A T'REE-MARKET ENVIRONMENTAL PROGRAM
I'red L. Smith, Jr.

The Failure of Political Management

" The Soviet Union should notadopt the U.S. approach to protecting
the environmenl. The fact that the United States Las a superior
environment has far less to do with our Euvironmental Proteclion
Ageney than with our frec-market cconomy. Moreover, the “market
fuilure” thinking implicit in most EPA policics logically implics
aceeplance of an ceological variant of ceulral planning. As a nation
that is only now beginning to escape one long experiment of this
type, the Sovict peoples should be carelul before beginning anolher.
Not only are the specifics of the American model poorly suited to the
Sovict system, bul, additioually, the U.S. cuvironmental eflort is only
some 20 years old; only in the last few years has it received any
serious critical attention, That review clfort has alrcady suggested
major problems with current policy. The Soviel Union [acos many
ceonomic and environmental problems. A Soviet EPA similar to thal
in America and given similar powers might well eripple any cffort (o
gain cconomically. Morcover, there is no guarantee that it would
advance eavironmental values.

Capitalism, Not Political Regulation, Is the First Step

The Uniled States has a superior enviremnent in large part heeause
we have a superior ceonomy, Capitalism demands grealer ciliciency
in the use of cuergy and material and thus reduces the stress on Lhe
cuvironment. Undcer capitalism, property ownership is more wide-
spread and is more likely to be proteeled. Capitalism permits people
to ereale wealth and that wealth makes it possible to spend maore on
envirotunental issues.
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In the United Stades, those parts of the cconomy that are under
political contral—the highways and airways, many municipal scr-
vices, national forests—are managed incfliciently and iucur large
ceonomic and environmental Josscs. Soil erosion is a small problem
in the United States because crosion lowers fanming productivity
and thus reduces land vadues, However, crosion is increased by
programs that pay farmers to take land out of production Ewa cncaur-
age them to farm more intenscly that fraction of land rccw. in c._.g_:n-
tion. Marcover, U.S. farm subsidics {an obvious violation of
frec-market principles) have encouraged the draining of swamps
throughout America, destroying ceologically important wetlands.
The result is not dissimilar o the diversions of water [rom the Amu
Darya and Syr Darya, which thrcaten the survival of the Aral Sca.

The Risks of Ecological Central Planning

Consider again the logic of the “market failure” explanation .m:.
environmental problems. As gencrally told, the story goes something
like this: Markets are powerlul institutions and do many things well.
llawever, markets ignore critical factors such as cc:_m:o:. Markets
fail to produce adeguate quantitics of “public goads’ :::& they are
short-sighted, failing lo consider future mc:oE:c:m. v_.:cc markcts
{ail to addiess these conceras, political inlervention is necessary
to correct such “market [ailurcs.” Fortunately, such inlervention is
needed enly for these parts of the cconomy having environmental
impacts.

There are several problems with this logic. First, the fact :....,:
markets “[ail” does not, of course, mean that political action will
succced. One must compare the strengths and weaknesses ol market
versus political approaches belore selecting once u,:o_.o:cr over
another. Whercas markels are sometimes less than perlect, the politi-
cal process is typically a disaster. . |

Even more important, however, is the fact thal the “market m_.::__,o
model is opeu-ended. It ereates cxeessive demands on Lhe T:::&_
abilitics of the political process. It suggests that any cconomic deci-
sion having envirommental impacts be regulated. mm.w,gncv however,
cvery nnc:.c::c decision has seme environmental eflect, the result
is an elfort to regulate the whole world, aving rejected cential
planaing for the cconomy, the Uniled Slates is now _uc,?cn_ to aceept
central planaing lor the ccology, an infinitely more A_;:,;E_._: r,:wr..

Central planning does not work—a lesson thal people in the v,cﬁﬁ
Union perhaps understand betler than people in ﬁ.__.c United States.

* Argumends to that effecet go back to the 1930s. A political agency r.uorm
the detailed information necessary for proper management and finds
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itdifficult to maotivate any large fraction of the population to respond
to such information as it does possess. These problems of socialism
have been emipirically and tragically coufirmed in recent years.
Those concerned with environmental qualily should, therefore,
reconsider the wisdom of any paradigm thal requires such cumber-
some political controls,

To be successtul, a politicized environmental policy must find
some way of selting prioritics and of maintainiug consislent programs
over time. Just as the market centinuously decides whether society’s
interests are- best advanced by producing more bread or coal or
tation pictures, so also, environmental planners must somchow
decide whethior more resources should be devoted to reducing
nitrogen oxides or expanding clephant popualations or picking up
litter. But experience leaches us that agencies do not find it citsy to
set prioritics, maintain a progrivu over lime, or even allow
cexperimnentation.

The U.S. Model Does Not Travel Well

Another reason for rejecting the U.S. model s ils inapplicability
to the Soviet Union. The American program has involved the cxpen-
diturc o handreds of Billious of dollars, has relied on a lechnelogy-
lix approach employing anmies of highly trained technicians (both in
government and Lhe private scetor), has relied on a burcaucracy
fargely immune to bribery, and has been pushed by an aggressive
and independent eavironmental advocacy movement. While this
program has realized some gains, few would argue that the process
has been cost effective. The Seviet Union faces many cconomic
problems and cannot waste moucy in such a fashion. It ueeds to
employ skilled workers in rebuilding the ceonomy, not in designing
and maintaining amual improvements in coal-scrubbing technology.
Indeed, ceconomic growlh is a vital prevequisite to any enviromucatal
improvement and that goal musl be given priosity.

Await the Results of the Review Effort Now Under Way

Fiually, the US, Environmental Protection Agency is now receiv-
ing substantial criticism from both liberals and conservatives. The
[indings arc in general agreement: EPA has sought to do loo much
and, therefore, has done little well. EPA operates within a polilical
sphere and thus sets priositics to rellect perceplions rather than
realitics. The result is an emphasis on e sensational rather than on
the scrious environmental problems. The institutional framework
wilhin which EPA opcrates is nol receptive (o cither scientific or
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cconomic information, making it very dilficult for ralional policies to
be formulated and implemculed.

The EPA has grows into a large and very powerlul agency by
portraying itscli as a public health agency. In reality, the health
benefits conveyed by EPA are minimal. Indeed, by raising public
concerns over low-Ievel risks and by slowing down the rale ol tech-
aology change, EPA may well cndanger public health. m.cc::::n
growth and technological development in the Sovict C.:cs. have
been a political matler for many decades. Suspicion that the risks of
such technologics may have been understated scems widespread.
To move from a system where information has been suppressed lo
one that would cmphasize cvery risk associaled with ﬁccr_:n_._.._
change would further weaken the prospecls for cconomicand techni-
cal growth in the new Sovict Union.

In the Soviet Union, the cinphasis on political development has
made Sovicl cilizens suspicious of all change. But where such aen-
cies have been important in the Uniled States—the m.ua_.__ua of _w_.ﬁ_-
neers, the Atomic Encrgy Commission, the Burcau ol chr::.:—._c:.
the Federal Highway Administration—the same lype of suspicions
have resulted. Fortunately, mest cconomic and technical change w.:
the United States has remaincd in the private scetor where it is
betler managed. The need to cover costs ensures Lhal projects make
cconomic sensc and that liability laws limit eavironmental and other
risks.} .

Ilowever, in the United States such developmental agencics _5<.c
become less important in the last several decades. H:,ﬁcs&.. .:E:,
regulatory sister agencics {the EPA, the Food and Drug >m__:::m:.=-
tion, the Federal Trade Commission, the Occupational Salety and
Health Administration) that act as gatckeepers, deciding whether
a new technology or project goes [orward, have become far more
important. The bias of such agencics is to retard socially beneficial
change. This bias is duc to the diflcrent incenlives ol these two types
of agencies rather than to the individuals invelved. The hurcaucrat
who gladly assumes developmental risks in one agency can become
fanaticat about the smallest risks, il transferred to a safety agency.

In bricl, the Amcrican EPA is not a viable model for the Sovict
Union. Rather than adopting this [ailed strategy, the Sovict peoples

LAmcrican lialility laws are presently in tirmoil ad similacly provide se good model
for the Sovict Union. As later discussed, liability laws should act to clarily property
rights and restrict environmental and other lrespass. Yoluntary ?E:En:.w: arrange-
ments permilting the nse of une’s property would be invoked to tesolve “pollulion
probiems.
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can and should chart an independent course along the frec-market
cnvironmental lines developed in the next section.

The Case for IFree-Market Environmentalism

Rather than Markets Failing, Failing to Allow Markets

The case for market [ailure scems obvious o many: llow can
markets address such complex problems as water and air pollution?
However, U.S. history suggests an abilily o do exactly (hat. LEarly in
U.5. history, landowners sometimes built dams that looded upstream
users. That looding, an carly form of pollution, was (reated as a
trespass and e dam builder was [oreed to lower the dam.? Similarly,
carly steain locomotives spewed forth not only smoke but alse sparks.
Those sparks somctimes ignited grain ficlds vear the rail tacks.
Again, that action was treated as trespass and the ruilroad was held
responsible for dumages. Soen, however, Uhe courts shilted (sec Hor-
witz. 1977). If property were prolected in such ways, the theory
suggested, an insurmountable barrier would be ereated to ceonoimic
growth and technological change. The “common good” rested on
rapid development; thus, the “siall” harm o the private landholder
was outweighed by the greater overall good to society. This court-
driven, utilitariaun weakening of property law not only allowed devel-
opers Lo pollute wilh impunity; italso changed the rules of the game,
s0 Lhat certain purlicipants were allowed to damage the property of
others. In such circumstances, o blame the market system for anlj-
market court decisions is misicading,

The history of the Soviet Union also illustrates the strength of this
utilitarian lorce. In Scptember 1921, Lenin signed a deeree enlitled
“On the Protection of Monuments of Nature, Gardens, and Parks.”
That decree prohibiled any development of natural resources in
zapovedniki (national parks). The ceological view that environmen-
tal amenities should be valued in their own right was popular. In
principle, environmentalists would guide and restrain cconomic
growth, In practice, cuvironmental concerns were never well inle-
grated fulo the Soviel cconamy. As these guidelines began Lo coulfict
with the cconomie prioritics of the Five-Year Plans, the ulilitarian
view Lhat saw resources solely as raw malterial for cconomic growth
came to the fore. Only Lenin's personal interest prevented Lotal
coulrol by the developmenl-at-any-cosl [orees. Once the Stalinists
came into power in the late 1920s,.(he utililarian position hecame
daminant.

®This case is discussed iu Smith {19823 wnd Diliorenzo (14994G).
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Thus, as the Soviet Union reestablishes the concept ol privale
property, il should relum Lo its own carlier preutilitarian tradition.
Only il businesses bear the costs of pollntion directly are they likely
to respondd. In a world where property rights were honored, some
scctors might grow more slowly and decisions aboutlocation, produc-
tion, and distribulion would change. Most important, jncentives
would exist for innovations that would reduce pollution. The inclu-
sion ol environmental values in the private properly regime wonld
yield a diflerent path [or cconomic development, sne that would be
more sensitive 1o environmental values, The ingenaity olthe nascent
Sovict entreprencur would be harnessed to solve both cconomic and
environmental problems simultancously.

Although in the United States the lirst blow against the protection
af property rights from pollution was judicial, the legislature soon
joined the battle. During the late 19th cenlury, American intcllectu-
als became cnamored wilh the progressive statist policies ol Bis-
marck’s Cermany. The view thal resources were best prolected
through pelitical action became donminant. America departed from
its British antccedents and made all native wildlile the properdy of
the state. However, it was only loward the end of the 19th century
that this policy began to dominate the polilical agenda. The [first
results were the crcation of the national parks and national [orests
around the turn of the century. Private properly, the experts believed,
was 100 likely to be uscd lor narrow special interest purposcs; only
enlightencd management by well-lrained public “servants” could
ensure that the public interest would be advanced.?

In this century, the growing belief in the superiority ol political
control ol resources has led to increasing nalionalization throughout
the United States. Over one-third of our land is now politically con-
trolled. Only the Soviet Union, China, and a few ather nations have
a larger share of their land basce in the public domain. And only the
United States seems to be moving toward incrcased nationalizalion.
Not only land bul other valued resources suchas the clectromagneltic
spectrum became federal property under this colleclivist paradigm.
With so much of the nation governed in such a fashion, one should
not be surprised to find that environmicntal (and ceonomic) values
have done badly. Again, the mismanagement of the public domain
rellects more a failure Lo allow markets than any market [ailure.

Not only does the {ederal povernment own mairy ol Amecrica’s
environmental resources, it alse direetlly competes with—and thus

*The resulting political mismanagement of parks and lorests his received considesable
atlention in recent years. For example, sce Chase (1946} aad Q" Toule (1058).
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suppresses—private options. Water supplics, sewage Lreatment
plants, solid wasle management services, lunber ::::ﬁ.c_dc:_.. recie-
alion—all arc wreas where the federal government direetly competes
with private culerprise. Political suppliers of goods and services
cnjoy certain advantages over privale scctor alternatives, Political
cllorts aften oullaw or restrict competing private operations, Such
publie sector monopolies have reduced market experimentalion and
resulted in few creative solulions to our environmental problems.

Finally, the ability of US. markels o resolve envivonmental issucs

has been massively enrtailed in recent years by the srowth ol the
regulatory stute. Today, nuny of the crealive cooperative manage-
wenlarrangements might be ruled illegal under the antitrust regola-
tury laws. Alter all, conservation implics redacing oulput —onr.&. o
cnsure a more suslained supply over time. Supply management,
however, is suspect under Lhe antitrust laws, In fact, cfforts by Gulf
Coast shrimpers to moderate their cateli and thus conserve this valu-
able vesource were enjoined by the U.S. lederal antitrust authorities.?
Olher [ederal Taws such as Uic Endangered Species Act, for example,
make it very dilficull for envirawinental entreprencurs o expand the
supply of rare animals. On the basis of alogic akin to that bebiad the
antitrade policy altecting ciephants, U.S. environmentalists drove
out endungered species (Simmons 1989). Ideology proved more
important than survival.

In sunvnary, although the United States remains in many ways a
free-market cconomy, massive changes bave oceurred over the last
centary thal greally impede any privale sesponsces to environmenlal
problems. Trespass laws were weakened, making it harder {or privale
partics Lo protect propertics from pollution and reducing the incen-
tives to develup pollution-reducing technalogics. Politically con-
trolled property is a dominant feature of the Uniled Stales; povern-
mient lands are managed poorly from both an environmental and an
ceonomice perspeclive. State run {and tax-subsidized) waste manage-
menl enlerprises have limited the ability of privale fivms to address
cnvironmental issues, Regulations veslricting cooperalive arsimge-
ments and property use have aiso weakened the colustuess of the
markelplace in the cavironmental area. In the face of these autinar-
ket policies, we must reconsider the market lailure thesis, Morcover,
markets and other volunlary arrangements already play an impotant
environmentul prolection role—a role that has reccived insullficicul
alienlion.

IFor a complete discassion ol privale allernadives 1o political management of the ocean,

see Jeffreys (1991).
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Murkels Atready Protect Environmental Values

Some within the environmental community would agrec that the
political system does not work well. But they doubt whether privale
properly approaches work better. Before considering frec-market
environmentalism, they demand evidence that a property rights
approach can, in fact, advance the lull slate of environmental goals.
Provide evidence that markets might better protect the clephant, for
cxample, and the discussion switches to the problem of groundwater

contamination. Demonstrate thal groundwater might betler be pro- -

EE13

lected by “unitization,”™ and environmentalists raise guestions about
hazardous wastes. Discuss the possibility that hazardous wasles
might belier be addressed by “private adoption,” and one is tossed
the uitimate problem, the dreaded greenhouse catastrophe.” Por such
reasons, it is nrecessary lo diseuss in at least some detail the total
complex of environmental issues.

That work, unfortunately, has only just begun. Since the dawn of
the modern environmental cra, there bas been no serious atlempt to
apply the properly rights approach in the United States. Most other
malions have [ollowed this lead, While thousands ol analysts Libor Lo
advance political solutions lo envirommental problems, only a hand-
{ul of lree-market environmentalists yet exist. There is a rich lilera-
ture on the ways in which various socictics have addressed environ-
mental issues,” but that research has not yet been applied to modern
cnvironmenlal problems. Most of the rescarch thut has been denc in
this arca reviews the record of goverumenl agencies acting as
resouree nmanagers (studies ol the ULS. Forest Service, the Burcau of
Land Management, the Corps of Engincers, and the World Bank).
That work demonstrales that political agencies have a weak environ-
mental record but does nothing to demonstrale that privale manage-
ment would yicld a superior oulcome.”

*This common methad is atilized for management of oil deposits (discussed faler in
lhe paper).

*The idea of adopting a hazardous waste site in return for redueed pollation (ees. This
idea is currently being explored by Richard Stroup of the Political Leaneimy Rescarch
Cenler.

Global issues are anwny the most dilficul? of all possible concerns lor [ree-market
gromps. However, this diflicully does not suggest that socialist solulions wonld prove
superion. A ini suggestion ol liow (o address this issuc is discussed laler in the
papes.

e cultural anthropological literature on this peint is quile illuminating. Sece, lor
cxample, McGay amd Acheson (J987) anad Cordeil (1990).

*The creativily of privale pardies in advancing environmental goals has heen deseribed
in a valuable report conlained in Environmental Quality (1984), chap. Y.
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An excellent example of how private propeity beller reconciles
environniental and economic values is the Rainey Wildlife Reluge.
This vefuge, owned by a major environmenlal group, is located in
the midst of vast natural gas and oil ficlds. Since the refuge was
privately owned, development was at the discretion of the environ-
mental group, the National Audubon Sociely. That “purist’” altitude,
however, would have lost the royally paymeuls of a producing well,
‘The Sacicly clected to permit drilling under carclul guidclines to
reduee environmental damage. Economic and cavironmenltal gaing
to all resulted. Tu contrast, the Audubon Society, alovg with most
olher U.S. cavironmental organizations, vigorously opposes any
cnergy development in the politically contrelicd Arctic Natjonal
Wildlifc Reluge. Absent a property stuke in ralional develepineunl,
lhere is little reason Lo be rational.

In a world ol private propesty, unpopular values can be protected.

[ the political world, a resource can be protected only il it garneys
sullicient suppart, generally a majority of the population. The extent
ol environmental values at risk in the modern world is vast, There
are only some 150 governments, many of which now lind it hard to
prolect their cilizenry, There are, however, over 5 billion people on
this glabe. Oaly if the collective iuslinels of Lhese peoples—their
inlerests, skills, and wealth—are enlisted in the envirowmental cause
Is any appreciable fraction of the biosphere likely to reccive adequate
prolection.
. ‘The challenge then is not to restrictmarkets, Lo segregate the world
ceonomy, but rather to integrate the ecology and the cconomy. Ounly
il murket forces and private property are extended throughout the
world will socicly gain the ability o save nature. Ocean reefs in
the Soulh Pacific, Andean mountain tops, cleplhants in Alrica, the
shoreline of Lake Baikal—all deserve protection as the private prop-
erty of some group or individual.

A fishing club, the Pride of Derby, demaonstrates how prapoerty
righls can prevent stream pollution. In England, clubs own the right
to lish along sowme rivers and thus are quick to respond to pollution
threats. Au upstrcam municipal polluter argucd that ils interests
oulweighed those of the club. Since the fishery was threateued, the
cluly went Lo court and prevailed. This ability of private purlies to
vestrain municipal polluters in the United Stales is limited. Under
the Clean Wader Act, political polluters are treaded preferentially.
Fust, their clean-up goals are less stringent; second, they face far
more lenicat clean-up schedules. To politicians, the source of the
pollution is as signilicant as the poltution itsell. Politically preferred
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pollulers are treated more leunicnlly than are parialy polluters. Yel, to
the river and the fish, pollution is pollution.

Free-markel environmentalists see the ability o belter enforce
the polluler-pays principle as « key element in the environmental
movement. Qwnership of a pollution-sensilive species can ensure
prolection of the larger environmental valiice. By protecting privately
owned fishing spots [rom pollulion, the owuers protet not only their
porlion of the river but also downstream arcas. Similar ownership
rights in oyster or shellfish beds might proteet larger Jakes and bays.
Morcaver, these examples sugggest that even when one cannat readily
cuvision any way ol prolecting the total bay or river, partial owner-
ship rights smight sullice. Even il only upstream or shoreline arcas
are privatized, the whole region may be protected.

Groundwater has become one of the more important environmen-
tal resources. Over hallofall drinking water is now derived [rom such
sources, and there is growing concern that improper management of
this resowrce may lead to excessive depletion and containation.
IFrec marketeers note that similar problems are solved routinely in
the oil industry. Like an aquifer, an oil puol is an underground liguid
resource subject to depletion and qualily deterioration. To address
this problem, the oil industry has developed a property rights restruc-
turing program callcd “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 lor the
duration of production. Each owner receives ashare of the income of
the pool. Unitization illustrates the restructuring ol already cxisting
property rights to allow more elficicnt management. Such reassipn-
wents of rights can be an important privatizalion strategy. With the
Soviet Union struggling to modernize its oil industry, private prop-
crty rights and unitization eller new opportunilics for improvement.*®

Unitization is not always casy. Still, it hus been used successfully
by the oil industry for many years. As groundwater becomes more
vatuable, the unitizalion approach might well be extended to penmit
privale management of groundwater supplics. This example illus-
trates again the principle that privately owned resources are more
likely to be used wiscly (Fractor 1982).

Politics or Properly Rights: There Is No Third Way
Many would agree that command-and-control repulatory

approaches are oo costly, but would still reject a property rights

MNote thal s oil fickds are so large thal it he denstly, to reach
. agreement on a single vnil. Nevertheless, this obstacle bas been overcome through the
development ol water-wall “fences” it subdivide the pool iule separate uaits,
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approach. For example, Robert Stavins (1989, p. 96), director lor the
receut Praject 88 reports, slades:

Does anyoue really believe that actd rain can be elliciently cou-
rolled by assigning privale propedy rights lor ULS. airshed and
then cllecling negolialions amony afl aflected parties? Leonomice-
incenlive mechunisms, on the gther hand, avoid the impraclicalilies
of the pure, privale property approach, while retaining the merits
ol decenlralized, markel-driven policies.

Lhis stalement lollows a long tradition of well-respected ceonomists

who argue that when markets “[ail,” political intervention is indeed
necessary, bul that one need not rely on command-and-control regu-
lalion. Rather, one can emulale the role that markets would perfonn
were ey aviilable aud set the quantity or price of the targeled factor
al the appropriate level.

In the environmmental avea, this “thinl way” would rely an polili-
cally determined pollulion tuxes and emission rights. Politics will
continue 1o sct the oulpul largets, but “markel-oriented” policics
will get us there. Such approachies have long been championed by
cconomists, but have now received some suppoit fram mainstream
cavironmental groups.! Unlortunately, such measures arc not more
likely to prove elfective than the more diveet political methods they
replace. Norarve such approaches really new, o the cconomice sphere,
they were widely championed under the “market socialism” label in
the 1930s. Socialist ceconomists had begun o recognize the praclical
problems of managing a modern cconomy and advanced this
approach as & way ol approximaling lthe cfliciency advantages of
capitalism, while still retaining political contiol. In the Soviet Union,
onc advocale of this approach was Bvesi Libennan although Lis
cllorts are now largely lorgotien.'”

The reasons why market socialism did not work are much the same
as those explaining the Luilure of command socialism and were well
explored ia the socialist caleulalion debate ol the 1930s belween
Oskar Lange, the brilliant socialist cconomist, and Ludwig von Mises
and I, A, Haycek, cqually brilliant [ree-markel ceconomists. Both sides
agrecd that a commund ceonomy would Lail. Lange, however, argucd
that clficiency could still be attained via a compuled system ol incen-
tive prices andfor tradeable produclion quotas. Hayek argued that

"For example, the “market-oriented”™ policies outlined in Project 88 (1988, 1990}
reccived the eandorsement of e Bovicoumental Delense Fund,

um, who worked at the Kharkoy Enginenring and Leonomics Tostitnte, ont-
wrket-socindist” relonus o the Seplember 9, W62, issuc of Pravda, ThHs program
valled for the evalualion of ceonomic perfonuance on the basis of prafitubility of the
particular enterprise.

AGT
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this was impossible, that absent the voluntary exchanges deflining
the markel, the information needed to caleulate price and guantity
would not exist, In effeet, the absence of a market also means that
one cannol replicate a market.™ Tatellectually, most agree Urat the
Anstrizns won the debale. Even Paul Samuclson acknowledyed as
mnich: "It was Hayek, wilh his point about how the market system
brings information to bear upon the outcome, who really won the
debale.” " Polilically, however, Lange won and e world was orced
to endure another hall century of socialist miscalculation.

Some advocating this “third way” (Stavins lalls into this camp)
agree thal Lhe more important question for sociely is not how to do
somcthing but rather what is to be done. Since there is no immediale
prospect {in the United Stales, at least) for eliminating political con-
trol over environmental questions, we should at least seek to moder-
ate the costs of such interventions. However, such arguments ignore
the fact that adopling mere clfcetive means of atlaining inclficient

goals docs not make lor efficiency. Indeed, such schemes may delay

the date when serious relorms will be paossible.

Morcover, cven on its own terms, the U.S, experience with “market-
oriented” environmental tools—bubbles, netting, olf-scls—has been
of very limited valuce.”® Markets in emission vights have long exisled
but have never flonrished. The political realitics that make it hard to
set standards also make it hard te regulate via market mechanisms.
The regulators have defined such markels extremely narrowly and
have moved to further restrict them whenever it appeared that they
might become popular.'® Morcover, regulalors have ignored the mar-
ket’s need for clarity and stability. Even worse, envirommental offi-
cials have scen ne problem in simply expropriating such emission
trading rights, thereby destroying the inceatives Lo lower emissions
in the first place. Private partics are unlikely to take scriously prop-
erty rights that depend on the vagaries ol politics.

IFree-Market Environmental Policy
for the Soviet Union

This last scction of the paper outlines a Soviet free-market environ-
mental program. Since the Sovict Union's most importanl environ-

PThis debate is discussed in Lavoic {L985).

"Cited in Hanke (1085, p, 222}

15The literalure on tis subject often acknuwledpes tat such policies rarely work as
inlended. The major cuthusiasm for Lhis work comes from economisls desperately
eager to play a mere significant role in envirenmeatal policy aud environmental groups
secking to gain e supporl ol conservatives. In addition to Project 45 (1988, 1HU0), sco
Tictenberg (L985) [or a good example,

"There has of yet been no detailed review of governmental ereated markels, but there

FREE-MARKET NNVIRONMENTALLSM

meutal goal should be to improve the elficiency of material and
energy use, and since such clficiency is possible only within a {ree-
markel ceonomy, e list objective must be o privalize the Soviet
ceonomy as rapidly as possible. Marcover, only such a first step will
make possible the wealth required to elean up the cuvironment. The
sceond step should be o extend properly rights Lo those cuvivonmen-
tal resources now al risk, to privatize the ceology. Indeed, these steps
should be taken simultancously to ensure that ceonomic develop-
aweut proceeds along paths more compalible with ccological
protection.

Both of these steps are difficult. 1n cach case, knowledge is lacking
on exaclly whal actions are most appropriate, Lhere is serious opposi-
tion from vested interesls, and socictal jnertin must be overcome.
There is one major advantage in the Soviet economic privalization
program: The program can be guided by observing the cconemics of
the Uniled States and the other relatively capilalist countrics.

Llowcver, the Sovict Uaion faces inuch grealer dillicullics in seck-
ing lo privatize the ceolagy, While, as noted earlier, there are nuiner-
ous cxamples of how properly rights already play an important sole
in Western environmental pralection, theie is no obvious role maodel
for this novel approach. No nation has yet soughl lo integrate its
ceology and its cconomy along free-market lines. This section dis-
cusses how this process might begin with wildlile, streams and lakes,
and airsheds. The Sovicet Union does enjoy oue major advantage in
this relorm eflfort. Its history ensures that the Sovict peoples be slow
to accepl Lhe central plinning approach inherent in the “market
failure” paradigm. Moreover, Sovict socicty has not yet been cap-
tured by a Green Nomenklalura cager Lo save Nature from Man—at
any cosl

Privatizing the Economy

Privatization refers to the trausfer ofan coterprisce or resource [rom
the state to a privale party. There now exists a substlautial literature
an this topic.” Others have discussed this traditional privatizalion
process. Their advice is mine—the Soviet Union should privatize its
cconomy as guickly as possible. Specd is far more important than
cusuring that the resource goes o the “right” group or is sold at the
“corrcel” price.

The Soviet Union should reinforce this privatization clfort by
relorming its legal system to reduce its existing ulilitarian bias.
are: obwvious examples that illnstrate the prablem: taxieal medallivas in New York Gity
and airline slots at congested airports.

TTwao good examples e Butler (1883) and Fitzpgerald (1958},
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Privale praperty means liltle if it can be seized or exproprialed when-
everaplausible claim can be made What such actions witl advanec the
“public good.” This utilitarian bias in the Taw has greally weakened
private properly delenses in the Uniled Stales, the conscquences of
which are anly now heing scen. The Soviel Union has the opportu-
nily o udopt a rule of Taw that makes cach individual parly responsi-
ble for the full costs of any danmuges his or her action imposes on
alhers—that is, to enshrine the polluler-pays principle inlo law.

Privatizing the Ecology

As noled, Lhere is litde precedent for privatizing the vast array ol
cnvironmental resources that humans have come to value, Noucthe-
less, there are a few important initial principles. The first concerns
the value of an “adoplion” statute that would encourage the transler
of environmental resourees to private hauds. The Zimbabwean law
that made it possible for tribal and olher groups to petition the stale
[or contral over the local wildlife provides one model. The logic ol an
adoplion approach is olwvious: Why should the government expend
scarce reseurces to protectaresource that has defenders in the private
seclor? Hunting elubs, for example, might he granted property rights
lo a specilic Torest; a fishing club might recieve rights Lo the fishing
along a specific streteh of the river. Such “parent” organizations
would have cvery incentive to protect these resources and o develop
innovalive ways of niaking them more valuable.

The second principle is that environmental issues should be
resolved locally whenever possible. Uniform national rules devole
lao nusch elfort to conlrolling cmissions, resulting in little pollution
and too lew resources on those rarer, but more serious, problems.
Local groups should be cmpowered to resolve local environmental
disputes. Lach region should be [ree to make its own decisions
on the appropriate tradeoll between environmental and economic
nuilters.

The third principle eiphasizes cllorts 1o simplify the task of deter-
mining which polluters are damaging which vegions of the country.
A property rights—oricnted approach would emphasize the need to
unravel the complex sequence of events Lhat relate ceonomic activi-
tics in one place to environmental damage in anothcer,

The fourth feature of a program to privalize environmenlal
resources concerus the need ta improve fencing and trespass eanforce-
ment lechnology. One example—bached wire fences separating cal-
. tle—is indicative ol the innovadions needed. “Beepers”™ or implants
that would signal the location of Larger wildlife (manatees, whales,
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Silrerian tigers) might well have value.™ Teehnelogies also exist
making it possible to deteruine the quantity and types ol air pollulion
culering a region. Lasimetries, for example, is a techunology thal can
map atmospherie chemical concentralions from orbil. In titne, Usal
seience mighl provide a sophisticaled mcans of tracking transnalional
pollution Dows, Note that most nations do participale in “labeling”
high explosives manufuctured in their counlrics as part of a world-
wide anli-terrorist program.

A primary objective should be Lo keep things [rom gelling worse,
Lo sinlain environmaental quality in those areas now in pood shape.
An approach to that goal would be to encourage hunling and fishing
clubs or shelllish or comumercial (ishing cooperalives Lo scek title
over stretches of forests, rivers, and bays. These groups, like the
lishing club discussed carlier in the Pride of Derby example, should
e granted Tull property rights for these purposes and the right to
protect their property in the courts. The objective is to place “lrip-
wires” around the boundarics of arcas now pristine o betler ensure
that they remain so over time.

Much of the Soviet Union is Leavily polluled; untreated wastes
from many [actories and municipalitics have already rendered Tonyg
stretehes of rivers and many industrial vegions temporarily valucless.
In arcas badly damaged by air poliution, we might again assign
all undeveloped land in the polluted region joinlly to the culpril
cuterprises. The lirm would find the value of its newly acquired land
varying with its decisions regarding pollulion Ievels. The calrepre-
neurial inn would lind it possible now Lo make moncy by upgrading
the quality of its holding by reducing pollution. Note also that such
inceatives depend on the enterprise being in privale hands; again
the firsl step is o privatize the cconomy. Contractual obligations
enlorccable in court would be necessary Lo preveud fivms [rom selling,
the Land and then retuming to their old habits, Morcover, (he sales
contract might requice the firm w add a tracer to ils vutflow in order
Lo ensure Lhat il continues clean operations.

Usban air pollulion cantrol poses one ol the most diflicult probleins
to [ree-markel advocales. Soncepluadly, one can cuvision ownership
of airsheds; practlicaily, there is litde understanding of how such
propertics might be "lenced” or how “trespass”™ might be detected
and prevenled. Such problems have led most environmentalists to
accept political airshed management. Note, however, Lhal Wiese

e teehinalogies used To protect aga
it is, the ability to unobirusively g propertly {in this case, plants or wildlile
Ui reduce e likelihood of tat properly being stolen {poached).

noeded,
11 WIYSs
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technical difficullics are not made casicr by resort to political action,
Nor has the perlormance of the U.S. Environmenlal Protection
Ageney in this area been brilliant. Still, a praperty rights scheme
supgests reform eflorts, _

Oune such approach would involve the use ol automaobile cmissions
charges. The municipalities in which pollution is a problem could
lest the car to determine ils emission profile, This profile could be
bascd on cmissions per kilomeler, and a windshicld or bumper
sticker (a red, yellow, or green cirele, for example) indicating the
emission cluss ol thal car could be required. The car’s mileage will
be recorded and the owner will pay an anaual fee based on the miles
driven in that pollution class. Since, however, the data suggest that
much of the problem oceurs becausc cars for various reasons full out
ol tune, there should also be monitoring sites throughout the city
(some mobile to cateh evaders) to detect any car emitling oulside ils
pollution classification. Violators would pay a Lne and move to a
higher annual fee calegory.

This program would encourage owners to maintain their cars iore
carclully. Morcover, cmission performance would become one ol the
fealures sought when one boughlan auto. Hone were driving outside
the cities, this feature would not be impoctant; il one were driving
solely in cities, one might purchase a lightly controlied vehicle. '

~ The most diflicult cavironmenlal issucs are global, such as the
alleged greenhouse warming and ozone depletion. Whether thesc
problems are real or eplicmeral is unclear. For many yecars into the
future, the evidence will be ambignous. Realily, however, is unlikely
to nuke much diflerence o the policy debate. Despile the evidence
to the conlrary, many people are convinced that the Larlh is warnmiug,
that anthropoygenic activitics have causcd thal warming, that such
changes will have disaslrous conscquences, and that urgent global
political action is-nceded to save Mother Earth. The major risk today
is loss global wanming than the risks that politicians might adopt anti-
growih, anti-encrgy policies. Support for such apocalyptic policies
owes much to quasi-religious environmental groups, government
agencics sceking power through grealer political coutrol over lhe
cconomy, and scicnlists sccking [unding,

A new layer of global regulation would be foolish. There is no
reason Lo adopt solutions that will not work—and thiere is no prospect
that international burcaucracies will prove cven as reliable as their

"This approach is discussed as an allerative to government subsidization of various
gasoline-allemative vehicles in Woodlicl (1999}, and there is a general discussion of
this approach in Swith (19849).
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national counterpuits. Currcul advocates are pushing lor an interua-
tioual treaty to reduce greenhouse emissions enforced by a tax on all
carbou use. A warming phenomenon, in contrast, would benefit some
uations, possibly hann others. Why the Soviet Union or Canada
would wish to prevent a trend Uil might Iessen the severity of the
infamous Russian winter is baflling. Morcover, a tax designed to
reduce encrgy use could do nnich to weaken the world ceanomy.
The data suggest hat, while the putative dangers associated with the
buildup in carbon dioxide remain undemonstrated, the benelits on
agricallural productivily ol this carbon dioxide buildup are real and
pusilive. .

A lree-market approach would consider how property rights might
be extended 1o the atmospherc and how the atmosphere might be
protecled under the relalively weak vules of intervalional property

“and Liability Jaw, Interuational private Jaw has gradually evolved o

allow damage claims against loreign lort-leasors. Case studies arc
needed of commercial labilily treatics dealing with airlines, oil
sprills, and sutellite disasters 1o delermine the extent o which such
trealies might be applied to cavironmental concerns,

Prevention, however, is not the only respouse o the greenhouse
clicel. Given the uncerlainlics inherent in this arca, the possibility
that this clfect might even prove beuelicial, and the diflically in
preventing a warming {were it valid), it would be wise to adopt a
policy of resilicnce rather than avoidance. Alter all, the Barth has
survived much warmer periods, and cven substantial eflorts are only
likely to delay rather than prevent these changes, Rather than spend
ritlions of dollars that mightat hest delay inevitable changes, a better
move would be to deregulate and privatize the cconomics of the
world, reduce the barriers to wealth ercation, and thereby make the
world more prosperous. Grealer weallh would make possible many
micasures that would make climale change less onerous inany event.

Conclusion

Luvironmental values are importantand should he taken seriously.
The question is whelher cavironmental mncuities will be cousidered
to be as important as food, clothing, and Lhousing—and thus become
integrated into the privale cconomy—or whether they will be viewed
as a special category to be produced politically. The Sovict Union
can choose a path dillerent from that chosen by the Uniled States.

During the last year, the world was shown dramalic scenes of
enviromwental and ceonomic disasters: dying elephants in Alrica,
and dying ceonomics throughout the Communist bloc, The causes
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of thesc disasters were similar; Both the Alrican ecology and the Last
Bloc ceonomies had been excluded from the world cconomy. The
failures of cconomic ceatral planning have finally forced reform in
the Eastern Bloc. Formerly Communist economies are rapidly being
integraled into the world ceouomy. The Lailures of ccological central
planning have not yet triggrered similar relorms in the environmenlal
arca, but there is hope that the arguments [avoring the integration of
African wildlife into the world marketplace will eventually prevail.

Both cconomic and cavironmental reform arc cssential. in both
cases, the failure to allow the individual to play a pusitive role has
been the core problem. In both cases, no steps were taken to
cmpower people to engage their full energies in the solution of
socictal problems. The Soviet Union scems poised to ealist those
energries in the cconomic sphere; italso should do so in the environ-
mental ficld. Free markets provide the means to improve bolh eco-
nomically and ccologically. Whether to utilize them or not is the next
critical choice for the peoples ol the Soviet Unien.
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