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INTRODUcnON 

Skepticism over the efficacy'of political solutions to social problems is now 

widespread. The trend is toward greater reliance on private efforts, toward a greater sp>pe 

for individual freedom and individual responsibility. The world is waking from the utopian 

dream that once motivated intellectUals throughout the world - that collective political 

action was the obvious solution to most social ills. The belief that centrally planned 

economies would outperform their capitalist competitors bas vanisbed Today, we have 

come to recognize that economic freedom, far from being incompatible with economic 

growth, is essential to iL 

Unfortunately, most still believe that economic freedom is incompatible with 

ecological Wlues. Only politics, many believe, will protect the environmenL The U.S. still 

seeks to advance environmental objectives in much the same way that the Soviet Union 

has long sought to produce bread. Bureaucrats determine the target goals, planners 

translate these goals into detailed regulatory schemes, and directives are issued to the 

citizenry. The process does yield some environmental benefits, just as your system does 

produce some bread. However, such a collective effon fails to enlist the energies and 

genius of our respective populations. Indeed, too often, it stifles them. 

You are moving away from such centralized planning in the economic sphere; you 

should think carefully before accepting our approach to your environmental problems.. You, 

even more than we in the U.S., should reaHze that c;oercive efforts to plan a society into 

prosperity - whether economic or ecological - are doomed to failure. Your citizens now 

recognize the problems of central political control and you are therefore more lilcely to 
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question efforts to resolve environmental problems bureaucratically. Indeed, your own 

intellectuals seem more aware of these problems than their American counterparts. 

Professors Goiman and Krechetov, in a fonbcomiDg paper, note the risks of viewing 

environmental policy as an "isle in the sea of a market economy where administrative 

compulsion must reign."The Soviet Union. they point out, "evidences that the administrative 

bureaucratic system is destructive for environmental protection. no less than for other 

spheres of human activity."I 

Yet, as you are aware, Green forces are inaeasingly powerful throughout the world. 

The Greens, like the Bolsheviks before them. lack numbers but more than make up fo~ that 

lack with their zeal, political ability and dominance of the media and the intelligentsia. The 

Greens are aggressively promoting an extensive political package as the solution to world 

environmental problems. However, while Green policies are currently popular, they amount 

to nothing more than the old central planning ideas in ecological guise. Since the Soviet 

Union faces severe environmental problems, it is being pressured to accept that package. 

You should resist that offer. 

Others note the comparative environmental position of the United States and suggest 

that a Soviet EPA with the power to -protect" the ecology be created. Again, that would 

be a mistake. The environmental advantages of the U.S. are less attributable to U.S. 

ecological central planning, than to the superior efficiency of capitalism in using energy and 

material, tbe better protection afforded private propeny and tbe greater reliance on private 

propeny in the U.S., and finally the greater wealth that free markets make possible. Ifyou 

subject your nation to ·this new form of bureaucratic tyranny, you should expect slower 

economic and technological growth, major budgetary shortfalls, and growing conflicts 

between your environmental and economic aspirations. If the Greens prevail in your 

nation, your future may well be even blacker than your past or presenL 

You need not and should not accept such an ~cological central planning approach. 

Having rejected one secular religion. you should not rush to join another. Instead, you in 

the Soviet Union should chan a new course in environmental policy. Your experience 
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with utopian central planning position you well to argue for a more aeative free market 

environmental approach based on the extension of private property rightS and targeted 

(poDuter-pays) liability rules. The theme of this paper is that you should do so. 

Only property rights can effectively integrate environmental and economic: values. 

The property rights approach relies upon the diversity of human tastes and slcills to protect 

t,iological diversity. It recognizeS that private property universal!y tends to be better cared 

for than common property. It envisions a worJd in which voluntary arrangements and 

expanuillg property rights would protect the environmenL Not a Green World in which 

trees and animals would have legal -rights" but rather a world in which evety tre6 and 

animal would have an owner/defender. The policies that flow from this approach ­

pr,lf3tization, targeted liability rules, free scientific inquiry, reduced reliance on political 

regulation - are very different than tl10se now being sought by environmental activists. 

They are, however, far more likely to prove effective. A free market environmental program 

would allow individuals to advance environmental goals as effectively as free markets pennit 

individuals to advance economic goals. This approach deserves your attention. 

PROTEt'TING mE AFRICAN ELEPHANT: THE PACHYDERM AS PARADIGM 

To begin the property rights discussion, consider the plight of the African elephant. 

Over the last year, newSpaper stories and 1V screens have been filled with striking photos 

of slaughtered elephants. like other environmental issues, the conventional wisdom has 

focused heaVIly on individual greed, capitalist profits and immoral markets as causes. Ivory, 

we are told, is sought for a variety of trivial purposes - cufflinks, billiard balls, piano keys • 

- driving up prices and thereby encouraging poaching which the weak and impoverished 

governments of Africa are powerless to prevent. The result? A massive slaughter of 

elephants throughout Africa threatening the very survival of this noble animal. 

3 

Bertha - PC
Highlight



TelliDg the story in this way suggests only one solution. Market forces have created 

this problem; so markets must be suppressed. The obvious answer is a worldwide ban on 

trade in elephant ivory. That ·solution· was considered and adopted recently by the 

Convention in International Trade in Endangered Species (OTES). Both the Soviet Union 

and the United States supponed that resolution. The theoI)' is that once market forces 

are eliminated and prices drop, the elephant will again be safe. 

But. the logic of this position should be re-evaJuated. After an. the assumption that 

higher prices result in fewer elephants is open to question. Experience in the West. at least. 

generally suggests the opposite. As the price of most goods increases, more people fipd it 

wonhwhile to supply the good and the quantities increase. What is different about 

elephants? To explore this point, let me relate how an American "poaching- problem was 

handled. The case study relates to cattle rustling in America's Wild West in the 19th 

Century. 

As Americans became wealthier, they began to eat more meat. That factor coupled 

with better transponation improved the profitability of the meat trade. One result was that 

cattle poaching ("rustling" to most Americans) also became more profitable. Poaching was 

especially Common in the Wild West, a region containing large cattle herds, few lawmen 

and many people with guns - a situation not so different from that which prevails in much 

of Africa today. 

Had America accepted the logic used to analyze the elephant situation, we might 

have addressed the rustling threat by banning the trade in beef. After an. if rustling was 

stimulated by an increasingly profitable beef trade, then reducing that trade would cenainly 

reduce rustling. That anti-market policy was not, of course, adopted. 

The reason for its rejection is obvious. Increased profitability Dot only made cattle 

rustling more attractive, it also made cattle ranching more attractive. As the price of beef 

went up, ranchers had more incentive to protect their cattle to protect their profits. 

Moreover, their higher profits made it possible for them to more easily finance expanded 
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anti-rustling effons. More fences were built, cowboys were hired in greater numbers and 

equipped with better guns and horses. Moreover, since the ranchers operated in the legal 

economy, they found it easier to do all this than did the rustlers. Moreover, the increased 

value of cattle protection encouraged others having little interest in cattle per se also to 

work at finding better ways to protect cattle. Elaborate branding techniques, private police 

forces, and eventually barbed wire resulted. The overall consequence was that, although 

rustling remained an irritant throughout America's history, the vast cattle herds of 

America's Wild West were never seriously threatened. 

Such protection was not automatic. Cattle were protected because they were 

privately owned and thus integrated into the market economy. Had the cattle been outside 

the market system of private ownership, they would not have been protected. That fact 

is made evident by the plight of the American bison. Like cattle, the bison also faced the 

threat posed by an increasingly profitable meat trade. However, unlike cattle, the bison was 

not owned.2 No one was directly concerned over the fate of these animals. As a result, the 

American bison was almost exterminated. 

The moral is obvious: higher resource prices - when the resource is privately owned 

- pose little threat to the sustained use of that resource. Increased value may encourage 

"poaching" but it also encourages greater anti-poaching efforts, provides owners the financial 

resources to finance such protective efforts, encourages consumers to conserve, and others 

to find new supplies. Finally, markets encourage entrepreneurs outside the immediate 

economic sector to develop better "fencing" and "resource protection" technologies and 

management systems. Private ownership links a resource into the rich system of inter­

relationships that have made markets so effective at advancing human welfare and thus 

should be viewed as a primary means of environmental protection. In brief, elephants are 

more likely to survive if they are treated like cattle than like bison. 

That theoretical observation is buttressed by empirical evidence. Africa is a large 

continent and various nations have taken different approaches to managing their wildlife. 

The "common property" management strategy (the "bison" strategy) is used in Kenya and 
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·elsewhere in East and Central Africa. In contrast, Zimbabwe, Botswana and other southern 

tier nations have moved to transfer elephant ownership rights from the nation to regional 

tribal councils. The results of these competing policies are dramatic. Over the last decade, 

in Kenya and indeed all eastern Africa. elephant populations have fallen by over fifty 

percenL In contrast, Zimbabwe's elephant population has been increasing rapidly. The 

Asian elephant, which has long been domesticated, has not experienced the threat facing 

its African cousin. 

This evidence suggests that where the welfare of the African elephant has become 

relevant to the welfare of the African people, both the economy and the ecology ~ave 

benefited. 'Where they have not, both values have suffered. Private property rights in 

elephants - ownership rights - create incentives that encourage people to view elephants 

as cattle rather than as destructive parasites. Marshall Murphree, an official of the 

Zimbabwean Conservation and Parles Depanment, has noted the dramatic changes brought 

about by this quasi-privatization strategy. Once, he notes, the locals protested to him that 

"your- elephants are causing trouble; now, these same natives argue that -our- elephants 

must be protected. 

Despite all this, the political leaders of the world capitulated to the anti-market 

pressures of the Greens and banned all trade in elephant ivory. As a result, Zimbabwe and 

other countries will now find it harder to sustain their market-oriented policies. 

Environmental ideologues, it appears, would prefer that elephants be exterminated under 

a system of central political control than survive under a system of private ownership. That 

anti-market bias has long affected economic policy in the Soviet Union and other socialist 

countries. Its reappearance in the environmental arena should cause you concern. Since 

the Soviet Union joined in suppon of this ban, you seem to have implicitly accepted the 

view that market forces are antagonistic to environmental values. You should reconsider. 

The elephant story illustrates well the two opposing paradigms on how best to 

protect the environment: 
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• The Political ("Market Failure' Pandlpa: Environmental problems are caused 

by individual greed operating through free and unregulated markets. Since markets 

neglect "extemal':' effects such as pollution (and dead elephants), political action is 

essential to protect ecological values. This belief stands behind the Kenyan elephant 

policy and has received the implicit endorsement of both our nations. 

• The Free Market ("Property Rights, Paradigm: Environmental problems are the 

natural consequence of an absence ofproperty rights. Lacking individual protection, 

a resource is at risk. Since the problem is a lack of property rights, the solution is 

'~O ~Apand the market system to include all environmental resources now at risk. ~The 

belief is implicit in the Zimbabwean position and deserves further consideration. 

Most environmentalists and, indeed, most economists have accepted the necessity of 

political action based on this first "market failure" paradigm. That rather than markets 

failing, we've failed to allow markets to operate has not received much attention. That 

discussion is the basis of the next section of this paper discussing the Tragedy of the 

Commons. 

THE TRAGEDY OF THE COMMONS: POLITICS VS. PRIVATE PROPERlY' 

To compare and contrast the "market failure" and the "failure to allow markets" 

paradigms introduced in the earlier section, I now discuss at some length Garrett Hardin's 

1968 article, 'The Tragedy of the Commons." Hardin's argument that most environmental 

problems are caused by a system of open access to properties managed as "commons" and 

his call for "mutual coercion, mutualJy agreed upon" became the intellectual justification for 

two decades of environmental legislation in the United States. However, this legislation 

places impossible demands upon the political process and ignores some fundamental lessons 

of the "Tragedy of the Commons." 
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The example used by Hardin was a pastureland. a commons. The environmental 

resource at risk, the grass itself, was endangered by cows (in this context, the "polluter"). 

Pollution was negligible as long as the number of cows was less than the canying capacity' 

of the commons. However. once the canying capacity is reached. adding each additional 

cow has negative consequences for all users. pollution damages are incurred Since each 

herdsman gains the total benefit of placing an additional cow·out to graze, while he incurs 

only a portion of the costs associated with lower pasture quality. the self-interested villager 

will continue adding cows without limiL Each herdsman may be concerned about the 

decline in pasture quality. but he alone caD do nothing about iL This dilemma defineJ the 

tragedy of the commons. The individual has no incentive to consider the environmental 

consequences of his actions. 

To resolve this environmental problem, Hardin suggested that the commons must 

be managed. He suggested two polar arrangements -political management and private 

property - but remained neutral as to which approach might prove superior. This section 

continues from that point and examines in greater detail these two "solutions" and how, in 

practice, they would operate. 

• The Political Approach: 

If the commons is to be managed politically, the first step is the creation of a 

management agency, let us call it the Pasture Protection Administration or PPA and headed 

by the Pasture Protection Administrator. (The resemblance to the U.S. Environmental 

Protection Agency is intentional.) The PPA Administrator is charged with preserving 

environmental quality and with maintaining grazing quality. He faces a number of complex 

problems. He must first gain the information necessary to manage the pastureland. What 

is its carrying capacity? How many cows now graze in the area? What are the plans of the 

villagers to expand or shrink herd size? What alternatives exist to manage the commons 

and what are their relative advantages and problems? None of this information is easily 

acquired and most of it will vary depending upon the grazing management technique 
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adopted for the area. Since no one has any direct incentive to develop such information, 

the PPA will have to· create a research staff. 

Having acquireCS this information, the Administrator must translate it into a 

management plan. That plan will set the number of animals allowed to graze on the field, 

the type of grazing strategy to employ; the extent to which fertilizers, pesticides or 

herbicides are to be used; and so forth. That plan must in turn be converted into directives 

for the various villagers. How many cows are allowed each villager? Developing such plans 

may well require intensive efforts by teams of agricultural, economic and legal experts and 

thus the PPA will have to create a planning staff. As conditions change, the plan should 

also; however, plans take time to develop so we ron the risk that the plan may quickly 

become outdated. When change is significant and rapid, the Administrators policies may 

advance rational land use only by accident. 

The plan itself is important to the welfare of the villagers. PPA decisions are likely 

to prove controversial. The plan changes no incentives; each villager still has an incentive 

to add as many cows as possible without getting caught. Thus. the PPA Administrator must 

create an Enforcement Division to guard against midnight grazing and other violations of 
T 

the plan's directives. Penalties for violating the plan's directives and procedures for assessing 

the penalties must be established. 

Effons to influence this process are inevitable. Not only is direct bn1>ery a possibility 

(the ability to expand a herd can be very profitable) but, more significantly, decisions are 

likely to reflect the political influence of the various villagers or the ideology of the PPA 

staff. Favoritism is likely and will always be suspected by those harmed by the rules. 

The PPA will hope, of course, to expand the canying capacity of the commons over 

time and will request its research staff to explore and evaluate promising technologies and 

management strategies. Funds may be requested from the village council to research 

grazing policies, cattle and grass genetics, fertilizers and pesticides. Public choice theory 

suggests the PPA will not be very aggressive in this area. Innovation is a chancy business 
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and promising leads often go oowhere. The piDs of political research are shared widely, 

the risks are borne by the agency. Not surprisingly, therefore, the PPA will invest little in 

new technology and pasture productivity gaiDs will be minimal 

Indeed, research may be actively suppressed by the PPA All change involves risks 

and the PPA may find itself defending its research program before a village committee 

meeting. That hearing may well be "public" but there are many publics in a modem society 

and most individuals will have other priorities. The groups most concerned about this 

question are likely to faJ.] into two camps: economic interests concerned over the 

competitive effects of the technology and ideological groups concerned over the risb and 

benefits. In principle, the economic groups could favor or oppose the specific technology. 

In practice, the scales are likely to be biased toward the older, established herder who is 

far more likely to see change as disruptive. The young, innovative herdsman will generally 

be less wealthy and less well connected.- In principle, the ideological groups might favor or 

oppose technology; in practice, anti-technology groups are in the ascendancy and are likely 

to dominate. 

In the United States, a very promising technology is now experiencing exactly this 

problem. The product is bovine somatotropin, a bio-engineered growth hormone that 

makes it pGssible to increase milk output. This technology, which under cunent U.S. law 

must gain political approval, is opposed by a handful of anti-technology environmentalists, 

joined with some farmers who see increased efficiency as a threat. To date, their anti­

technology coalition has kept this product from the market. A political technology approval 

process weighs the risks of technological change far more heavily than the risks of 

technological stagnation. 

Moreover, the PPA Administrator controls the whole pasture; thus, only his decisions 

prevail. Any experimentation on the commons or any variation in use must gain PPA 

approval. Such approval is not readily obtained. Many people will have many ideas as to 

bow this resource is best used. Only those views th~t command major suppon from the 

population or the village council are likely to be considered. Since mixed herd management 

is more complex and contentious, a villager wishing to araze goats, for example, is unlikely 
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The opposite problem emeqes if tbe Admfnfstrator or a maJorkJ of dae ~... 
council become eoc:banted with some DeW teebDoloD. 1beIl the PPA ID&11DOVI IWINy to 

«	 adopt the DeW t~. payiDa little atteIldoa to the poaibDllJ that It ID&1 fall. 
ICbrusbcbev's disastrous decisioa to make the SeMel UDiOD a COrD-powlna .dOD II 
iDdieative of its problem.' The result of political CODtI'Ol is likely to be a poUey of PUtdna 
aD one's eggs in a few baskets.. 

The PPA approach also faces difficulties III deflnllli ad adheriDI to a 10.-IIrm 
investment plan. From time to time, there will be a power strugle wfthlD the PPA or Itl 

governing village council. A tight election may lead the PPA AdmilllsU'ltor to defer critlcal 

but painful decisions (herd cutbacks, for example) or to accelerate popular but unwt.ll 

decisions (more favorable grazina rules). Policy wU1 be bdeted by poUdcalsuuglu and 

only the rare administrator will find it powDle to focus OD the 10DI nUl. The time horizon 

of the PPA is likely to be as shon as each election cycle. 

Finally, the PPA approach must be financed in some way. The Admfuultor. the 

research staff, the enforcers. the pll.DDen - all must be paJd iD lOme way. If taxation II 
relied upOD, the distortions they create must be considered. The tax burden to mana,e the 

commons might exceed the gains of such maDalemeDt. SUllestiODI that the PPA be 

financed by user fees levied on the villagen may be considered. However, the experience' 

with such schemes in the United States IUlleltS that user fea rarely work u weD u hoped. 

The fees are typically set so as to favor the politically iDfluentla1 users. U.S. hlpway feel, 

for example, fall most heavily on the averap drfver - DOt OD be&\)' U'Ucb dW most 

damage the roads, peak-hour usen who create the If-test coapsdOJi or badly tuned can 

which create the most pollutioD.· If instead the PPA is fuDdecI by paeraI appropriadODl, 
the village council may well demand concessiODl - laraer beef output ID the Dat year, for 

example - even if that policy wiD have advene ~ 1mD coasequeaces. 

Insummary, political management ofthe CODUIIODI is difficult, troublesome IDd riPd. 
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The PPA management is all too likely to avoid innovation, take a very shon term view on 

investments, allow only a limited range of uses of the pastureland, reward the organiud few 

at the expense of the unorganized many, and adjust operating policies to reflect budgetary 

and election concerns. Rather than resolving the tragedy of the commons, the PPA 

approach merely transfers the issue to the political arena where the tragedy may well be 

exacerbated In the political system, sood intentions will lead to Sooo policy only by 

serendipity. 

• The Private Sector Alternative: 
.
• 

An alternative to reduce the environmental problems of the commons would be to 

divide the commons into individual plots. fence these plots, transfer them to the villagers, 

develop rules and procedures to define the rights and responsibilities associated with such 

propeny and then enforce the laws against trespass and record any transfers of property. 

The environmental problem is the same. Knowledge is still required on carrying 

capacity and all the other factors mentioned earlier. Now. however. each villager has a 

direct stake in getting smart fast. Each owner benefits (or looses) depending upon his 

ability to manage his plot intelligently. 

Privatization also integrates knowledge and incentive concerns: an individual not only 

has every incentive to Sain knowledge, he also has every incentive to use that knowledge 

wisely. Property rights internalize the benefits (and risks) of his or her decisions. Villagers 

are likely to differ in their views and attitudes toward risk. The result will be more 

experimentation and a wider variation in management practices. Some experiments will 

fail. some will succeed; but the village will learn in either case and gradually profitability 

will improve. 

Since each villager can do with his pasture land as he will, he may elect to raise 

sheep rather than cows, to manage his plot as a nature refuge, or even to stan a lawn tennis 

club. Moreover, since each owner can transfer his property to others, he has every incentive 
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to consider how his decisions affect the value others place upon his land. Villagers are less 

likely to engage in grazing practices that erode or compact the soils since these lower the 

resale value of the plot. Moreover, if the area has scenic: value or rare wildlife which some 

potential purchasers value, the landowner might well elect to preserve those amenities. 

Markets encourage people to consider the values of others. Prudent investments increase 

the flow of benefits from the land and thus land values. 

In summary, the privatization approach addresses far more effectively the 

environmental problems associated with this land management problem. Private ownership 

links the individual more effectively into the process and enlists more of the intellig&:nce 

and energies of the peoples of the village. Privatization resolves the tragedy of the 

commons. 

• Addressing the Transitional Problems: 

Of course, privatization is not easy. Property rights must be defined and some means 

found to allocate these plots among the various villagers. Which villagers "deserve" which 

plots? There will undoubtedly be variations among the quality of the plots and thus these 

decisions will not be easy. Moreover, the villagers are likely to differ appreciably in both 

their abilities as cattlemen and their "needs" as individuals. Efforts to provide "equal" 

shares are complex given that the land will have different values depending upon the 

purposes to which it is put and the skill with which it is managed. In fact. such 

distributional questions have no "right" answers. The experience of privatization in the U.S. 

and Britain suggests that these decisions be made so as to maximize the political support 

for further change. 

There are also, of course, technical questions to be resolved in any privatization 

effort. What is included in land ownership: subsurface mineral and/or water rights? The 

right to erect structures and fences? Moreover, QU;estions also exist about the fences 

themselves. Who is responsible for preventing pollution? Is the owner of the cow (the 

polluter) responsible for fencing in his cows or is the landowner (the party polluted) 
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responsible? Is a thread around the property adequate or is a substantial barrier required? 

What steps are permitted if a cow wanders onto my land? Can I shoot the intruder or am 

I limited to shooing it .away? Are damages payments available far such trespass? How 

much? An institutional framework to resolve such trespass and fencing questions must be 

established. Again, there are DO ready or obvious answers to such questions. 

However, these problems are transitional. Once fencing and trespass issues are 

resolved, management issues are largely handled in a decentralized fashion. Each villager 

manages his own propeny independently of the views and concerns of his neighbor. 
.
• 

• Conclusion: 

This example illustrates well that political propeny management entails a number 

of problems, that an environmental resource management problem might be more suited 

to private resolution. The next two sections of this paper continue this theme. The first 
1 

suggests that the -market failure- model introduced earlier is not a useful way of viewing 

environmental problems. The second suggests that the property rights approach provides 

a more creative framework. 

TIlE CASE AGAINST POLITICIZED ENVIRONMENTAL POUCY 

The Soviet Union should not adopt the U.S. solution to protecting the environment. 

The fact that the U.S. has a superior environment has far less to do with our Environmental 

Protection Agency than with our free market economy. Moreover, the "market failure­

thinking implicit in most EPA policies logically implies acceptance of an ecological variant 
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of central planning. As a nation that is only now beginnina to escape one eighty year 

experiment of this type, you should be careful before beginnina another. Also, the specifics 

of the American model are poorly suited to the Soviet system. Finally, the U.S. 

environmental effort is only some twenty yean old; only in the last few years has it received 

any serious critical attention. That review effon has already suggested major problems with 

ament policy. These Icriticisms are triggering reform efforts; your programs should take 

advantage of these reforms. The Soviet Union faces many economic and environmental 

problems. A Soviet EPA similar to that in America and given similar powers might well 

cipple any effort to gain economically; moreover, there is no guarantee that it would 

advance environmental values. Let us now discuss these points. ~ 

• Capitalism Not Political RegulatioD is the First Step: 

The U.S. has a superior environment in large part because we have a superior economy. 

Capitalism demands greater efficiency in the use of energy and material (and thus reduces 

the stress on the environment). Under capitalism, property ownership is more widespread 

and, as noted above, private property is more likely to be protected Finally, capitalism 

permits people to create wealth and that wealth makes it possible to spend more on 

environmental issues. Statistics on this phenomena are widespread and need not be 

replicated here. 

Even in the United States, those parts of the economy that are under political 

control - the highways and airways, many municipal services, national forests - are 

managed inefficiently and incur large economic and environmental losses. Soil erosion is 

a small problem in the United States because erosion lowers farming productivity and thus 

reduces land values. However, erosion is increased by programs that pay farmers to take 

land out of production and thus encourage them to farm more intensely that fraction of 

land kept in production. Moreover, U.S. farm subsidies (a massive violation of free market 

principles) have encouraged the draining of swamps throughout America, destroying 

ecologically imponant wetlands. The result is not dissimilar to the diversions of water from 

the Amu Darya and Syr Darya which threaten the survival of the Aral Sea. 
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• The Risks or Ecological Central PlanDina: 

Consider again the logic of the "market failure" explanation for environmental 

problems. As generally told, the story goes something like this: Markets are powerful 

institutions and do many things well. However, they leave out critical factors such as 

pollution. They fail to produce adequate quantities of "public goods" and they are, of 

course, short-sighted, failing to consider our children, much less our great-grandchildren. 

Since markets fail to address these concerns, political intervention is necessary to correct 

such "market failures.- However, such intervention is needed only for those parts Of the 

economy having environmental impacts. 

There are several problems with this logic. First, the fact that markets "fail" does 

not, of course, mean that political action will succeed One must compare the strengths and 

weaknesses of market vs. political approaches before selecting one approach over another. 

George Stigler, the American Nobel Prize-winning economist, has noted that such a 

presumption is akin to a singing contest between two sopranos: the first sings and is 

critically assessed by the judges. Then, without any further testing, the prize is awarded to 
r 

the second and untested singer. Stigler suggests that in the real world, we compare the 

actual penormance of market and political arrangements. He suggests, that if we do so, 

we may well find that whereas markets are sometimes out of tune, the political process is 

tone deaf. 

Even more important, however, is the fact that the "market failure" model is open 

ended. It aeates excessive demands on the limited abilities of the political process. It 

suggests that any economic decision having environmental impacts be regulated. Since, 

however, every economic decision has some environmental effect, the result is an effort to 

regulate the whole world. Those fammar with the growing power of the U.S. EPA will 

observe that America is now weD down the road to' this ecologically planned state. That 

is unfonunate, for as noted in the PPA example earlier, ecological central planning is likely 

to be no easier -indeed, it may prove far more difficult - than economic central planning. 
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To paraphrase Hayek, the Road to Serfdom leads nowhere whether paved with red or green 

bricks. 

Central planning doesn't work - a lesson that people in the Soviet Union perhaps 

understand better than people in the United States. Arguments to that effect go back to 

the 1930s. As previously noted in the PPA example, a political agency lacks the detailed 

information necessary for proper management and finds it difficult to motivate any large 

fraction of the population to respond to such information as it does possess. These 

problems of socialism have been empirically and tragically confirmed in recent years. Those 

concerned with environmental quality should, therefore, reconsider the wisdom oJ, any 

paradigm that requires such cumbersome political controls. 

Environmentalists must find some ways of setting priorities, maintaining consistent 

programs over time. Just as the market continuously decides whether society's interests are 

best advanced by producing more bread or coal or motion pictures, so also, we must 

somehow decide whether resources should be devoted to reducing nitrogen oxides or 

expanding elephant populations or picking up more litter. All this should be done in such 

a way that however well we do today, we do better in the future. Again, as noted in the 

PPA illustration, agencies don't find it easy to set priorities, maintaining a program over 

time or all0wing experimentation (especially when many of these experiments will fail). 

The intent of environmental control is different, of course, from that of economic 

control; however, the results are much the same. Such centralized political control raises 

major difficulties in the United States. It is likely to prove far more disastrous in the Soviet 

Union. The United States has a more vigorous private sector, an entrepreneurial class long 

accustomed to challenging excessive bureaucratic interventions and an underlying belief in 

the superiority of markets. These features are less apparent in the Soviet Union. To 

legitimize a new form of central planning might well create a rallying point for your old 

guard who would quickly pour the sour old wine of ~editedpolicies into the new green 

bottle of environmental protection. 
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• The U.s. Model Doesn't Travel Well: 

The third reason for rejecting the U.S. model is its inapplicability to the Soviet 

Union. Our program has involved the expenditure of hundreds of billions of dollars, has 

relied on a techn~logy-fix approach employing armies of highly trained technicians (both 

in government and the private sector), has relied on a bureaucracy largely immune to 

bribery and has been pushed by an aggressive and independent environmental advocacy 

movement. That program has realized some gains but no one believes that the process has 

been cost effective. Your nation faces many economic problems and cannot waste money 

in such a fashion. You need to employ your skilled workers in rebuilding your econpmy, 

not in designing and maintaining annual improvements in coal-scrubbing technology. 

Indeed, economic growth is a vital prerequisite to any environmental improvement and you 

must give that goal priority. 

Moreover, your bureaucracy has been forced to be "flexible: Had the rules been 

observed strictly, your system would have collapsed long ago. That flexibility, however, will 

have problematic effects in the environmental area. 

• Await the Results of the Review EITort now Underway: 

Finally, you should be aware that the Environmental Protection Agency is now 

receiving substantial criticism from both bDerals and conservatives. The findings are in 

general agreement: EPA has sought to do too much and thus has dODe little well. EPA 

operates within a political sphere and thus sets priorities to reflect perceptions rather than 

realities. The result is an emphasis on the sensational rather than the serious 

environmental problems. The institutional framework within which EPA operates is not 

receptive to either scientific or economic information, making it very difficult for rational 

policies to be formulated and implemented. In effect, the EPA suffers from all the 

problems outlined in our discussion of the PPA 

Evidence for these charges is provided in a recent internal EPA study, Unfinished 
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Business. which sought to rank the various programs of EPA. first according to their 

imponance in the EPA budget and then according to their actual environmental 

importance. The findings were disturbing. The rankings were almost the reverse of each 

other - EPA spent the most on those programs which were politically popular (largely those 

that conveyed economic benefits to influential groups or that pandered to public hysteria) 

and very little on programs which might advance environmental objectives. That criticism 

was echoed in a review of the EPA by a group of h"beral scholars at Harvard, ~ 

Environmental Protection A&ency: Askin& the Wrona QuestiON. 

Political agencies find it hard to tell the truth; they find it easier to alarm than to 

educate. EPA has grown into a large and very powerful agency by portraying itself as a 

public health agency. In reality, the health benefits conveyed by EPA are minimal. Indeed, 

by raising public concerns over low level risks and by slowing down the rate of technology 

change, EPA may well endanger public health. Economic growth and technological 

development in the Soviet Union has been a political matter for many decades. Suspicion 

that the risks of such technologies may have been understated seems widespread. To move 

from a system where information has been suppressed to one which would emphasize every 

risk associated with technical change would further weaken the prospects for economic and 

technical gr6wth in your nation. 

The point made here is important. While political agencies charged with 

technological and. economic development tend to ignore the risks (economic and 

environmental) of change, agencies charged with advancing public safety are biased in the 

opposite direction. Either bias can harm society. Resources devoted to low value projects 

or projects entailing excessive economic or environmental costs reduce human welfare. 

Similarly, delaying or blocking changes which would enhance human welfare is also costly. 

Society should entrust technological and economic change to institutional arrangements 

which would balance the risks of economic and technological innovation against those 

associated with economic and technological stagnatioq. Political agencies do badly at this 

task. 

In the Soviet Union, the emphasis on political development has made your people 
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suspicious of all change. But where such agencies have been imponaDt in the United States 

- the Corps of Engineers, the Atomic Energy Commission, the Bureau of laDd 

Reclamation, the Federal Highway Administration - the same type of suspicions have 

resulted. Fonunately, most economic and technical change in the U.S. has remained in the 

private sector where it is better controlled. The need to cover costs ensures that projects 

make economic sense and our liability laws limit environmental and other risks.· 

However, in the U.S. such developmental agencies have become less imponant in 

the last several decades. Instead. their regulatory sister agencies (the EPA. the Food and 

Drug Administration, the Federal Trade Commission, the Occupational Safety and Health 

Administration) which act as gatekeepers, deciding whether a new technology or project 

goes forward, have become far more imponant. The bias of such agencies is to retard 

socially beneficial change. This is due to the different incentives of these two type agencies 

rather than the individuals involved. The bureaucrat who gladly assumes developmental 

risks in one agency can become fanatical about the smallest risks, if transferred to a safety 

agency. Incentives matter. 

Given your history and the mistrust it has created. you would be well advised to 

think carefUlly before creating any anti-technology agencies in your nation. The EPA has 

made it vastly more difficult to build. expand. innovate or market within the United States. 

A Soviet EPA given the powers of its U.S. counterpart might well destroy any prospects you 

might have for economic growth. 

• The Religious Risks of Environmental Politics: 

Finally, as has often been pointed out, for many environmentalism has become a 

religion, a secular belief that transcends rational debate. Some environmentalists believe 

that man and all his works are the problem. A world devoid of mankind, they believe, 

would be vastly superior. Some have sought to transform the federal EPA into their 

establishment church. To create a new center of power around which reactionary forces 

might join with utopian idealists would seem unwise given the history of the Soviet Union. 
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• Conclusion: 

In brief. the American EPA is not a viable model for the Soviet Union. You can 

and sbould chart an independent course along the Free Market Environmental lines 

developed in the next section. 

.
• 

11m CASE FOR FREE MARKET ENVIRONMENTALISM 

The comments in the earlier sections have raised many arguments against relying 

primarily on the political process to protect the environment. This section argues that the 

Soviet Union should take a property rights approach toward environmental issues. First, we 

address the concerns of those who see environmental problems as the natural failures of 

free markets. The evidence, we argue, suggests that, rather than markets failing. we've 

deliberated'crippled or restricted the ability ofmarkets to defend environmental values. The 

second pan of this section notes that, despite such restrictions, markets and other voluntary 

arrangements continue to play a significant role in protecting ecological values. These 

examples are illustrative of the path which I believe the Soviet Union should explore. 

• Rather than Markets Failing, We've Failed to Allow Markets: 

The market failure argument was discussed in some detail earlier. The case seems 

to many obvious; how can markets address such complex problems as water and air 

pollution? U.S. history, however, suggests an ability to_ do exactly that. Early in U.S. history, 

land owners sometimes built dams that flooded upstream users. That flooding. an early form 

of pollution, was treated as a trespass and the dam builder was forced to lower the dam-IO 
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Similarly, early steam locomotives spewed foMb Dot oDly smoke but also sparks. Those 

sparks sometimes ignited grain fields Dear the rail tracks. Again, that actioD was treated as 

pollution and the railroad was held responsible for damages. Soon, however, as related by 

RJ. Smith quoting the work of Monon J. Horwitz in The Transformation of Amerign Law: 

178Q.186Qu the couns shifted viewpoint. Ifproperty were protected in such ways. the theory 

suggested, an insurmountable barrier would be created to ecoDomic growth and 

technological change. The "common good" rested on rapid development and thus the -small" 

harm to the private landholder was outweighed by the larger good to society. This coun­

driven utilitarian weakening of property law Dot only allowed developers to pollute with 

impunity; it also changed the rules of the game, SO that cenain participants were allowed 

to damage the property of others. In such circumstances, to blame the market system for 

anti-market coun decisions is misleading. 

The history of the Soviet Union also illustrates the strength of this utilitarian force. 

In September, 1921 Lenin signed a decree entitled "On the Protection of Monuments of 

Nature, Gardens and Parks". That decree prohibited any development of natural resources 

in zapovedniki (national parks). The ecological view that environmental amenities should 

be valued ip their own right was popular. In principle, environmentalists would guide and 

restrain economic growth. In practice, environmental concerns were never well integrated , 
into the Soviet economy. As these guidelines began to conflict with the economic priorities 

of the Five-Year Plans, the utilitarian view that saw resources solely as raw material for 

economic growth, came to the fore. Only Lenin's personal interest prevented total control 

by the development..at..any-eost forces. Once the Stalinists' came into power in the late 

19205, the utilitarian position became dominant. 

Thus, as the Soviet Union re-establishes the concept of private property, it should 

return to its own earlier pre-utilitarian tradition. Only if businesses bear the costs of 

pollution directly are they likely to respond. In a world where property rights were honored, 

some sectors might grow more slowly and certainly location, production and distributional 

decisions would change. Most importantly, incentives would exist for innovations that would 

reduce pollution. The inclusion of environmental values into the private property regime 
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would yield a different path for economic development, one that would be more sensitive 

to environmental values. The ingenuity of the nascent Soviet enttepreneur would be 

harnessed to solve both economic and environmental problems simultaneously. 

The first blow to property rights protections against pollution was judicial but soon 

the legislature joined the battle. During the late 19th centUIy, American intellectuals 

became enamored with the progressive statist policies of Bismarck's Germany. The view 

that resources were best protected politically became dominant. America depaned from its 

British antecedents and made all native wildlife the property of the state.u However, it 

was only toward the end of the 19th centuIy, that this policy began to dominate the political 

agenda. The first results were the creation of the national parks and national forests around 

the turn of the century.1J Private property, the expens believed, was too likely to be used 

for narrow special interest purposes; only enlightened management by well-trained public 

"servants'; could ensure that the public interest would be advanced. 

In this century, the growing belief in the superiority of political control of resources 

has led to increasing nationalization throughout the United States. Over one-third of our 

land area is now politically conttoUed. Only the Soviet Union, China and a few other 

nations have a larger share of their landbase in the public domain. And only the United 

States seems to be moving toward increased nationalization. Not only land but other valued 

resources such as the electromagnetic spectrum became federal property under this 

collectivist paradigm. With so much of the nation governed in a fashion resembling our PPA 

example we should not be surprised to find that environmental (and economic) values 

have done badly. Again, the mismanagement of the public domain reflects more a failure 

. to allow markets than any market failure. 

Not only does the federal government own many of America's environmental 

resources, it also directly competes with - and thus suppresses - private options. Water, 

sewerage treatment plants, solid waste managelJ?ent services, timber management, 

recreation - all are areas where the federal government directly competes with private 

enterprise. Political suppliers of goods and services enjoy cenain advantages over their 
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private sector alternatives. For example, they can outlaw or restrict competing private 

operations. Such public sector monopolies have restricted market experimentation and 

resulted in few creative solutions to our environmental problems. 

Finally, the ability of U.S. markets to resolve environmental issues has been 

massively cunailed in recent years by the growth of the regulatory state. Today, many of the 

creative cooperative management arrangements discussed in the PPA case study (and in the 

next section reviewing the case against "market socialism") might be ruled illegal under the 

antitrust regulatory laws. After all, conservation implies reducing output today to ensure a 

more sustained supply over time. Supply management, however, is suspect undet the 

antitrust laws. In fact, efforts by Gulf Coast shrimpers to moderate their catch and thus 

conserve this valuable resource were enjoined by the U.S. federal antitrust authorities." 

Other federal laws such as the Endangered Species Act, for example, make it very difficult 

for environmental entrepreneurs to expand the supply of rare animals. Based on a logic 

akin to that behind our anti-trade policy for elephants, U.S. environmentalists drove out 

of business a private commercial turtle farm that bad proven its ability to raise these 

endangered animals. Ideology proved more important than species swvival. 

In summary, although the U.S. remains in many ways a free market economy, 

massive changes have occurred over the last bundred years which greatly impede our ability 

to respond to environmental problems. Trespass laws were weakened making it barder for 

private parties to protect their own properties from pollution and reducing the incentives 

to develop pollution reducing technologies. Politically controlled propeny is a dominant 

feature of the United States; these lands are managed poorly from both an environmental 

. and an economic perspective. State-run waste management enterprises have limited the 

ability of private firms to address environmental issues. Regulations restricting cooperative 

arrangements and propeny use have also weakened the robustness of the marketplace in 

the environmental area. In the face of these anti-market policies, the market failure thesis 

must be reconsidered. Moreover, markets and other voluntary arrangements already play 

an imponant environmental protection role and we Dext discuss that fact. 
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• Markets Already Protect EDvIronmental Values 

Some within the environmental community would agree that the political system 

doesn't work well. But they doubt whether private property approaches work better. Before 

they will consider free market environmentalism, they demand evidence that a property 

rights approach can in fact advance the full slate of environmental goals. Provided evidence 

that markets might better protect the elephant", for example, they immediately ask how we 

would resolve groundwater contamination. Demonstrate that groundwater might better be 

protected by '\mitization"" and they raise questions over hazardous wastes. Discuss the 

possibility that hazardous wastes might better be addressed by "private adoption"·7 and you 

are tossed the ultimate problem, how would free marketeers handle the dreaded greenhouse 

catastrophe.Ja For such reasons, free marketeers find it necessary to discuss in at least some 

detail the total complex of environmental issues. 

That work, unfortunately, has only just begun. Since the dawn of the modem 

environmental era, there has been no serious attempt to apply the property rights approach 

in the United States. Most other nations have followed our lead. While thousands of 
T 

analysts labor to advance political solutions to environmental problems, only a handful of 

Free Market Environmentalists yet exist. There is a rich literature on the ways in which 

various societies have addressed environmental issues19 but that research has not yet been 

applied to modern environmental problems. Most of the research that has been done in this 

.area reviews the record of government agencies acting as resource managers (studies of the 

U.S. Forest Service, the Bureau of Land Management, the Corps of Engineers, the World 

Bank). That work demonstrates that political agencies have a weak environmental record 

but does nothing to demonstrate that private management would yield a superior outcome.» 

An excellent example of how private property~better reconciles environmental and 

economic values is the Rainey Wildlife Refuge. This refuge owned by a major 

environmental group was located in the midst of an offshore oil field. Since the island was 
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privately owned, development was at the discretion of the environmental group, the 

Audubon Society. That "purist- attitude, however, would have lost the royalty payments of 

• producing well. The Society elected to permit drilling under careful guidelines to reduce 

environmental damage. Economic and environmental gains to all resulted. In contrast, the 

Audubon Society along with most other U.S. environmental organizations vigorously 

opposes any energy development in the politically controlled Alaskan National Wildlife 

Refuge. Absent a property stake in rational development, they find little reason to be 

rational. 

Only private action is likely to protect environmental values that lack po;ular 

suppon. An example illustrating this point is the events leading up to the establishment of 

the Hawk Mountain Sanctuary in Pennsylvania. At that time, the national hawk policy 

was dear - such birds should be 1ciI1ed .on sight. Hawks were viewed as predators and thus 

not desirable. Some disagreed and purchased a mountainous ridge, Hawk Mountain, a 

major concentration point for hawks. Having purchased the land, they fenced it and 

employed an individual to prevent trespassing. Today, Hawk Mountain is a world famous 

center for raptor research and hawks themselves are now widely valued. 

1 

In a world of private property, unpopular values can be protected. In the political 

world, a resource can be protected only if garners sufficient support, often a majority of the 

population. The extent of environmental values at risk in the modem world is vast. There 

are. only some 150 governments, many of which now find it hard to protect their citizenry. 

There are, however, over 5 billion people on this globe. Only if the collector instincts of 

these peoples; their interests, skills and wealth; are enlisted in the environmental cause are 

we likely to protect any appreciable fraction of the biosphere. 

Our challenge then is not to restrict markets. to segregate the world ecology from 

the world economy; but rather to integrate the ecology and the economy. Only if market 

forces and private property are extended throughout the world are we likely to gain the 

ability to save nature. Ocean reefs in the South Pacific, Andean mountain tops, whales and 

elephants in Africa, the shoreline of Lake Baikal - all deserve protection as the private 
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property of some group or individual. 

A fishing club, the Pride of Derby, demonstrates how property rights can prevent 

stream pollution. In England, clubs own the right to fish along some rivers and thus are 

quick to respond to pollution threats. An upstream municipal polluter argued that it's 

interests outweighed those of the club. Since their property was threatened, they went to 

court and prevailed. This ability of private parties to restrain municipal pollution is 

especially significant when one reviews the record of municipal polluters in the United 

States. Under the Oean Water Act, political polluters are treated preferentially. First, their 

clean up goals are less stringent and, second, they face far more lenient clean up schedules. 

To politicians, the source of the pollution is as significant as the pollution itself. Politically 

preferred polluters are treated more leniently than are pariah polluters. Yet, to the river 

and the fish, pollution is pollution. Free market environmentalists see this ability to better 

enforce the polluter-pays-principle as a·key element in the environmental movement. This 

example also illustrates how ownership of a pollution sensitive species can ensure protection 

of the larger environmental value. By protecting privately owned fishing spots from 

pollution, the owners protect not only their portion of the river but also downstream areas. 

Similar ownership rights in oyster or shellfish beds might protect larger lakes and bays. 

Moreover, 'these examples suggest that even when one cannot readily envision any way of 

protecting,the total bay or river, partial ownership rights might suffice. Even if only 

upstream or shoreline areas are privatized, the whole region may be protected. 

Groundwater has become one of the more important environmental resources. Over 

half of all drinking water is now derived from such sources and there is growing concern 

that improper management of this resource may lead to excessive depletion and 

contamination. Free marketeers note that similar problems are solved routinely in the oil 

industry. like an aquifer, an oil pool is an underground liquid resource also subject to 

depletion and quality deterioration. To address this problem, the oil industry has developed 

a property rights restructuring program called "unitization" which entails the assignment of 

all individual ownership rights to a new entity (the "unit"). The unit manager then operates 

the field in an integrated fashion; each owner receives a share of the income of the pool. 
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Unitization illustrates the restructuring of already existing property rights to allow more 

efficient management. Such reassignments of rights can be an important privatization 

strategy. With the Soviet Union struggling to modemize its oil indusuy, private property 

rights and unitization offer new opPOnunities for improvement.1I 

Unitization is not always easy. Still, it has been used successfully by the oil industry 

for many years. As groundwater becomes more valuable, the unitization approach might 

well be extended to permit private management of groundwater supplies. This example 

illustrates again the principle that privately owned resources are more likely to be used 

~ly.~ ~ 

This section has suggested why the environmental problems of the United States are 

not adequate grounds for rejecting a property rights approach and reviewed ways in which 

private arrangements have creatively advanced environmental goals. The next section briefly 

reviews the case that privatization goes too far, that a "'third waY' exists. 

POLITICS OR PROPERlY RIGHTS: mERE IS NO 1HIRD WAY 

Many would agree that command-and.control regulatory approaches are too costly, 

but would still reject a property rights approach. For example, Roben Stavins, author of the 

recent report Project 88 states: 

"Does anyone really believe that acid rain can be efficiently controlled by assigning 

private property rights for the U.S. airshed and then effecting negotiations among 

all affected parties? Economic-incentive mechanisms, on the other hand, avoid the 

impracticalities of the pure, private property approach, while retaining the merits of 

decentralized, market-driven policies.IIZI 
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This statement follows a long tradition of well-respected economists who argue that when 

markets "fail," politic:aJ intervention is indeed necessary, but that we need not rely on 

command-and-control regulation.. Rather, we can emulate the role that markets would 

perform were they available and set the quantity or price of the targeted factor at the 

appropriate levela. 

In the environmental area, this "third waY' would rely on politica11y-determined 

pollution taxes and emission rights. Politics will continue to set the output targets, but 

"market-oriented" policies will get us there. Such approaches have long been championed 

by economists, but have now received some support from mainstream environmental 

groupS.Zl Unfortunately, such measures are no more likely to prove effective than the more 

direct political methods they replace. Nor are such approaches really new. In the economic 

sphere, they were widely championed under the "market socialism" label in the 19305. 

Socialist economists had begun to recognize the practical problems of managing a modem 

economy and advanced this approach as a way of approximating the efficiency advantages 

of capitalism, while still retaining political control. In the Soviet Unio~ one advocate of this 

approach was Liberman and his efforts are now largely forgotten. 

The feasons why market socialism didn't work are much the same as those explaining 

the failure .of command socialism and were well explored in the "socialist calculation" 

debate of the 19305 between Oskar lange, the brilliant socialist economist, and Ludwig Von 

Mises and F.A Hayek, equally brilliant free market economists. Both sides agreed that a 

command economy would fail; lange, however, argued that efficiency could still be attained 

via a computed system of incentive prices and/or tradeable production quotas. Hayek 

argued that this was impossible, that absent the voluntary exchanges defining the market, 

the information needed to calculate price and quantity would not exist. In effect, the 

absence of a market also means that one cannot replicate a market.· Intellectually, most 

agree that the Austrians won the debate. Even Paul Samuelson acknowledged as much: "It 

was Hayek, with his point about how the market syst~m brings information to bear upon 

the outcome, who really won the debate.1IZ7 Politically, however, Lange won and the world 

was forced to endure another half century of socialist idiocies. 
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Some advocating this "third waY' (and Roben Stavins falls into this camp) agree that 

the more important question for society is Dot how to do something but rather what is to 

be done. Since there is no immediate prospect (in the United States, at least) for 

eliminating political control over environmental questions, we should at least seek to 

moderate the costs of such interventioDS. However, such arguments ignore the fact that 

more efficient means to inefficient goals are not efficient. Indeed, such schemes may delay 

the date when serious reforms will be poSSlble. 

Moreover, even on its own terms, the U.S. experience with -market-oriellted" 

environmental tools - bubbles, netting, off-sets - has been of very limited value.- Markets 

in emission rights have long existed but they have never flourished. The political realities 

that make it hard to set standards, also makes it hard to regulate via market mechanisms. 

The regulators have defined such markets extremely narrowly and have moved to funber 

restrict them whenever it appeared that they might become popular.- Moreover, regulators 

have ignored the market's need for clarity and stability. Even worse, environmental officials 

have seen no problem in simply expropriating such emission trading rights, thereby 

destroying the incentives to lower emissions in the first place. Private parties are unlikely 
1 

to take seriously property rights that depend upon the vagaries of politics. 

Let us consider this issue in the framework of the PPA example considered earlier. 

. Note that the PPA Administrator gains little from such market-oriented mechanisms. He 

still must acquire the same information, must monitor use, must fend off efforts to influence 

his decisions, and finds it hard to adjust such fees to reflect changing conditions. 

Empirically, we find that politically aeated markets are Daturally more responsive to 

political than economic or environmental realities. H an election were forthcoming, the PPA 

Administrator might well elect to lower grazing fees; politics isn't affected directly by 

economic analysis. 

• The Private Sector ·Cooperatlve Management· Option: 
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The PPA example, however, suggests that Stavins and company are too quick to 

rcjcct private property rights. The PPA example suggests that property rights might well 

evolve in even such complex areas as air and water pollution control To see this, consider 

the way in which the tragedy of the commons was resolved in the Wild West. In that region, 

the privatization via fencing strategy developed earlier was not feasible; in these windswept 

arid plains, there was neither wood nor stone available in adequate quantities and 

substantial acreage was needed to sustain a family because of the low-productivity of the 

land. Stavins might well have argued that in such a situation (like air and water) no 

propeny rights solution was feasible. The government might have hired federal wardem to 

patrol ranch borders, but relied on tradeable grazing permits to prevent overgrazing. 

Instead, the ranchers themselves were forced to manage and protect their pasturelands 

thcmselves. 

They proved very creative at that task. Ranchers joined together to form Cattle 

Management Associations. Branding was introduced as a way of more effectively and 

economically keeping track of these fugitive resources (the "polluter" damaging the grazing 

rcgions of the area). The Associations helped negotiate side-payments among the ranchers 

to address the problem of the cattle of one ranch grazing too often on the lands of other 

ranchers. Also ranchers hired cowboys to camp along geographic dividing lines-streams. 

trails, passes, ridges-to sort out the herds and to prevent the cattle from wandering too far 

afield. In effect, westerners substituted labor for fence posts. 

The costs of these human fences, however, was high and their effectiveness low. 

These drawbacks created a profit potential to develop a better way of protecting property. 

That incentive stimulated the invention of barbed wire. Had there been no property rights 

rcgime, barbed wire might never have been invented. Property rights not only provide an 

initial degree of protection to the resource at risk; they also increase the prospects for 

better solutions ovcr time.­

The significance of this history to the issue of pollution control is that one should be 
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careful when rejecting the property rights approach - even when there exists no fully 

acceptable fencing and enforcement technology. Not only might the political alternative 

prove even less effective; but, the I'CDt-seekiDg problems encountered by all political 

managers would reduce the incentives encouraging superior arrangements. Possibly 

improved resource management in the shon run must be traded off against the possibility 

of greater improvements tomorrow. A property rights approach creates incentives that over 

time will upgrade the institutional and technical means to protect these rights. In effect, a 

property rights approach raises itself by its own bootstraps! 

.
• 

FREE MARKET ENVIRONMENTAL POUCY FOR 1HE SOVIET UNION 

This last section of the paper outlines a Soviet Free Market Environmental program. 

Since your most imponant environmental goal should be to improve the efficiency with 

which you use material and energy and, since such efficiency is possible only within a free 

market economy, your first objective must be to privatize your economy as rapidly as 
r 

possible. Moreover, only such a first step will malce possible the wealth you require to clean 

up your environment. Your second step should be to extend property rights to those 

environmental resources now at ~ to privatize your ecology. Indeed, these steps should 

be taken simultaneously to ensure that your economic development proceeds along paths 

more compatible with ecological protection. 

Both of these steps are difficult. In each case. you lack knowledge on exactly what 

actions are most appropriate, you face serious opposition from vested interests, and you 

must overcome the inertia ofyour society. You have one major advantage in your economic 

privatization program: you can guide your program by observing the economies of the 

United States and the other relatively capitalist countries. As Doted earlier, however, special 

interests have shifted Western capitalism some distance from its property rights past. You 

should therefore demand stronger free market defenses. The Soviet Union has suffered too 
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much to accept, as a starting point, the norms that now prevail in the United States which 

include severe restrictions on property rights. a political willingness to seize property on 

almost any pretext, and growing restrictions on the right of individuals to assume risk via 

contract. 

You face much greater difficulties in seeking to privatize your ecology. Whil~ as 

noted earlier, there are numerous examples of how property rights already play an 

important role in western environmental protection, you have no obvious role model for this 

novel approach. No nation has yet sought to integrate its ecology and its economy along the 

Free Market Environmental lines discussed in this paper. This section discusses how. this 

process might begin with wildlife, streams and lakes, and airsheds. The Soviet Union does 

enjoy one major advantage in this reform effort. Your history ensures that you will be slow 

to accept the central planning approach inherent in the "market failure" paradigm. 

Moreover, your society has not yet been captured by a Green Nomenclatura eager to save 

. Nature from Man -at any cost. 

• Privatizin& the Economy: 

Privatization refers to the transfer of an enterprise or resource from the state to a 

private party. There now exists a substantial literature on this topic.1I Others have discussed 

this traditional privatization process. There advice is mind - you should privatize your 

economy as quickly as possible. Speed is far more important than ensuring that the resource 

goes to the "right" group or is sold at the "correct" price. Here, I comment only on those 

elements that bear on environmental concerns: the need, if any, to enact antitrust 

regulations as your economy is privatized and the need to enact liability rules in accordance 

with the polluter-pays-principle. 

The antitrust concern grows out of the fact ~at the Soviet Union is still a highly 

centralized and concentrated economy. A relatively small number of very large state 

enterprises supply a large fraction of the total GNP. Some believe it impossible to privatize 

33 



firms of that size on the grounds that the -market power" of such dominant firms would 

render competition impossible. Before proceeding. they would enad American style 

antitrust laws. I would advise that you avoid this step. The antitrust regulatoJY laws, like 

most regulatory measures, are argued as means of strengthening the economy; in practice, 

such laws have done little to proted competition. The antitrust laws do. however. threaten 

various innovative cooperative ventures, by which private action might proted the 

environmcnt.» Cooperative arrangements similar to those used to protect cattle prior to the 

introduction of barbed wire may well prove useful in managing such fugitive resources as 

fish, shrimp or game. At minimum, you should ensure that, if antitrust regulations are 

introduced, they exempt cooperative agreements for conservation and other environmental 

purposcs. 

The second suggestion is that you reinforce this privatization effort by reforming your 

legal system to reduce its existing utilitarian bias. Private property means little if it can be 

seized or expropriated whenever a plausible claim can be made that such actions will 

advance the "public good: This utilitarian bias in the law has greatly weakened private 

property defenses in the United States, the consequences of which are only now being seen. 

You in the Soviet Union have the opportunity to impose a rule of law that forces each party 

to bear the' costs of any damages his action imposes on others - that is, to enshrine the 

polluter-pays-principle into law. You should do so. 

• Privatizing the Ecology: 

As noted, there is little precedent for privatizing the vast array of environmental 

resources that humans have come to value. Let me first suggest a few initial principles. The 

first concerns the value of an -adoption- statute which would encourage the transfer of 

environmental resources to private hands. The Zimbabwean law which made it possible for 

tribal and other groups to petition the state for control over the wildlife in their jurisdiction 

provides one model. The logic of an adoption approach is obvious: why should the 

government expend scarce resources to protect a resource that has defenders in the private 
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Let us now tum to some specific examples. CoDSider how you might conserve 

wildlife. The tack taken by Zimbabwe ill maldDg it possible for its citizens to OWD wildlife 

provides an attractive model for the Soviet UDion. The law was changed to eDcourage the 

residents of communal lands to manage wildlife for their own direct beDefit and to aeate 

appropriate institutions to achieve that resuJL Given that Siberie tigers are endangered, 

that zoos throughout the world have no need for funher captive populations (some zoos 

have provided binh control drugs to reduce births) and that the blackmarlcet price for 

Siberian tigerskin coats is very high -the Soviet UDion might well authorize private farming 

of this endangered species. 
.
• 

A primary objective should be to keep things from getting worse, to maintain 

environmental quality in those areas now in good shape. An approach to that goal would 

be to encourage hunting and fishing clubs or shellfish or commercial fisbiDg cooperatives 

to seek title over stretches of forests, rivers and bays. These groups, like the fishing club 

discussed earlier in the Pride of Derby example, should be granted full property rights for 

these purposes and the rigbt to protect their property in the courts. The objective is to place 

"tripwires" around the boundaries of areas now pristine to better ensure that they remain 

so over time. 

Much of the Soviet Union is heavily polluted; UDtreated wastes from many of your 

factories and municipalities have already rendered long stretches of your rivers and many 

industrial regions temporarily valueless. What can be done about these areas? The play 

by HenriJc Ibsen, "Enemy of the People,· suggests an answer. III that play, a reaeational spa 

is threatened by water contamination from an upstream tannery. The value of the spa 

plummets and the owner of the tannery (a capitalist villain whose own carelessly has caused 

the pollution) seeks to purchase the spa at a low price. III the context of the play, this 

action is viewed negatively; however, from the property rights perspective argued here, it 

makes sense. An individual does not destroy his own property. Once a polluter owns the 

polluted resource, his fucentives chaDge. Oeanup effons might DOW be profitable; they 

might make the valueless property saleable. A muDicipality might, for example, elect to 

construct a waste treatment facility or install more effective air pollution controls on its 
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incinerators in order that it might sell home plots in areas hithertofore rendered valueless. 

Similarly. a firm might decide that the reaeationalw fishing or forestry revenues that might 

be earned if it reduced its emissions would justify the added production cost. In effee:t, 

privatization of this type would force polluters to consider the consequences of their actions 

and create further incentives for improvements in control technology over time. 

In areas badly damaged by air pollution, we might again assign all undeveloped land 

in the polluted region jointly to the culprit enterprises. The firm would find the value of its 

newly acquired lands varying with its decisions regarding pollUtiOD levels. The 

entrepreneurial finn would find it possible now to make money by upgrading the quality 

of its holdings by reducing pollution. Note also that such incentives depend upon the 

enterprise being in private hands; again your first step is to privatize your economy. 

Contractual obligations enforceable in. court would be necessary to prevent firms from 

selling the land and then returning to their old habits. Moreover. the sales contract might 

require the firm to add a tracer to his outflow in order to ensure that he continues clean 

operations. 

Urban air pollution control poses some of the most difficult problems to free market 
r 

advocates. Conceptually. one can envision ownership of airsbeds; practically, we have little 

understanding of how such properties might be "fenced" or how "trespass" might be detected 

and prevented Such problems have led most environmentalists to accept political airshed 

managemenL Note. however. that these technical difficulties are not made easier by resort 

to political action. Nor has the performance of the U.S. environmental protection agency 

in this area been brilliailL Still, a property rights scheme suggests reform efforts. 

Consider the problem of urban air pollution and the particular problem caused by 

the automobile. Soviet problems are already serious and will become far more so, if your 

economic reforms succeed First, consider how the U.S. manages this problem. Our 

approach is to control pollution by mandating technological controls on the automobile
 

rather than by seeking to influence driving behavior. One result is that cars are never
 

. cleaner then when they are driven off the assembly line. That approach reduces the rate at
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which Dew cars are purchased and thus slows down the safety and environmental 

improvements which would otherwise occur. Moreover, it is inequitable. Rural drivers in 

areas where pollution is non-existent (and incomes are lenerally lower) are penalized to 

benefit urban residents where pollution is serious and incomes are normally much higher.1S 

As new car prices increase, people keep their older - and more polluting cars -longer and 

pollution reduction is delayed. In the United States the costs of these policies are paid by 

new car owners directly and then by everyone else as the costs of older cars ina-eases in 

tum. The fees paid to finance highways, largely gasoline taxes and registration fees, have 

no relation to the pollution produced by the automobile. Moreover much driving does not 

produce any pollution. Indeed, work by Professor Donald Stedman of the University of 

Denver finds that in the United States only 10 percent of the vehicles on the road are 

causing over 50 percent of the pollution. 

Can auto pollution be reduced more intelligently? Indeed, it can. The Soviet Union 

has an excellent opportunity to introduce now a scheme that will serve it well as its 

economy improves - and its population of automobiles increases. The municipalities in 

which pollution is a problem would, as they do now, test the car to determine its emission 

profile. Each car would be measured based on emissions per kilometer and given a 
r 

windshield sticker (a red. yellow or green circle, for example) iDdicating the emission class 

of that car. 
; 

The car's mileage will be recorded and the owner will pay an annual fee based 

on the miles driven in that pollution class. Since, however, the data suggests that much of 

the problem occurs because cars for various reasons fall out of tune, there should also be 

monitoring sites throughout the city (some mobile to catch evaders) to detect any car 

emitting outside its pollution classification. Violators would pay a fine and move to a higher 

annual fee category. 

This program would encourage owners to maintain their cars more carefully. 

Moreover, emission performance would become one of the features sought when one 

bought an auto. If one were driving outside the cities,- this feature would not be imponant; 

if one were driving solely in cities, one might purchase a tightly controlled vehicle. 
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The most difficult environmental issues are global, such as the alleged greenhouse 

warming and ozone depletion. Whether these problems are real or ephemeral is unclear. 

For many years into the future, the evidence will be ambiguous. Reality, however, is 

unlikely to make much difference to the policy debate. Despite the evidence to the contrary, 

many people are convinced that the Earth is warming. that anthropogenic activities have 

caused that warming, that such changes will have disastrous consequences, and that urgent 

global political action is needed to save Mother Earth. The major risk today is less global 

warming than the risks that politicians might adopt anti-growth, anti-energy policies. Suppon 

for such apocalyptic policies owes much to quasi-religious environmental groupS, 

government agencies seeking power through greater political control over the econo~ and 

scientists seeking funding. 

A new layer of global regulation would be foolish. There is no rationale in adopting 

solutions that won't work - and there is no prospect that intemational bureaucracies will 

prove even as reliable as their national counterparts. Current advocates are pushing for an 

international treaty to reduce greenhouse emissions enforced by a tax on all carbon use. 

However, treaties have rarely proved effective in achieving any complex economic goal. 

Consider, for example, the difficulty that the Organization of Petroleum &poning Countries 

(OPEC) haS encountered in controlling oil production. A problem much easier in principle 

and about 'which all the countries involved shared a common interest. A warming 

phenomena, in contrast, would benefit some nations, harm others. Why the Soviet Union 

or Canada would wish to prevent a trend that might make your weather better than ever 

before is baffling. Moreover, a tax designed to stop prudent energy use could do much to 

weaken the world economy. The data, moreover, suggests that while the putative dangers 

associated with the build up in carbon dioxide remain undemonstrated, the benefits on 

agricultural productivity of this carbon dioxide buildup are real and positive. Rather than 

a tax, the world might better consider a subsidy for carbon use. 

A market oriented approach would consider hQw property rights might be extended 

to the atmosphere and how the atmosphere might be protected under the relatively weak 

rules of international property and liability law. Intemational private law has gradually 
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evolved to allow damage claims against foreip tortfeasors. Case studies are needed of 

commercial liability treaties dealiDg with airline, oD spills, tanker and satellite disasters to 

determine the extent to which they might be applied to envir'omnental concems. 

Prevention, however, is not the only response to the Greenhouse Effect. Given the 

uncertainties inherent m this area, the possibility that this effect might even prove beneficial 

and the difficulty m preventing a warming (were it valid), we might adopt a policy of 

resilience rather than avoidance.- After an. the Earth has passed through many hotter 

periods and efforts are more likely to delay than block these changes at man's current 
•

level of knowledge and control. Rather than spend possibly trillions of dollars that might 

at best delay mevitable changes, a better move might be to deregulate and privatize the 

economies of the world, reduce the barriers to wealth creation, and make the world richer. 

Greater wealth would make possible many measures which would make climate change less 

onerous in any event. 

CONCLUSION 

Environmental values are important and should be taken seriously. The question 

is whether we will consider environmental amenities as important as food, clothing and 

housing - and thus integrate them mto the private economy - or whether they will be 

viewed as a special category to be produced politically. The Soviet Union can choose a 

different path than that chosen by the United States. 

During the last year, the world was shown dramatic schemes of enviromnental and 

economic disasters: .dead elephants m Africa. collapsing economies throughout the 

communist bloc. The causes of these disasters were similar: both the African ecology and 

the East Bloc economies had been excluded from the world economy. The failures of 

economic central planning have finally forced reform in the Eastern Bloc. Formerly 
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communist economies are rapidJy being integrated into the world economy. The failures of 

ecological central planning have not yet uiggered similar reforms in the environmental area 

but there is hope that the arguments favoring the integration of African wildlife into the 

world marketplace will eventually prevail. 

Both economic and environmental reform are essential. In both cases, our failure to 

allow the individual to play a positive role bas been the core problem. In both cases, no 

steps were taken to empower people to engage their full energies in the solution of societal 

problems. The Soviet Union seems poised to enlist those energies in the economic sphere, 

it should do SO also in the environmental field Free markets provide us the mCUlS to 

improve both economically and ecologically. Whether we use them or not is our choice. 
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12. In England, wildlife had been the property ot the crown. The 
commoner. were barred trom these lands and that resentment seemed 
to have led to a view that game would no longer be the exclusive 
preroqative of the wealthy. Instead, however, ot allowing the 
game to be owned by individuals, American law held that game was 
ownable only by capture, that is only when killed. The perverse 
effect of that law is that American game ranches find it more 
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cattle) than domestic species. All American wildlife are like the 
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Book. . 

•
14. eEl now has underway a project to review how private property 
management approaches might best address problems involving the 
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John Cordell, 1990. This book relates the way in which tribal 
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compared to the baseline costs of the most rigid command 
regulation. Even then these estimated qains are small. The major 
enthusiasm for this work comes from economists desperately eager 
to play a more significant role in environmental policy and 

44 



environmental groups seeking to gain support ~ro. conservatives. 
In addition to Project 88, see, ~or example, T.H. Tietenberg, 
Emissions Trading; An Exercise in Reforming Pollution Policy, 
1985, Resources for the Future, or a series o~ articles by Robert 
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33. Note that natural gas companies employed this tactic decades 
ago to reduce the potential harm caused by their product (natural 
gas is colorless, odorless and extremely dangerous). The 
addition of a small quantity of mercaptan, a substance readily 
detectable by human smell, announces the presence of leaked gas 
and thus allows remediable action prior to any disaster. Under 
an appropriate targeted liability system with all possibly 
damaged resources under private ownership, this system might well 
provide an important environmental protection strateqy. 

34.The technologies used to guard against shoplifting are 
suggestive of what is needed. Increasingly, stores have found it 
possible to tag products unobtrusively in way. that reduce the 
likelihood that such items will leave the store without their 
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35. More detail on this and other free market environmental plans 
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36. The Greenhouse debate has produced a considerable literature 
but little consensus to date. Some believe the effect real, 
others are dubious. Some believe the effects will be uniformly
disastrous, others suggest major benefits (improved agricultural 
productivity, increased rainfall in some arid regions, reduced 
energy requirements for the world). There is also some consensus 
that the trends involved dwarf man's ability to influence them in 
any event and that we can at best delay the onset of any 
temperature shift by a matter of years. All this suggests that 
an emphasis on improving our ability to adapt via freer 
economies and 
alternative. 

expanded technological change is a superior 

.
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