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Overview

According to Champ et al. (1997), we have to differentiate between willingness to pay (WTP) and willingness to donate (WTD) in eliciting individual preferences for public goods. Because strong incentives exist to understate the willingness to spend on the public good and to free-ride on other people’s contributions, WTP forms the upper limit for WTD. This paper presents an experimental study on the size of the gap between WTP and WTD in the context of green electricity promotion, where making electricity markets ‘‘greener’’ can be interpreted contributing to the public good “environmental quality”. Our theoretical model is based on the impure public good model (Cornes and Sandler, 1984, 1994). 
Methods

The experiment aims at measuring the extent of free-riding caused by the public-good nature of green electricity consumption and the impact of different payment vehicles on individual spending. The experiment involves a two-factorial design, enabling us to directly investigate the extent of free-riding in the sample. In the individual-choice scenario, subjects are induced to act as market participants and thereby reveal their WTP, while the public-choice scenario is designed as a majority vote on the preferred level of green electricity. Since free-riding is impossible, the latter treatment reveals subjects’ WTD.  Free-riding is tested by comparing WTP and WTD stated in the public-choice scenario and individual-choice scenario, respectively. Moreover, each scenario includes two different payment vehicles for green electricity in order to test for fiscal illusion: A direct tax that is levied from all consumers and whose revenue is used to subsidize green electricity, and an indirect tax that is “hidden” in the electricity price. Accordingly, the 2 x 2 design comprises four treatments, where one treatment consists of a combination of a decision scenario and a payment vehicle. Using a random device, subjects were exclusively assigned to one of the four treatments, that is, all results are reported in terms of a between-subjects analysis. The experiment is complemented by a questionnaire in order to let participants express their attitudes and opinions concerning some relevant energy policy issues.
Results

We find strong empirical support for the hypothesis that people’s WTP for green electricity is higher when they decide collectively about the national level of the public good environmental quality and the individual tax burden as compared to a scenario where the promotion of green electricity is done at the individual level. Even although we control for the supply effect of fixing the level of green electricity promotion at the national level in the public-choice scenario, ruling out the possibility to free-ride on the contributions of other individuals almost triples the WTD. In contrast to other authors (Sausgruber and Tyran, 2005; Eckel et al., 2005), we did not find evidence of the fiscal illusion, that is, differences in the perception of indirect and direct taxes. We attribute this result to the fact that we made both taxes very transparent and that we applied a between-participants design. Furthermore, the regression analysis shows that individual payments for green electricity were sensitive to both sociodemograpic characteristics as well as general attitudes towards the promotion of green electricity. 

Conclusions

Our results highlight the large extent of free-riding in the private provision of the public good “environmental quality”. On the other hand, results also demonstrate that many household are willing to contribute voluntarily even if free-riding is possible. A standard explanation for this result is impure altruism, that is, people draw additional utility from the very act of giving (“warm glow of giving”, Andreoni, 1989). Opposed to other studies (e.g. Wiser, 2007) our results suggest, that the potential of market driven support for green electricity is rather limited. Our experimental evidence indicates that people interpret the promotion of green electricity – the provision and improvement of environmental quality – mainly as a public duty. Individuals prefer binding collective contributions rather than individual market-driven activities in this field. This interpretation seems to be compatible with a more general statement of the political economy of environmental policy, i.e. voters (and also politicians) prefer an improvement of the environment by means of regulations and prohibitions instead of market-driven activities even if such kind of regulation can result in general economic inefficiencies (Schneider and Volkerts 1999). However, in terms of political economy, voters’ behaviour is reducible to a certain kind of cost-illusion, that is, voters prefer regulations because they expect that environmental improvements are to be achieved without reducing the income of the average citizen (Kirchgässner and Schneider, 2003). The results of our study doubt this argument of cost-illusion, because participants were willing to bear a significant reduction of income when they voted for regulation.

References

Andreoni, J. (1989): Giving with Impure Altruism: Applications to Charity and Ricardian Equivalence, Journal of Political Economy 97, 1447-1458.

Champ, P. A.; Bishop, R. C.; Brown, T. C.; McCollum, D. W. (1997): Using Donation Mechanisms to Value Nonuse Benefits from Public Goods, Journal of Environmental Economics and Management 33, 151-162.

Cornes, R.; Sandler, T. (1984): Easy Riders, Joint Production, and Public Goods, The Economic Journal 94, 580–598.

Cornes, R.; Sandler, T. (1994): The Comparative Static Properties of the Impure Public Good Model, Journal of Public Economics 54, 403–421.

Eckel, C. C.; Grossmann, P. J.; Johnston, R. M. (2005): An Experimental Test of the Crowding Out Hypothesis, Journal of Public Economics 89, 1543-1560.

Kirchgässner, F.; Schneider, F. (2003): On the Political Economy of Environmental Policy, Public Choice 115-369-396.

Menges, R.; Schröder, C.; Traub, S. (2005): Altruism, Warm Glow and the Willingness-to-Donate for Green Electricity: an Artefactual Field Experiment, Environmental and Resource Economics 31, 431-458.

Sausgruber, R.; Tyran, J. R. (2005): Testing the Mill Hypothesis of Fiscal Illusion, Public Choice 122, 39-68.

Wiser, R. (2007): Using Contingent Valuation to Explore Willingness to Pay for Renewable Energy: A Comparison of Collective and Voluntary Payment Vehicles, Ecological Economics 62, 419-432.





































