Proftecting the
Environment:
A Free
Market
Strategy

edited by
Doug Bandow




e\
C .
“Heritage “Foundation,

The Heritage Foundation is one of the country’s leading public policy
research institutes. With offices just two blocks from the United States Capitol,
The Heritage Foundation’s research and studies programs are designed to
make the voices of responsible conservatism heard in Washington, D.C.,
throughout the United States, and in the capitals of the world.

The key to Heritage's research effort is timeliness—providing the policy-
making community with up-to-date research on the important issues of the
day. Heritage publishes its findings in a variety of formats for the benefit of
decision makers, the media, the academic community, businessmen, and the
public at large. Over the past five years The Heritage Foundation has pub-
lished more than 900 books, monographs, and studies, ranging in size from
the 1,093-page government blueprint, Mandate for Leadership: Policy Manage-
ment in a Conservative Administration, to more frequent “Critical Issues”
monographs and the topical “Backgrounders” and “Issue Bulletins” of a.
dozen pages. Heritage's other regular publications include National Security
Record, Education Update, and Policy Review, a quarterly journal of analysis
and opinion.

The Heritage Foundation’s 100-member staff—which includes several in-
ternationally recognized scholars and former government officials—concen-
trates on four areas of general study: domestic and economic policy; foreign
policy and defense; the United Nations; and Asian studies. With some 1,600
individual scholars and research organizations working with its Resource
Bank, The Heritage Foundation provides U.S. policy makers with the intellec-
tual resources needed to guide America into the 21st century.

In addition to the printed word, Heritage regularly brings together national
and international opinion leaders and policy makers to discuss issues and
ideas in a variety of formal and informal settings. Through a continuing seties
of seminars, lectures, debates, and brieﬁngs, The Heritage Foundation pro-
vides a forum for the exchange of ideas and a laboratory for developing these
ideas into practical public policy proposals.

The Heritage Foundation was established in 1973 as a nonpartisan, tax-
exempt policy research institute dedicated to the principles of free competitive
enterprise, limited government, individual liberty, and a strong national de-
fense. Heritage is classified as a Section 501(c)(3) organization under the
Internal Revenue Code of 1954, and is recognized as a publicly supported
organization described in Sections 509(a)(1) and 170(b)(A)(vi) of the Code.
Individuals, corporations, companies, associations, and foundations are eligi-

ble to support the work of The Heritage Foundation through tax-deductible
gifts.

The Heritage Foundation
214 Massachusetts Avenue, N.E.
Washington, D.C. 20002
(202) 546-4400




Protecting the
Environment:
A Free

Market
Strategy

edited by
Doug Bandow



Contributors

Terry L. Anderson is Professor of Economics, Montana State University,
and Senior Fellow at the Political Economy Research Center, Bozeman,
Montana.

John Baden is President and Co-Director of the Political Economy Re-
search Center in Bozeman, Montana. He was assisted in preparing his
chapter by his colleague Andrew Dana.

Doug Bandow is a Senior Fellow at the Cato Institute and a columnist
with the Copley News Service. He formerly served as a Special Assistant
to President Ronald Reagan, at which time he worked with the Cabinet
Council on Natural Resources and the Environment.

Nolan E. Clark is Deputy Assistant Director for Planning, Bureau of
Competition, Federal Trade Commission. He earlier served the Reagan
Administration as an Associate Administrator at the Environmental Pro-
tection Agency.

Milton R. Copulos is a Senior Policy Analyst at The Heritage Foundation.

Benjamin Zycher is an economist at the Rand Corporation in Santa
Monica, California. In 1981-1983, he was a senior staff economist for the
Council of Economic Advisers.

Library of Congress Catalog Card No. 86-82962
ISBN: 0-89195-040-0
Copyright ©1986 by The Heritage Foundation



Table of Contents

Foreword
Burton Yale Pines

Introduction
A New Approach for Protecting the Environment
Doug Bandow

Chapter 1
Environmental Protection under Reagan: What Went Wrong
Nolan E. Clark

Chapter 2
The Environment and Economic Progress
John Baden

Chapter 3
The Market Alternative for Land and Wildlife
Terry L. Anderson

Chapter 4
Creating a Market to Control Pollution
Benjamin Zycher

Chapter 5
Disposing of Hazardous Wastes:
How to Deal with “Toxic Terror”
Milton R. Copulos

Conclusion
Getting from Here to There
Doug Bandow

iii

29

41

57

69

83






Foreword

The Conservative Agenda

To state that the United States is becoming increasingly conservative
and is re-embracing traditional values today barely elicits a protest, even
from the most dedicated leftist. Public opinion polls, election results, and
volumes of anecdotal evidence demonstrate that Americans have turned
to conservatives for answers to the most important problems facing the
U.s.

In a number of areas, conservative answers are well known and well
formulated. This surely is the case regarding government regulation of
the economy, the disincentives created by high taxes, and the need for a
strong national defense. In other areas of pressing national concern, the
conservative approach is not so well developed. Very often to be sure,
conservative analysts have mounted a powerful critique of the liberal
approach to a problem. There are, for instance, persuasive conservative
cases made against liberal programs for the poor or civil rights or educa-
tion. Less often, however, have conservatives described how they would
replace discredited liberal concepts and programs with specific measures
that would help build an opportunity society. While the conservative
critique, therefore, is well known, the conservative agenda is not.

It is to encourage evolution of such agendas that The Heritage Founda-
tion inaugurated a new series of Critical Issues publications. Inviting the
participation of some of the conservative community’s most creative and
innovative thinkers, each Critical Issue examines a particular problem
and attempts to go beyond critique to suggesting an agenda for action.
The first of the series was 4 New Agenda for Education early in 1985,
followed later that year by Confronting Moscow: An Agenda for the Post-
Detente Era, Banking and Monetary Reform: A Conservative Agenda,
and U.S. Aid to the Developing World: A Free Market Agenda. Upcom-
ing Critical Issues will propose a conservative agenda for welfare and civil
rights. With this volume, Protecting the Environment: A Free Market
Strategy, The Heritage Foundation is pleased to address one of the most
important matters facing the United States.

Burton Yale Pines
Senior Vice President
Director of Research






Introduction

A New Approach for Protecting the Environment
Doug Bandow

A conservative revolution overtook the U.S. in 1980: Ronald Reagan
was elected President, Republicans took control of the Senate for the first
time in three decades, and free market ideas stormed the nation’s capital.
Government spending would be slashed, regulations rolled back, and the
federal behemoth tamed.

The change was expected to be particularly profound in the area of the
environment. Developmentalist James Watt succeeded conservationist
Cecil Andrus at the Interior Department; at the Environmental Protec-
tion Agency (EPA) the centrist managerialism of Douglas Costle gave
way to the conservative activism of Anne Gorsuch Burford. Most impor-
tant, a President had been elected who believed that “the federal govern-
ment had lost ‘its sense of balance’ in environmental policy.”

One of Washington’s nastiest political battles soon developed. Indeed,
Ronald Reagan’s policies reinvigorated an environmental movement that
had grown complacent. Money and members flowed into conservation
organizations as they sounded the call to arms. “Right now, in Washing-
ton,” warned the National Wildlife Federation, the “laws and regulations
which guard our country’s natural beauty and health are being seriously
weakened, or eliminated entirely.”"

This declaration of war between preservationists and developers oc-
curred even though the basic philosophies of the main combatants were
practically the same. Of course, the Sierra Club and the Reagan Interior
Department would disagree about how much land should be owned by the
federal government. And the stringency of regulations governing air and
water pollution might be a matter of fierce debate between EPA and the
Natural Resources Defense Council. But both sides basically believed
that federal land ownership and technology-specific controls were neces-

'Direct mail fundraising letter, undated (circa December 1983).



sary. Indeed, James Watt’s chief complaint about his critics seems to be
that they did not appreciate how much he did to extend the federal role.
After leaving office he wrote:

While the liberal leaders of the environmental groups never criticized the
cut in funding for parks during the Carter Administration, they never
complimented the Reagan Administration for doubling, tripling and qua-
drupling those funds. ... Nor did the environmental lobbies applaud the
fact that more land was added to the federal estate for park and wildlife
purposes in 1983 than in any single year since 1867, when Alaska was
purchased from the Russians.’

Whether the federal government should be expanding its holdings thus
has not even been an issue for the “conservative activists” in power—the
question seems to be only how fast the public sector should grow.

Yet the real environmental debate should be over the appropriateness
of government intervention per se. In a free society, how should natural
resources be preserved? The approach in this century—growing out of the
Progressive and liberal traditions—has been to look to public ownership
and state action as the answer; the resulting command and control policies
have made the government, and particularly the federal government, the
key protector of the environment. An alternative conservative approach
that has been gaining support, however, would be to rely on market forces
and private property rights to safeguard environmental values. Such a
system built on free exchange among individuals would be more consis-
tent with the ideals of liberty upon which this nation was founded. Mar-
ket-oriented policies also would be more cost-effective, providing greater
protection at lower expense.

How Attitudes Have Changed

When the first European settlement was established on American soil
in 1607, environmental preservation was hardly a major concern. The
supply of natural resources seemed limitless. As such, the immigrants
treated the environment as a free good while hewing out a nation. By the
end of the 19th century, writes John Whitaker, former Under Secretary of
the Department of the Interior: *. . . the damage to the land was begin-
ning to show. Vast areas of timber had fallen victim to settlement, lumber-
ing, and forest fires, which in turn led to soil erosion and loss of wildlife.

2James Watt with Doug Wead, The Courage of a Conservative (New York:
Simon and Schuster, 1985), pp. 197, 41.



Market hunters had killed off most buffalo, wild turkey, and all passenger
pigeons. The 1890 census announced the closing of the frontier, a symbol
of American opportunity and abundance for 300 years.”® The nation’s
environmental cornucopia no longer seemed limitless.

The heavy consumption of resources made sense when they were abun-
dant, but as they became increasingly scarce—and, hence, more vahu-
able—a new approach to the environment became necessary. Had the
resources been in private hands and had the legal system been capable of
vesting property rights in clean air, for example, the change from carefree
consumption to careful conservation might have occurred without govern-
ment intervention. However, with the advent of the Progressives, federal
policy shifted radically from encouraging private ownership to extending
public control.

Yellowstone was established as the first national park in 1871. Twenty
years later Congress passed the Forest Reserve Act authorizing the presi-
dent to establish national forest reserves. The Reclamation Acts were
passed in 1902, and President Theodore Roosevelt made the environment
a federal priority. In succeeding decades the federal government gradu-
ally expanded its environmental role. Forest management, water resource,
and soil conservation programs were established; the Army Corps of
Engineers undertook water projects, such as Hoover Dam. After World
War II environmental concerns turned to air and water pollution.

Yet the environmental problem only seemed to worsen. Writes
Whitaker:

By 1968, the United States was choking from air pollution. Over 200
million tons of the five main classes of pollutants . . . were being pumped
into the nation’s air each year. Episodes of heavy air pollution in New York,
in Los Angeles, and in the supposedly pristine mountain air of Denver and
Salt Lake City caused genuine concern, discomfort, increases in illness and
even deaths, especially among older people.*

Gradually a consensus developed on the need for strong, new measures
to protect the environment. Symbolic of the breadth of this widespread
concern was Earth Day, April 22, 1970. On January 1 of that year,
President Richard Nixon signed the National Environmental Policy Act
into law, establishing the Council on Environmental Quality (CEQ).
Later in 1970, Nixon created the Environmental Protection Agency
(EPA) and Congress passed the Clean Air Act, followed by nearly two

3John Whitaker, Striking a Balance (Washington, D.C.: American Enterprise
Institute, 1976), p. 17.
Ibid., p. 23.



dozen other environmental laws in succeeding years. By the end of the
decade, notes the CEQ: “. .. the federal government was writing and
enforcing regulations affecting occupational safety and health, resource
recovery, noise, water quality, air quality, pesticides, endangered species,
drinking water, toxic substances, hazardous wastes, mine safety, coastal
zones, ocean pollution, the outer continental shelf, and the upper atmo-
sphere.”

Partly in reaction to the regulatory excesses of several administrations,
the American people elected in 1980 a President who expressed a pro-
foundly different philosophy. Ronald Reagan soon began to lighten the
burden of environmental regulations, but he has not fundamentally trans-
formed them.

The Rise of the Market Alternative

The federal command-and-control model, which steadily gained
strength this century, was built on a resource economics philosophy dat-
ing from the late 1800s. The “use of natural and environmental resources
is dominated by market failures,” its theorists argued; the only answer
was public control and professional managers.® Cracks eventually began
appearing in the establishment paradigm. In 1968 ecologist Garrett Har-
din published “The Tragedy of the Commons.” This now famous essay
explained that property held in common by the public “may work reason-
ably satisfactorily for centuries because [use is] well below the carrying
capacity of the land. Finally, however, comes the day of reckoning. . . . At
this point, the inherent logic of the commons remorselessly generates
tragedy.”” What he meant by this is that something owned by everyone is,
in effect, owned by no one. The result: waste is inevitable, unless someone
controls the use of the resource. This tragedy to which Hardin refers
precisely fits the overuse of resources observed in America near the end of
the 19th century.

Of course, someone does manage the public lands—the federal govern-
ment. But Uncle Sam’s record, in contrast to his rhetoric, gave conserva-
tionists, let alone preservationists, little reason to cheer. Federal dams

S“Environmental Quality 1981,” 12th Annual Report of the Council on Envi-
ronmental Quality, p. 9.

#Terry Anderson, “The New Resource Economics: Old Ideas and New Applica-
tions,” American Journal of Agricultural Economics, December 1982, p. 921.
Cited in Robert J. Smith, “Getting the Government Out of the Environment,”
Inquiry, September 1982, pp. 20-21.



destroy wetlands; federal roads promote logging in potential wilderness
arcas. While environmentalists had won the battle to establish public
ownership of much of America’s natural endowment, business had won
the war by controlling access to those resources.

Over time, an alternative theory of environmental protection has
emerged. Generally known as the New Resource Economics, it recognizes
the efficiency of the market process. Incentives matter, goes the argu-
ment, and giving business an economic reason to reduce air emissions, for
example, would help protect the environment,

Seen as particularly important in the New Resource Economics is the
role of private property in internalizing costs. A timber company will
clear-cut federal forest land and allow erosion because it does not have to
bear the costs of the resulting damage to the property. The government,
too, has little incentive to safeguard its holdings because economic value
is fundamentally irrelevant to the political and bureaucratic process. In
contrast, a private landowner who ignores the environmental impact of his
activities will destroy a key asset and ultimately lose money. Write envi-
ronmental analysts Fred Smith and Robert J. Smith: “No one acts as
irresponsibly with their own resources as almost everyone does with the
commons.”?

Future costs also are internalized. As long as the right to property is
secure over time, its value will include an estimate of the resources’ future
worth. A private owner of coal-rich land thus will leave the coal in the
ground if he believes that prices will rise in the future. In this way,
speculators, who buy up resources and hold them in the hopes that prices
will rise, represent the interests of later generations by paying current
owners and deferring consumption. There is no political equivalent of the
speculator: tomorrow’s generations do not vote today.

The New Resource Economics also draws on the findings of the Public
Choice economists, who have analyzed the incentives of government
officials and institutions and their role in making public policy. Markets
may fail, say Public Choice theorists, but government is even more likely
to blunder; thus, state intervention is justified only if the nonmarket
response is likely to lead to a better outcome. Examples of government-
promoted progress are rare, since, in practice, an iron triangle of elected
politicians, career burcaucrats, and self-seeking interest groups makes
government intervention inefficient and destructive.

The political process is unpredictable—electoral majorities are often
ephemeral and public concern over an issue can be even more transi-

8Fred Smith and Robert J. Smith, “Watt vs. Peterson,” The New York Times,
September 14, 1983.



tory—making for poor conservation practices and development planning.
Since the government can assert control over private as well as public
resources, “the ‘worst case’ potential for destruction under the present
system is virtually limitless.”® In contrast, to the extent that environmen-
tal decisions are moved into private hands, the shortcomings of the politi-
cal process become essentially irrelevant. Then, “even in a ‘worst case’
scenario, with a developer who, through ignorance or malice, actually
does irreparable damage to his land, environmental losses would be held
to a minimum—that is, to the extent of the developer’s own holdings. He
would not be free to claim and destroy additional land or resources under
some notion of ‘common’ ownership, or by grabbing control of the politi-
cal process.”!°

The free market environmental paradigm has important implications
for all environmental policy.

America’s Common Pool Resources

The Problem

The quality of air and water in the U.S. has suffered greatly because
these resources are the great common pools, in which it is naturally
difficult for individuals to establish property rights. In 1970, as the envi-
ronmental movement swept America, Congress passed the Clean Air Act.
The EPA was directed to set national ambient air quality standards
(NAAQS) and pollution control specifications for new polluting facilities.
States were required to develop enforcement procedures—state imple-
mentation plans, or SIPs—to bring their air quality up to the national
standards. And the Act set rigorous guidelines for auto emissions. These
provisions were supplemented by the Clean Air Act amendments of 1977,
which established new requirements for the “prevention of significant
deterioration” of air quality in regions meeting the NAAQS, and set
guidelines for allowing new development in so-called nonattainment ar-
eas, where the NAAQS had not been achieved.

The Reagan Administration was expected to propose major changes in
the Clean Air Act when it came up for reauthorization in 1981. But
because of internal disagreements, all the Administration did was release
a list of eleven general legislative principles. The Act thus was extended
with little change.

How well has the Clean Air Act cleaned up the nation’s air? The

°Smith, Inquiry, p. 24.
O1pid.



Council on Environmental Quality (CEQ) argues that the law has “con-
tributed to perceptible improvements in most areas of the country.”!!
And since 1970, most forms of air emissions have been reduced. But
economic sluggishness during the 1970s and the reduction in auto travel
because of the energy crisis, of course, played a major role in cutting
emissions. Moreover, Robert Crandall, an economist at the Brookings
Institution, has concluded that there is no clear proof that air quality
improved more quickly during the 1970s than in the 1960s, before mas-
sive federal intervention, or that the Clean Air Act has reduced the
absolute level of emissions.

More important, even if the Clean Air Act has reduced air pollution,
emissions could have been cut more, at a lower cost, by any of several
alternative approaches. The Clean Air Act’s flaws start with the
NAAQS, the very underpinning of the legislation. The so-called primary
and secondary standards are set to protect those persons most sensitive to
air pollution, such as those with respiratory ailments, make no distinction
between major and minor health effects, and allow no trade-off between
marginal health improvements and economic cost. Moreover, the re-
search underlying the standards is flawed; in almost half the cases “the
wrong pollutant is being regulated.”!2

The emissions monitoring system is a disaster. Procedures are unreli-
able and subject to manipulation. Application procedures for changing
the legal status—and thus the relevant federal standards—of states are
unnecessarily complicated and statutory timetables are unrealistic. In
addition, the rigid pollution control mechanisms required by the Clean
Air Act are always costly and occasionally unnecessary for meeting the
NAAQS. The EPA attempts to prescribe specific abatement technol-
ogies for some 200,000 polluting facilities, yet studies consistently find
that emissions could be controlled for less cost were the regulations more
flexible.

In reviewing the steel industry, for example, the research firm
MathTech concluded that pollution technology requirements cost Chi-
cago area firms about $44 million annually, more than twice what a more
efficient set of controls would cost. Use of a “proportional rollback,” often
used by states in nonattainment areas, would cost business twelve times as
much as would a more efficient emission reduction program. This as-
tounding cost disparity is supported by other studies as well.
"“Environmental Quality 1983, 14th Annual Report of the Council on Envi-
ronmental Quality, p. 3.

"2Charles Lave and Gilbert Omenn, “The Clean-Air Law Doesn’t Work,” The
Washington Post, November 29, 1981, p. C-7.




MathTech calculated that a marketable pollution rights system, where
discharge permits could be traded among polluters, would reduce current
regulatory costs by up to 90 percent and still achieve the air quality goal.
Economists Bruce Yandle and M. T. Maloney, meanwhile, figured that
the petrochemical industry could save 86 percent of current costs if firms
could buy and sell emissions rights. And other surveys, including one by
the General Accounting Office, identify a comparable savings from mar-
ket-oriented approaches.!®

Perhaps the worst of the regulatory requirements is the 1977 congres-
sional mandate that emission reductions for “fossil-fired stationary
sources” (power plants) must be achieved through “technological”
means. This means that flue-gas coal scrubbers must be installed, even
where fuel substitutions or other measures, such as paying other polluters
to reduce their sulfur emissions, would achieve the same air quality. The
Congressional Budget Office estimates the annual cost of just this re-
quirement to be $3.4 billion.

In setting stricter technological requirements on new sources, the law
perversely discourages new plant construction and creates an incentive for
firms to maintain dirtier existing factories. The result, of course, is in-
creased overall emissions. Regulations on auto emissions encourage simi-
lar inefficiencies—the law effectively requires all carmakers to meet the
very stringent standards applicable to high altitude areas, even though
only 3 percent of all autos are used in those areas.

Annual expenditures for air pollution controls have grown 350 percent
between 1973 and 1982; the CEQ estimates the total cost of compliance
for so-called stationary sources, such as factories, to be $74.3 billion
between 1975 and 1984. This does not include spending for auto emissions
control systems. The Department of Commerce estimated that total out-
lays for pollution abatement by industry and government were $25.4
billion in 1984 alone.

Federal water pollution regulation generally parallels regulation of air
emissions. The waterways were traditionally considered an appropriate
dumping ground for wastes of all kinds. The basis for current water policy
is the 1972 Clean Water Act. Its long-range goal was “to restore and
maintain the chemical, physical and biological integrity of the nation’s
waters” by eliminating all discharges by 1985; the more immediate objec-
tive was to make waterways suitable for swimming and fishing.'* The Act

BRobert Crandall, Controlling Industrial Pollution (Washington, D.C.: The
Brookings Institution, 1983), pp. 44-51, 57.

Y« Environmental Quality 1982, 13th Annual Report of the Council on Envi-
ronmental Quality, pp. 78-79.



subsidized local treatment plants and imposed technology-specific stan-
dards for industry; firms had to install Best Practicable Technology by
1977 and Best Available Technology (BAT) by 1983. In 1977 the law was
amended to extend deadlines and loosen the technology requirements for
industry.

Federal regulation of water pollution has succeeded in the sense that
“over the past decade the nation also made substantial progress in improv-
ing water quality by controlling large individual pollution sources.” '* But
costs of compliance with the Clean Water Act have been even more than
those for the Clean Air Act; the Commerce Department calculates that in
1980 government and industry together spent $20.3 billion on water
treatment. Between 1972 and 1984, estimates Paul Tramontozzi of the
Center for the Study of American Business, water pollution abatement
activities, including operating and maintenance expenses, cost $205.3
billion; other estimates run even higher.'¢

Like the NAAQS, the national goal of “zero discharges” in waterways
permits no trade-off between health risk and cost, even though the mar-
ginal expense of removing smaller and smaller amounts of pollutants from
water rises exponentially. A federal sewage treatment subsidy program,
moreover, induces localities to build needlessly expensive plants that
often are difficult to maintain; and it discourages private polluters from
adopting less expensive process changes that would reduce total emissions
and reclaim higher quality wastes.

As for the mandatory plant technology controls, writes Indiana Univer-
sity economics professor Lloyd Orr, ... the very concept of issuing
permits to over 60,000 point sources of water pollution with targets for
future years based on best practicable and best available technology stirs
notions of administrative nightmares.”!” And requiring firms to use cer-
tain equipment, instead of encouraging them to cut discharges, creates
the same type of inefficiencies as in the field of air pollution.

Time for Market Approaches to Common Pools

The gross inefficiencies of the Clean Air and Clean Water Acts can be
remedied only if the federal government changes its focus from input-
oriented and technology-specific controls to output-oriented and general

13 Environmental Quality 1983, op. cit., p. 4.

1Paul Tramontozzi, Reforming Water Pollution Regulation (St. Louis, Mis-
souri: Center for the Study of American Business, 1985), p. 11.

"Lloyd Orr, “Social Costs, Incentive Structures, and Environmental Policies,”
in John Baden and Richard Stroup, eds., Bureaucracy vs. Environment (Ann
Arbor, Michigan: University of Michigan Press, 1981), p. 55.



emissions regulations. That is, Washington should decide what levels of
air and water cleanliness it wants to achieve (something that deserves
serious review) and allow firms to meet those standards by whatever
means are most efficient.

One way to make the policies more market sensitive would be to impose
an effluent fee, essentially a tax on pollution equal to the marginal social
cost of each additional unit of emissions. Such a value would be hard to
determine, of course, but the government could experiment with different
rates. For example, firms could be charged a specific fee per pound of
pollutant, with more dangerous emissions taxed at higher rates; if the
level of a particular effluent remained unacceptable, the relevant fee
could be increased over time. The virtue of an emissions tax is that it
forces firms to internalize all the costs of production, giving “firms a
strong and continuing incentive to discover inexpensive ways to abate
pollution.” '8

A second free market device to reduce pollution of the common pools
would be to establish a market in transferable pollution rights. In fact, a
form of pollution rights market already has evolved. The so-called bubble
concept allows a firm to add facilities and expand operations, increasing
effluent levels, so long as adjustments are made elsewhere in the plant to
keep total factory emissions within federal standards. Moreover, in
nonattainment areas new firms can “offset” their expected levels of pollu-
tion by inducing other polluters to reduce emissions elsewhere in the
region. In attainment areas, a similar procedure is known as “netting.”
Some 2,500 such emission offsets have been made around the nation.
Despite limitations caused by the inflexibility of the Clean Air Act, writes
Neil Orloff, director of the Center for Environmental Research at Cornell
University, the practice “has created markets for the discharge of pollut-
ants, and in the process has generated incentives for companies to reduce
their emissions beyond what they are otherwise required to achieve.”!®

The political prospects for moving pollution control in a more market-
oriented direction are problematic: environmentalists appear to support
current policies, in part because they are anti-growth, while many firms
seem relatively satisfied with a system that, though expensive, burdens
potential new competitors the most. The social benefits of fundamental
reform, however, would be enormous, given the massive inefficiencies of
the current system.

18“Environmental Quality—1979,” 10th Annual Report of the Council on Envi-
ronmental Quality, December 1979, p. 672.

1*Neil Orloff, “Climbing the Pollution Learning Curve,” The Wall Street Jour-
nal, November 5, 1985, p. 30.
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Land, Wildlife, and Water Management

The federal government is the nation’s largest landholder, controlling
720 million acres, or 31.7 percent of the total. Uncle Sam’s percentage of
ownership ranges from 0.3 percent of Connecticut to 86.5 percent of
Nevada. Most of the federal acres are managed for multiple-use purposes,
including timbering, grazing, energy production, and recreation. Activi-
ties in Wilderness and National Park lands are much more restricted:
recreation is the prime use, with leasing mostly forbidden.

Federal control has thrust the most sensitive environmental questions
into the political arena. When everyone “owns” a property, everyone has a
different opinion on how it ought to be used. In Congress, votes matter
more than logic in determining where oil companies may drill and off-
road vehicles run. The bureaucratic system, moreover, has its own pecu-
liar set of rewards and punishments. Policies that embody sound manage-
ment practices usually are not those that expand the agency’s budget and
satisfy interest groups and members of Congress. As a result, sensitive
ecosystems often become merely one more bargaining chip in a govern-
ment-wide game of pork barrel politics.

Examples of federal ecological mismanagement are legion—and inev-
itable as long as the land is held in common, so that benefits are collected
by a few but the costs are shared by all. America’s national park system,
for example, is overcrowded and deteriorating. A step toward upgrading
the system would be to raise entry fees for visitors to prices closer to
market levels.

More fundamentally, the federal government should privatize the park
system. Washington could start with an experimental program by auc-
tioning off a few small refuges to profit-making firms or giving them to
environmental groups. In either case, park operations would improve:
private managers would have an economic incentive to protect their assets
and could make decisions free of political interference.

Wetlands are among the most sensitive of ecosystems; they essentially
are arcas covered by a shallow layer of standing water. About 458,000
acres of wetlands are destroyed every year—thanks in part to the favor-
able tax treatment of water diversion projects and to agriculture subsidies
that encourage farmers to drain and plant otherwise uneconomic land.
Federal water projects also contribute to the problem. North Dakota’s
Garrison Diversion Project, for instance, is a $1.2 billion boondoggle
designed to reroute water from the Rockies in Montana to North Dakota,
eliminating in excess of 70,000 acres of wetlands in the process. The
cheap irrigation water would benefit just a handful of North Dakota
farmers who own less than 1 percent of the state’s agricultural land.

11



Imposing a market test on such government operations would eliminate
federal subsidies for wetlands despoliation; no private firm would under-
write a project as wasteful as the Garrison Diversion. And more flexible
pollution regulations would encourage private firms to maintain wetlands
habitat under their control. Tenneco, for instance, has reached an agree-
ment with federal and state agencies that allows it to “bank” credits for
environmental improvements on its Louisiana wetlands holdings that may
be used to meet regulatory requirements on other projects. At the same
time, private interests—currently some 500 different land trusts maintain
more than three million acres of mostly wetlands—would continue to
protect sensitive ecosystems.

The National Forest System is made up of some 190 million acres; the
Bureau of Land Management manages a much smaller forest holding.
Throughout this vast expanse, the federal government subsidizes what
turns out to be the uneconomic harvest of trees across America by build-
ing roads into forest areas, conducting surveys, and otherwise maintaining
the land, even where it makes no sense to harvest trees. In 1983 the
taxpayers got back a mere two cents for every dollar they invested in
lumber leasing in Alaska. Overall, the Congressional Research Service
estimates that the nation’s public forests ran a net deficit of $2.1 billion
between 1975 and 1984.

Not only does Washington waste money leasing timber land, the gov-
ernment also harms the environment. Complains Wilderness Society vice
president Paul Emerson, “Wildlife, habitat, clean watersheds, opportuni-
ties for discoveries in genetics and other sciences, solitude—all are fore-
gone” as a result of subsidized lumbering.?® Here, again, the most effec-
tive way to prevent subsidized environmental degradation is to privatize
the land; no lumber company would intentionally lose money timbering
and simultaneously reduce the environmental amenity value of its land.
Instead, the companies would leave such land undisturbed or conduct
lumber operations in a way to preserve its other values—for hunting, for
example. Not surprisingly, the companies helped block a Reagan Admin-
istration proposal to sell off even a small portion of Forest Service hold-
ings. So long as the forests are in federal hands, the companies benefit
from the road building and research paid for by the public.

The Bureau of Land Management (BLM) also administers 170 million
acres of rangeland and issues leases to some 21,000 different livestock
owners who graze roughly 4.5 million cattle and sheep on public lands.

2Speech by Paul Emerson at Political Economy Research Center conference,
September 19, 1985.
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{The Forest Service leases millions of acres for grasslands to an additional
16,000 operators under similar terms.) Yet the BLM estimates that 83
percent of the federal range is in “less than satisfactory” condition and
figures that its property will continue to deteriorate, losing as much as a
quarter of its productive capacity in the years ahead.

This should come as no surprise. The government runs its rangeland as
it does its parks—charging extremely low fees. Much of the federal land
is leased at $1.35 per month per animal, even though a recent government
study estimates the average market rate to be between $6.53 and $6.87;
leases on better quality private lands run as high as $12.50.

As with the Forest Service, the BLM loses money. Grazing fees yielded
only $23 million in 1984, while administration of the rangeland, according
to Department of Interior economist Robert Nelson, costs the government
between $100 million and $200 million annually.

Here, again, the problem is the alliance between public land managers
and interest groups. The best way to reverse grassland deterioration is to
sell the property. Private rangeland is in better condition than public
holdings for the same reason that private housing is in better shape than
public housing. If private owners do not maintain their property, they
have to bear the cost of its deterioration. At the very least, grazing fees
should be raised to market levels.

Some 82 million acres of land are part of the Wilderness Preservation
System, and Congress is considering expanding these holdings. The bulk
of the wilderness is most valuable as it is—undeveloped. The U.S. Geolog-
ical Survey, for instance, estimates that only 2.7 million acres of wilder-
ness land have a high probability of being good oil drilling sites. Neverthe-
less, political pressure remains great to open these areas for development,
since private firms do not bear the cost of degrading the land. In at least
one case, the government has “undesignated” wilderness land, and the
Forest Service is using its road-building program to remove property from
being considered wilderness. The land would be better protected in the
hands of environmental organizations.

Private ownership also would be more productive for society in the case
of acres with good energy and mineral deposits potential: only a private
owner, who receives the benefits of minerals production and pays the
price for environmental degradation, has the incentive to make the best
decision on whether or not to lease. In fact, some environmental groups,
such as the National Audubon Society, allow oil and gas production, with
stringent environmental controls, on their own wildlife preserves.

Wilderness land coul