Estimating WTP with Referendum CV Data

Assume WPT, = E(WPT,) + €, where €, ~ N(o,0?)
and
|
\
E(WPT)) = a + pX, a px, wre,

One has referendum data; that is, individual 7 is asked if they will pay payment p, and individual i either
says yes (yl. = 1) or no (yl. = 0).

We also observe X, V, , and p, which varies across individuals,

How will you estimate &, B, & ¢?

1*: Determine condition prob that individual 7 will say yes to p,
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So, summarizing to this point,

Prob (WTPI. > p,: o+ BX and o)

= Prob (ei < o+ BX, - pi)

dividing through by 0
€. o+ PX. - p,
o o
o+ pPX. - p,
o

€,
where &, = ;’ ~ N(, 1)

(o)

:q)(a-'-ﬁXi_pi]

where @ is the CDF of the standard normal.

Graphically,

Prob (WTP, > p,)

my

Prob (WTP, > p,)
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So, summarizing to here,

Prob (WTPI. > p,: o+ BX and o)

=@(a+ﬁXi_pi]

(0}

2" Therefore log of the likelihood function for individual i is

a+ PBX - p, a+ BX. - p,
InL, =y In|® M) f(l-y)m|1-o o« B P
o o
And, for a sample if N individual
o+ PX, - p, a+ BX, - p,
1nh=§: yilntb(#) ¢ (1-y) I p@[#)
i=1 o o

Choose o, 3 and 0 to max In L
given Y, X and P
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