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Though explicit in only two of the four papers, the theme of property rights is

central to each of the four papers in this session.  The paper by Hamilton is concerned

with a classic externality, analyzing policy alternatives to achieve an efficient solution to

that externality.  The paper by Truesdell and Bergstrom presents an empirical framework

to evaluate the costs of a change in property rights due to section 404 of the Clean Water

Act.  Wu and Babcock compare incentive-based and command-and-control policies to

implement government regulations under the FAIR Act.  Finally, the paper by Hsu and

Weinberg attempts to develop a general framework of property rights that finds that

because of transaction costs, sometimes even the most seemingly inefficient regimes can

actually be more efficient than moving toward an alternative institutional structure.  In

these comments I will highlight some of the strengths and weaknesses of each of the four

papers and then attempt to see if the framework of Hsu and Weinberg can shed any light

on the problems considered by the other three papers.

Hamilton's model is paper is most useful in highlighting how policies in the long

run are likely to differ in significant ways from those in the short-run.  His finding that

policy tools that work in the short-run are not successful in achieving long-run optimality

are significant.  Further, the potential affect that producer liability can have on the

equilibrium number of firms is significant.  Clearly, the model demonstrates that

understanding the partial equilibrium optimal policy will not necessarily lead to the
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optimal policies in the long run.  There were a number of points that left me puzzled and

might require more elaboration or some further work.  First, the first-order conditions for

an interior solution of the long-run optimum require that average and marginal costs are

equal.  Is there any reason to believe that the technology that predominates in such

industries would meet such conditions before n→∞ and per firm output, y→0?  Secondly,

because the model is set entirely in a perfectly competitive structure, many interesting

questions regarding how regulations might alter market power relationships cannot be

answered.  Finally, some of the model’s specification seemed puzzling.  In particular, I

wonder about the specification of damages as a potentially nonlinear function of per-firm

output but linear in the number of firms.  Is this driving some of the results?  Still, I like

the paper's attention to the long-run vs. the short-run and I encourage further exploration

of these issues.

Truesdell and Bergstrom's study will yield some interesting results about the

potential cost of environmental regulations of section 404.  The discussion of the case

from Maine highlights, however, that environmental regulations can be, in the words of

Ford Runge, both "takings and givings".  That is, just as section 404 will lead to a decline

in the value of some landowners’ property, they will also find likely find that some

landowners have profited from the policy change.  I still wonder about the justification

for compensation when some folks are lucky and others are unlucky.  Relating directly to

their problem, it seems to me that there are really three different groups that are

important.  The first group is made up of that property that has a permit.  The second

group is made up of property that has been denied a permit to develop.  And the third

group is that property that has not applied.  Perhaps this third group is small, but in any
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event a piece of land without a permit is a risky investment in that it might actually be

granted a permit at some future date.  The probability distribution would be updated

continuously as a function of both the physical characteristics of the land and the policy

environment.  The value of undeveloped land would, it seem, be a function of the

percentages in each of the three categories indicated above and will evolve in a dynamic

fashion.  Given the fact that the percentage of land actually granted a permit will be

changing stochastically over time implies that the rational expectations price path will be

quite complicated.  The appropriate measurement of the price effect therefore, would be

quite difficult but could yield very interesting results.  The underlying idea that I have in

mind is that applied by John Rust (1989) and has been used by numerous agricultural and

resource economists including Miranda and Schnitkey (1995) and Provencher (1995).

Wu and Babcock paper on voluntary vs. mandatory policies for the achievement

of environmental regulations.  I think this paper is particularly useful in its analysis of the

two possible means of accomplishing an environmental goal.  As the authors emphasize,

voluntary approaches are not without costs.  Taxes leading to dead-weight losses and real

costs in implementing voluntary approaches should be weighed in analyzing whether a

mandatory approach might be superior.  Clearly the question for policy makers is which

of the approaches (or as the authors note at the end, mix of policies) is more efficient.

The fact that voluntary approach comes up as the apparent winner for large programs

should be a relief for economists schooled in the superiority of private market

mechanisms as well as advocates of democratic economy.  I would like to see a little

more discussion of the extent to which the results are sensitive to functional relationships

assumed.  In particular, I found the specification of government assistance as a one-to-
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one substitute for private effort a bit difficult to swallow.  Does this matter?  Finally,

some of the dead-weight analysis assumes that policies are financed by new taxes.

Would it make any difference if the programs were funded in a balanced-budget

environment at the expense of other programs?

Now, let me attempt to consider the other three papers through the lens of the Hsu

and Weinberg's (HW) model.  In the attached figure I graphically present their four-

quadrant analysis of property rights.  I represent individuals in the economy by small

boxes and resources by collections of small circles that represent rights.  The private

property box is the most straightforward.  Here one individual holds all the rights

associated with the resource and those rights are well grouped.  The anticommons is an

interesting regime that this framework is particularly useful in highlighting.  In the

anticommons the rights to use, transfer and exclude others from the resource are

distributed to different individuals.  This leads to the interesting example of market

failure in the Moscow shopping district.  The other two cells, however, I have a bit more

difficulty understanding.  The Totalitarian regime, bottom right, is where all rights to a

resource are held by a common authority (e.g., the government).  However, what move

away from totalitarianism to a highly regulatory regime?  As this takes place it must be

that individuals begin to receive parts of the bundle of rights, i.e., it moves in the

direction of private property.  How would movement toward the open access regime take

place?  Well, clearly the change from a totalitarian regime to one of open access would

follow from if the aggregation of people began to break apart -- if the group that

collectively controlled the resource became fragmented and individuals began to try to

use it separately.  But, as Hsu and Weinberg have presented it, open access is defined by
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highly unbundled goods and aggregated ownership.  This is presented in the figure where

a single right, the right to use, is held by the group and all other rights are not held by

anyone.

So does the HW framework help in the analysis of the other three papers.  Hamilton is

looking at a problem in which one of the outputs of a production process is not typically

internalized, i.e., the risks introduced through production.  Where would this fall in the

HW grid?  Well, traditional theory would suggest that it must fall in the open access cell -

- the externality falls on everyone.  But this doesn't seem to fit very well.  I'm confused.

Can typical externalities be fit into the boxes?  Regarding the policy responses that

Hamilton looks at, I'm not sure that there's much hope here either.  He considers taxes on

output, subsidies on abatement expenditures, fines on damages and tort liability.  Clearly

liability means that there is an internalization of damages, moving somehow in the

direction of private property.  I'm not sure how we should characterize the other three

policies.  Would these move us in the direction of private property or regulation?

The Truesdell and Bergstrom paper should be a pretty close fit as that paper too is

explicitly concerned with the issue of property rights.  Section 404 was an intervention

that removed from the private landholder certain rights, so the movement is clearly from

the private property toward the totalitarian regime.  Furthermore, their valuation efforts

seem appropriately suited to the evaluation of the cost to landholders of this change.

However, the simple HW framework doesn’t address the more interesting issues related

to the regulations including the fact that the regulation might actually lead to an increase

in property values.  Clearly, we cannot try to use a simple structure to provide meaning to

every economic problem, but we see in this case that the limits are substantial.
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Finally, consider the Wu and Babcock model through the lens of the HW framework.

How should voluntary vs. mandatory restrictions be portrayed?  The mandatory policies

are fairly straightforward, moving the market toward the totalitarian regime.  But how

should voluntary approaches be considered?  Do these fit entirely within the private

property cell?  Indeed, how should price policies be considered at all?

In general, the HW framework didn't help me very much in understanding the three other

papers; maybe they were not very good fits.  Still, I find that the attention to which the

rights associated with a resource are bundled is relevant and helps me understand the

meaning of regulatory policy and the idea of the anticommons is fascinating.  But

dynamic and general equilibrium concerns probably cannot be addressed through their

framework and, as seen in the other papers, such issues are central.  Their framework,

therefore, provides some insights into how property rights function in practice, but they

seem unlikely to provide the kind of universal structure for analysis that I thought that I

might have found.
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Figure 1.  A reinterpretation of Hsu and Weinberg's four-quadrant framework.

Notation: On the right is a resource (good) composed of many attributes or rights (small

circles).  Lines indicate ownership and circles indicate legally defined agglomerations of

individuals or rights.
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