one option)

 I cannot afford the additional monthly fee

 I am not sure about the sustainability of the plan
 I don’t like the additional charges to be added to my

water bill
 I don’t see the need for rehabilitation of pipelines

and water treatment plants
 It is the government’s responsibility, not mine, to

pay for the project



CV Scenario Design: 
Debriefing Questions 
(….continued)

• Debriefing Questions are Post 
CV questions that are meant to 
filter:
• Perception on scenario 

consequentiality (Price and Policy)

Example of Debriefing for Consequentiality

Do you think the city government would use the
results of this study to set new tariffs and
implement the new plan?
 No

 Yes

How sure are you of your answer in the previous
question?

 Very unsure
 Unsure

 Sure
 Very sure



WTP Estimation: Regression 

• Choice of  regression models should match data generated by the 
elicitation format choice
• e.g., Single bound dichotomous choice data should be estimated using logit or 

probit regression models

• Observation of  standard econometric practices 
• Specification tests and model selection should be clear and discussed thoroughly

• Check signs of  regression coefficient are plausible and corresponded with 
expectations

• Ensure sufficient sample power to estimate effects of  regressors

• Also, important to report all steps taken leading to the final regression equation



WTP Post Estimation: Validity 
Checks

• Check whether results conform to 
economic theory:
• Income and WTP have a positive 

relationship

• Bid and WTP relationship (Bid 
Distribution) should be downward sloping, 
i.e., % yes decreasing as bid increases

• Account for effects of  protest votes

• Verify relationship of  other variables with 
WTP (i.e., knowledge of  the good, 
attitudes, etc.)
• Cross tabulations 

• Demonstrate external validity (i.e., 
comparison of  WTP estimates from other 
methods and studies)
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Why follow the guidelines?

• High quality estimates of  nonmarket benefits can 
help inform the design of  policies and projects can:

• Help to determine optimal user charges and 
tariffs
• Provide estimates of  demand to help determine 

optimal levels of  supply
• Help in understanding tradeoffs between 

different project options
• Serve as a tool in policy dialogue to increase 

attention to nonmarket goods and services 
(such as those that arise from natural capital)



Why follow the guidelines?

• ADB conducts numerous thematic CVM studies in 
different regions, which provides unique 
opportunities 

• Cross country comparability of  studies across 
similar thematic areas that can inform policy 
and the even the direction of  the methodology

• A high-quality evidence base of  studies could 
facilitate lower cost use of  benefit transfer 
methods later



Thank you very 
much!


