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Summary. — According to advocates, eco-certification can stem environmental damages from tourism in developing countries. Yet we
know little about tourism operators’ economic incentives to get certified. To help fill that gap, we use detailed panel data to analyze the
Blue Flag beach certification program in Costa Rica where nature-based tourism has caused significant environmental damage. We use
new hotel investment to proxy for private benefits, and fixed effects and propensity score matching to control for self-selection bias. We
find that Blue Flag certification spurs significant new hotel investment, particularly in luxury hotels and in economically advantaged
communities.
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1. INTRODUCTION

Tourism associated with beaches, protected areas, and other
natural resources often has serious environmental impacts
(Buckley, 2004; Holden, 2000; Mieczkowski, 1995). Hotels,
cruise ships, and transportation operations, along with roads
and other supporting infrastructure, generate pollution, de-
stroy and degrade biodiversity habitat, and introduce invasive
species. Moreover, they spur economic and population growth
that multiplies these effects. The problem is especially acute in
developing countries, where nature-based tourism is increas-
ingly important, representing the backbone of some economies
(Balmford et al., 2009; Christ, Hillel, Matus, & Sweeting,
2003), and where land-use planning, coastal zone manage-
ment, and other types of environmental regulation are typi-
cally weak (Blackman, 2010; Russell & Vaughan, 2003).

According to advocates, private-sector voluntary schemes
certifying that tourism operations adhere to defined environ-
mental process or performance standards can help address this
problem (Honey & Rome, 2001; UNEP, 1998). First intro-
duced in Europe in the 1980s, they have proliferated over
the past 25 years (Dodds & Joppe, 2005; Font, 2002). Today,
dozens are active in developing countries. Among the best
known are the Blue Flag and Green Globe programs, which
are international in scope, and the Certification for Sustain-
able Tourism (CST) program, which is based in Latin America
(Dodds & Joppe, 2005). In theory, initiatives like these create
incentives for tourist operations to improve their environmen-
tal performance by widening the availability of reliable infor-
mation about this performance, thereby enabling consumers,
capital markets, and civil society to more easily reward green
operators and sanction dirty ones. For example, armed with
better information, vacationers can patronize or boycott

certain hotels, and lenders can extend or withhold credit.
Hence, in principle, eco-certification can create a private-sec-
tor system of incentives, monitoring, and enforcement, effec-
tively sidestepping the problem of weak regulation.

But for tourism eco-certification programs to spur such
environmental improvements, they also must provide eco-
certified operators with significant private economic benefits,
such as price premiums and more customers (Blanco,
Rey-Maquieria, & Lozano, 2009). The reason is twofold.
Participation in eco-certification programs is costly: operators
incur substantial pecuniary and non-pecuniary costs to meet
certification environmental performance standards and to
pay application fees and other transactions costs (Salzhauer,
1991; Sasidharan, Sirakaya, & Kerstetter, 2002). In addition,
by definition, participation is voluntary. Therefore, unless
certification generates economic returns sufficient to at least
offset these costs, few operators will participate.
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Yet we know little about the private economic effects of
tourism eco-certification in developing countries. One reason
is that requisite producer-level data are scarce. In particular,
data on profits and market share of tourism operators in
developing countries are proprietary and tightly held. A second
reason is that evaluating economic effects of eco-certification
is challenging. To be credible, evaluations must control
for the non-random selection of certain types of tourism
operators into certification—that is, for self-selection bias.
Already-green operators generally have strong incentives to
participate because few additional investments are required
to meet certification standards. Profitable operators also typi-
cally have strong incentives to participate because they can
best afford to cover the associated costs. Evaluations that fail
to control for the disproportionate participation of such oper-
ators conflate the economic effects of certification with the
effects of certified operators’ preexisting characteristics.

It is perhaps not surprising, then, that credible evidence on
the link between developing country tourism eco-certification
and private economic benefits is quite thin. What is more,
the evidence that we do have is mixed. To our knowledge,
the only published quantitative evaluation of this link is
Rivera (2002), which examines CST hotel certification in
Costa Rica. The author uses original survey data on 169 hotels
along with a Heckman model to control for self-selection bias.
He finds that CST certification does not boost prices or market
share for the average hotel but does have price benefits for
hotels with particularly strong environmental performance.

Three other strands of literature bear on the link between
developing country tourism eco-certification and private eco-
nomic benefits. However, their findings must be applied cau-
tiously since they focus on economic sectors other than
tourism and/or on industrialized countries—sectors and coun-
tries where the drivers of and links between environmental and
economic performance are likely to be different. The first rele-
vant strand of the literature is on the private economic benefits
of eco-certification in non-tourism sectors. This strand also is
limited, however. Blackman and Rivera (2011) review the pub-
lished literature on producer-level effects of eco-certification in
five sectors where it is particularly prevalent: bananas, coffee,
fish products, forest products, and tourism. Among the non-
tourism sectors, they find 20 empirical retrospective studies
of eco-certification’s private economic effects, only eight of
which control for self-selection bias. All eight focus on Fair
Trade and organic certification of bananas or coffee in devel-
oping countries. Three find some evidence of economic bene-
fits (Arnould, Plastina, & Ball, 2009; Bolwig, Gibson, &
Jones, 2009; Fort & Ruben, 2008a), and five find none (Fort
& Ruben, 2008b; Lyngbaek, Muschler, & Sinclair, 2001;
Ruben & van Schendel, 2008; Sáenz Segura & Zúñiga-Arias,
2008; Zúñiga-Arias & Sáenz Segura, 2008).

The literature on voluntary actions other than eco-certifica-
tion that tourism operators take to improve environmental
performance also is relevant. However, it too is quite thin.
In their review of this nascent literature, Blanco et al. (2009)
find just six published studies, only one of which—Kassinis
and Soteriou (2005)—attempts to control for selection bias.
Using a structural econometric model to examine a sample
of high-end European hotels, the authors find that environ-
mental management does not have a direct effect on economic
performance, although it does affect it indirectly through cus-
tomer demand.

Finally, the voluminous literature on the link between cor-
porate social responsibility (CSR)—actions not required by
law that firms take to improve environmental quality, work-
ers’ health and safety, and/or community welfare—and

private economic benefits in industrialized countries has some
bearing. Several recent meta-analyses conclude that on aver-
age the relationship, if it exists at all, is at best mildly positive:
although CSR does not usually entail significant losses, neither
does it generate significant profits. In other words, most CSR
essentially just pays for itself (Margolis, Elfenbein, & Walsh,
2007; Portney, 2008; Reinhardt, Stavins, & Vietor, 2008).

Hence, overall, we have little rigorous evidence on the link
between eco-certification and private economic benefits in
the tourism sector of developing countries—or for that matter,
any type of eco-certification in any sector in developing and
industrialized countries. To help fill this gap, we examine the
Blue Flag Program (BFP), an international program that cer-
tifies beaches and other tourist destinations, in Costa Rica. We
focus on BFP because, as noted above, it is one of the most
prominent eco-certification programs in the developing world
(Dodds & Joppe, 2005). We study Costa Rica because it is a
global leader in nature tourism and is struggling to mitigate
the serious environmental damage this sector causes, particu-
larly in coastal areas (Fonseca, 2010; Lunmsdon & Swift,
1998).

Our analysis aims to determine whether BFP certification of
tourist beach communities generates significant private eco-
nomic benefits for local hotels. We use panel data on 141 tour-
ist beach communities in Costa Rica, compiled from a variety
of sources, including the country’s national tourism and cen-
sus agencies and a geographic information system (GIS) on
beach communities’ geophysical characteristics. We use fixed
effects and propensity score matching to control for self-selec-
tion bias. Data directly measuring economic benefits—for
example, hotel occupancy rates and room prices—are proprie-
tary and/or quite noisy. Therefore, as a proxy, we use new ho-
tel investment, which is closely associated with expected
private economic benefits. A finding that, all other things
equal, past BFP certification spurs new hotel investment
would indicate that local hotels expect significant private eco-
nomic gains from certification; the opposite finding suggests
they do not.

We find that past BFP certification has a statistically and
economically significant effect on new hotel investment, partic-
ularly investment in luxury hotels and in economically advan-
taged communities. Our results suggest that certification has
spurred the construction of 19 additional hotels per year in
our matched regression sample. These findings provide some
of the first evidence that eco-certification in developing coun-
tries can generate private benefits for tourism operators and
therefore has the potential to improve their environmental
performance.

The remainder of the paper is organized as follows. The next
section discusses possible causal links among BFP certifica-
tion, private economic benefits, and hotels’ location decisions.
The Section 3 presents background on tourism in Costa Rica
and BFP. The Section 4 discusses our empirical approach and
data. The Section 5 presents results, and the last section sums
up and concludes.

2. ECO-CERTIFICATION AND HOTEL LOCATION

The aim of the present paper is to determine whether and to
what extent BFP certification affects hotel investment, not to
identify the specific causal mechanisms that drive this invest-
ment. That said, to motivate the empirical analysis, it is help-
ful to hypothesize about potential causal chains. Two
countervailing sets of links among BFP certification, hotel
profits, and investment are possible: BPF certification could
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