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Market Versus Political
Allocations of Natural
Resources in the 1980s

B. Delworth Gardner

The extinction of any desire on the
part of mankind, however vicious and
destructive, the abolition of any estab-
lished practice, however vile, will throw
a certain number of men 'out of work'
.... If all the world turned sober, it
would indefinitely increase its well-
being, but countless publicans, brewers,
distillers, and hop and vine growers
would be thrown out of employment. If
universal peace were secured, and ar-
maments were reduced to the vanishing
point, there would be many an Othello
to mourn that his occupation was gone.
If a really successful unpuncturable tyre
were put on the market, there would be
a great increase in collective happiness,
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clerical and other appointments would
be kept with notably increased regular-
ity, profanity at least in cultivated so-
ciety, would tend to be more clearly re-
stricted to its natural preserves on the
golf links, but there would be a proces-
sion of unemployed assistants of bicycle
repairers .... If the sanitary habits of
the public suddenly improved, there
would be a slump in the business of the
undertaker, and if no one committed
murder, the hangman would be out of
a job. (Philip L. Wicksteed)

From its early moorings in Adam Smith
and his successors, modern economics has
been enmeshed in a deep morass of con-
flicting ends, values, and mores. Its most
prominent imperatives, economic effi-
ciency and distributional equity, have
been discussed, compared, and related ad
nauseam. The simple fact is, however, that
we have a paradigm that is analytically
powerful in prompting welfare improve-
ments in the case of efficiency whereas in
the case of equity we only salute its rele-
vance in principle (Varian; Baumol). For
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lack of a comparable paradigm we rele-
gate equity to the domain of sociologists,
psychologists, and theologians, who rarely
do more than pontificate about its impor-
tance.

I raise this thorny subject here only to
remind us that applied economics is a pol-
icy science. As such, we must deal with
"should it be" and "can it be" as well as
with "is it" and "why is it?" The norma-
tive questions appear to be even more ur-
gent when the economy is mired in reces-
sion, operating far below capacity, and
unemployment forces some to curtail their
standard of living more than others. Near-
ly all, however, become aware that im-
proved economic efficiency that raises av-
erage productivity and net output is
desirable and that, in general, improved
efficiency will also lead to greater equality
in the distribution of income and wealth
as the unemployed regain their jobs.

The economy of the Western United
States has many features that distinguish
it from the rest of the country. Some of
the more important are (1) land and labor
intensive crops are grown tha't require ir-
rigation, with some of the water supplied
from federal projects at highly subsidized
prices; (2) much of the land mass has been
reserved by the federal government in na-
tional parks, national forests, Indian res-
ervations, and the public domain, creating
complex and intricate fiscal and manage-
ment relationships between the federal
government and state and local govern-
ments; and (3) because of its more recent
development, the "public" uses of its
wildlands, the richness of its resource base,
and even the specialized nature of much
of its agricultural production, the region
is a significant exporter of primary prod-
ucts to the rest of the country. The re-
gion's citizens believe that they are quite
powerless to influence the terms of trade
in these products. Whether it is water,
grazing, timber, mineral, energy fuel, or
recreation policy, the heavy hand of the
federal government dominates local inter-

ests to a degree not experienced by other
regions of the country.

One approach to this paper would be
to present and discuss a laundry list of
resource issues that are expected to be sig-
nificant in the region in the 1980s. I re-
jected this option because of the number
and complexity of these issues and the in-
herent problems of treating them ade-
quately within a framework that econo-
mists might find rewarding. Alternatively,
I have elected to present briefly a few
thoughts of a methodological character
and then to discuss at some length one of
the issues that has existed for nearly a cen-
tury but has been resuscitated since the
election of President Reagan; namely,
whether or not the federal government
should dispose of the public lands in the
West.

Fundamentally, this issue is quite sim-
ilar to many other important resource is-
sues and revolves around the question of
using markets in the private sector as a
substitute for political allocations of nat-
ural resources necessitated by public own-
ership. I have written elsewhere about the
potential for water markets (Gardner
1983) and political controls on the use and
disposition of prime agricultural lands
(Gardner and Nuckton). The same philo-
sophical, theoretical, and empirical prob-
lems arise in these and many other re-
source issues, and therefore I believe the
discussion presented here may have
broader applicability.

The Neoclassical Theory and Some
Implications for Efficient
Natural Resource Use

The most utilized paradigm for assess-
ing economic efficiency continues to be
the neoclassical theory of the firm and the
household. De Alessi (1983) has recently
provided a most succinct and useful sum-
mary of the salient principles as follows:

According to neoclassical theory, the
individual consumer maximizes a single
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valued, convex, twice-differentiable
utility function subject to a budget con-
straint. The budget constraint is deter-
mined by the prices of the rights to the
use of the (homogeneous) commodities
in the individual's choice set and by in-
come. Income, in turn, is determined by
the quantity and by the (derived) prices
of the rights to the use of the (homo-
geneous) resources which the individual
owns, including the fractional owner-
ship of business firms. The individual is
typically a price taker both as a buyer
of commodities and as a seller of re-
sources. The state of nature constrains
the stock of resources, whose initial dis-
tribution is given, and the state of the
arts constrains how business firms may
convert resources into commodities.
Production functions are convex, twice-
differentiable, and eventually exhibit
decreasing returns to scale. Each busi-
ness firm maximizes profits subject to its
demand and cost conditions. To derive
and test implications of this theory,
therefore, it is both necessary and suf-
ficient to identify the variables which
enter utility and profit functions, and to
indicate how changes in constraints af-
fect the appropriate opportunity sets.

De Alessi (1983) states other character-
istics (assumptions) of the neoclassical the-
ory: (1) transaction costs are zero, (2) ad-
justment costs are zero, (3) all resources
are fully allocated and privately held, (4)
owners allocate resources to productive
purposes purely in response to pecuniary
incentives, and (5) the entrepreneur's
choice between income and leisure is in-
dependent of income (this assumption
rules out shirking of owners and employ-
ees, and profits of business firms are max-
imized).

Equilibrium in this neoclassical world
satisfies all conditions required for Pareto
efficiency under both competitive and
monopolistic market structures. All pro-
ducers would expand along their least-cost

expansion path and would discriminate
perfectly among consumers, selling each
additional unit at exactly the maximum
price that each consumer would be will-
ing to pay until, at the margin, price would
equal marginal cost (De Alessi 1983).

To the extent that most economists are
willing to say anything at all in the nor-
mative sense of "better" or "worse" or
even "more efficient" or "less efficient"
they rely on the neoclassical paradigm. Of
course, any real world application of this
abstract and purified model should criti-
cally evaluate the extent to which the
model fits the real world circumstances,
to what extent the model should be mod-
ified, and, what the modification means
in terms of the model's explanatory and
predictive power and its normative use-
fulness.

This matter is of critical importance
when the paradigm is applied to natural
resource problems since real-world depar-
tures from the idealized model are so ap-
parent and substantial. For example, the
property rights in natural resources are
often not fully allocated and privately
held, giving rise to a host of "externality",
"public good", and "common property"
market failures so familiar to resource
economists. Transaction and adjustment
costs may be significantly different from
zero and produce inefficient outcomes as
Coasian bargaining attempts to mitigate
external neighborhood effects of private
actions.

The conventional reaction by econo-
mists to market failure described above is
to advocate corrective intervention
through the political process. Parties af-
fected by private action will pressure sur-
rogate political representatives to inter-
nalize these impacts and regulate the
economic system in a socially optimal
manner. The public choice theorists have
demonstrated, however, that the political
system seldom works in this idealized
fashion, and that these political fixes are
themselves susceptible to several types of
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efficiency failure (Niskanen; Buchanan
and Tullock). Whether or not the political
intervention is more or less efficient than
the unregulated market becomes an em-
pirical question that must be resolved by
the evidence of each individual case.

Recently, property rights theorists have
broached this problem by handling prop-
erty rights imperfections as a model con-
straint. To quote De Alessi (1983):

Neoclassical theory, however, can be
generalized to eliminate some of these
limitations. A major step is to end the
dichotomy between the theory of con-
sumer choice and the theory of the firm
by extending the utility-maximization
hypothesis to all individual choices, in-
cluding those made by business man-
agers and government employees.
Another step is to broaden the concept
of the limits on individual choices to in-
clude institutional (the system of prop-
erty rights) as well as more of the con-
straints (for example, including
transactions and adjustment costs) im-
posed by nature and the state of the arts.

The loss of efficiency of these property
rights imperfections and transactions and
adjustment costs is relative to the assumed
idealized neoclassical model. But suppose
that transaction costs are, for example,
positive and rise at the margin. It is then
profitable for the firm to allocate some re-
sources to acquiring information and to
drafting and enforcing contracts. The firm
will operate off its neoclassical least-cost
expansion path and will be inside its neo-
classical production possibility curve.
Nevertheless, given the constraint of pos-
itive transaction costs, the solution must
be efficient. The same type of argument
can be made with other types of market
failure, such as attenuation of property
rights. On this view, "... efficiency con-
ditions are seen as the properties of a de-
terminate (equilibrium) solution implied
by a given theoretical construct .... A
system's solutions are always efficient if
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they meet the constraints that character-
ize it" (De Alessi 1983).

Ownership and Management of the
Federal Lands

Introduction

Continuing ownership and manage-
ment of the wildland of the West by the
federal government have become increas-
ingly controversial in the last decade. The
total acreage is about 742 million acres,
about 32 percent of the total land area in
the United States (US Department of In-
terior). Forty-four percent is located in
Alaska and 92 percent is in the 12 West-
ern states including Alaska and excluding
Hawaii. Five of the 12 states have over 50
percent of their acreage in federal re-
serves, and only Washington has less than
331/3 percent.

The reasons for the recent flap over
control are not hard to find. Until the last
two decades and the rise of the environ-
mental-conservation movement, use con-
trol of the public lands resided largely in
the regional commodity users: ranchers,
miners, loggers, and irrigators. Favorable
policies were produced by pressure
brought to bear on political surrogates in
Congress and the executive branch. As the
demand for amenity goods increased and
as recreational and environmental inter-
ests also learned how to manipulate the
political allocation process, it was per-
ceived by the commodity interests that the
balance of power had shifted to their det-
riment. It was not only that the AUM's of
grazing were sharply reduced and the al-
lowable timber cut diminished. In gener-
al, there was a paralysis of policy that
greatly increased uncertainty. Most sig-
nificant development proposals, and often
even trivial resource allocation decisions,
were delayed for years in court actions
and bureaucratic regulations that greatly
increased operating costs. The environ-
mentalists developed a national constitu-
ency that could play hardball with most
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uncompromising rules. There were also
some large economic rents from energy
development to fight over. Since most of
the monetary and environmental costs of
development were borne locally, it was
only fair that a larger share of the reve-
nues should be captured by state and local
governments. This disaffection with fed-
eral control culminated in legislation in
many Western states to assume state own-
ership and control.

The election of President Reagan weak-
ened, if not eliminated, the rebellion, at
least temporarily. He was a Westerner; a
conservative who believed in both devel-
opment and states-rights. He and Secre-
tary Watt would reverse the pro-environ-
ment, anti-development policies of the
Carter administration. Perhaps the water,
grazing, and recreational subsidies and the
sharing of public land revenues with the
states were not so bad after all.

Recently, the focus seems to have shift-
ed to the alleged mismanagement of the
public lands, how serious it is, and what
to do about it. The most compelling case
for inefficient federal management was
raised by libertarian and public choice
economists, who argued that mismanage-
ment is endemic with public ownership
and can only be eliminated if decisions
are placed in the private hands of efficient
utility and profit maximizers (Stroup and
Baden 1979; Baden and Stroup 1981a).
Although this might be partially accom-
plished by long-term leasing of the public
lands and by the use of market processes
in resource allocations (such as open auc-
tions for grazing, timber, energy fuels, and
minerals), the most simple and most ef-
fective cure would be divestiture of the
public lands.

Those who agree in principle that fed-
eral disposal is a good idea may disagree
on the degree. The Reagan administra-
tion's "asset management" program con-
templates limited land sales. The Presi-
dent stated in his 1982 Budget Message:
"We will move more systematically to re-

duce the cost of holding surplus land and
real property, (since) some of this prop-
erty is not in use and would be of greater
value to society if transferred to the pri-
vate sector. In the next 3 years we would
save $9 billion by shedding these unnec-
essary properties while fully protecting
and preserving our national parks, forests,
wilderness and scenic areas" (Hanke).

Some economists have advocated large-
scale disposal of the forest and park lands
as well (Smith), and some believe the pro-
ceeds should be used to retire the national
debt (Hanke; Tullock). I believe it is in-
structive to review in some detail their ar-
guments as to why political allocations fail
to be efficient.

To quote from Sowell, "An economic
system is a system for the production and
distribution of goods and services. But
what is crucial for understanding the way
it functions is that it is a system for ra-
tioning goods and services that are inad-
equate to supply all that people want. This
is true of any economic system, whether
it is called capitalism, socialism, feudal-
ism, or by any other name." This remind-
er of the basic function of an allocative
system is a fruitful point of departure for
comparing production and distribution
decisions under continuing federal land
retention with those that would likely ex-
ist if federal divestiture occurred.

Non-Price Political Allocations

As a general proposition we can char-
acterize decisions under private owner-
ship as market-oriented, whereas those
under continuing federal ownership and
management are primarily administrative
and political. If the federal lands were in
the private sector, political considerations
would not be entirely absent, however,
since private resource use is often con-
strained (regulated) by government. Still,
at bottom, private owners can be expected
to be sensitive to the amount of wealth
they own, and the allocation criteria they
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use will generally be consistent with max-
imization of their wealth.

Given the fact of scarcity and the need
to ration, the allocation problem is greatly
affected by the method of denial utilized
in regulating access to goods and services
and natural resources (Sowell). It seems
obvious that private entrepreneurs would
use price as the mechanism of denial to
the extent that they can. Otherwise, they
must sacrifice wealth. It is equally obvious
that public land managers, for the most
part, do not use price to deny access. Oth-
er rationing processes and criteria are uti-
lized instead.

This is not to say that public managers
are not subject to pressures that attempt
to influence their decisions. Clearly they
are. But in a market, price is what the
buyer gives up to acquire a unit of the
good or service. Price is also the compen-
sation received by the seller. In the public
decision arena, the potential recipients of
the benefits from a decision may pressure,
cajole, and otherwise attempt to affect the
decision. They expend resources in the
process. In the absence of bribery, how-
ever, the public manager receives no
monetary payoff that resembles a price.
He may receive approbation, good will,
and support for his continuing employ-
ment from those on whom he bestows his
favors. But there is no reason to expect
that he will receive monetary benefits
equal to the "value" of his decision.

Free and competitive prices convey in-
formation essential to efficient allocation.
If consumption of goods and services was
denied only by price, then price would
represent the marginal valuation of all
agents consuming the good or service. If
the market is in competitive equilibrium,
price would also represent the marginal
opportunity cost. How can allocation be
efficient with price equal to marginal cost
without this essential information?

One answer that has been given is that
in a representative democracy the pur-
pose of government is to advance the pub-

lie interest, however defined. Political de-
cision makers operate in political markets
where costs and benefits are considered,
and they generate "implicit" prices in the
form of votes, lobbying, campaign contri-
butions, etc. But how do we know that this
political market is economically efficient
in producing the bundle of multiple prod-
ucts from the public lands and in stimu-
lating investment in resource mainte-
nance and improvement? The answer to
this question relies partially on a priori
reasoning on the nature of political deci-
sions and partially on empirical studies of
government management.

Governments per se don't make deci-
sions, people employed by the govern-
ments do. As the public choice theorists
have long argued, agency people are like
the rest of us and can be expected to make
decisions consistent with their self-inter-
est. This does not rule out altruism if being
altruistic adds to individual satisfaction
(Becker). It is almost tautological, how-
ever, to argue that the success of an in-
dividual employed in a bureaucracy is in-
extricably linked to the success of the
bureau itself, defined in terms of bureau
size, budget, power, and influence. Con-
trary to what occurs in a private firm, a
political decision maker is seldom in a po-
sition to gain personally from reducing
agency cost or selling a product to those
who value it most highly. Both are essen-
tial to economic efficiency (De Alessi
1969). The incentive structure in govern-
ment decisions is not even remotely com-
patible with efficiency norms.

It is useful to think of agency decisions
about the public lands as a "commons"
that is accessible to all, but access is pro-
portional to influence and power. Those
who are allocated products at subsidized
prices or for no price at all tend to be
relatively few in number and are gener-
ally located conveniently to the public
lands. Since what they get is worth more
than they pay directly, their economic
surplus is likely quite large, and they find
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it in their interest to economize in order
to keep the surplus as large as possible. We
observe them mobilizing into special in-
terest groups, investing in lobbying, mak-
ing political campaign contributions, and
using propaganda to increase the proba-
bility of decisions being made in their fa-
vor. The nation's interests become syn-
onymous with their interests, or so they
claim. It is commonly observed that if an
agency official holds out against these in-
terests, sufficient power usually exists to
see that he will be replaced by another
who will be more cooperative (Stroup and
Baden 1982).

This process is inimical to efficient al-
location. One reason is that groups com-
peting for products and resources often
see themselves as antagonists whose uses
are incompatible and mutually exclusive.
This has two significant consequences: (1)
pressure is exerted for decisions that tend
toward single rather than toward multiple
uses that may be more efficient and even
though the latter may be mandated by
statute, and (2) as happens in the other
commons situations, the competition for
capture of the allocation decision results
in a "beggar-my-neighbor" strategy,
where investment in influence by all par-
ties increases to the point where much of
the economic surplus is lost. This is a dead-
weight social loss, since the resources ex-
pended in the struggle for agency capture
could have been utilized for alternative
beneficial purposes.

In other circumstances, clientele groups
may conspire to work together to influ-
ence policy in their mutual favor but
against the "public" interest.

At the other end of the public land
management spectrum is the group pro-
viding the bulk of the resources for public
management, the taxpayers. Because user
fees are seldom set at competitive levels
and often are at zero, management costs
for recreation, forestry, and grazing, for
example, are much higher than revenues,
which implies taxpayer subsidies. Then

why don't the taxpayers do something
about it? Because as a group they are lo-
cated far away from the public lands, and
as individuals they have a comparatively
minor interest in the public lands. Given
that the costs to them as individuals of
becoming informed about these complex
problems are immensely higher than the
small benefits captured, they remain ra-
tionally ignorant and uninvolved. This
makes it easy for the concentrated special
interests to have their way and for the
subsidies to continue.

The legislation of recent years, as im-
plemented by the public land agencies,
does not require efficient management,
despite the interpretation of some observ-
ers to the contrary (Krutilla and Haigh).
The 1974 Renewable Resources Planning
Act, the 1976 National Forest Manage-
ment Act, and especially the 1976 Federal
Land Policy and Management Act may
stress the importance of scientific man-
agement, and may compare costs and
benefits from investment in resources, and
other practices that seem to be directing
the agencies toward efficiency objectives.
In reality, however, the supreme manage-
ment goals repeatedly stressed in the leg-
islation are multiple-use and sustained-
yield with public input.

If multiple-use were construed as pro-
ducing that combination of multiple
products that maximizes the net aggre-
gate joint value of these products through
time (assuming the tools and data were
available to value all products), the con-
cept would have an efficiency ring to it.
But, without prices, how can these val-
uations be made? What costs should be
netted out in estimating net value? Val-
uation of both outputs and costs presents
tremendous difficulties for an agency
managing the public lands. In practice,
multiple-use is simply a recognition that
several classes of users have a valid claim
to the public land, regardless of the eco-
nomic efficiency merits. It is the stamp of
approval for political allocations that do
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not force the public managers to face the
hard efficiency decisions. Perhaps that is
why miners, energy producers, timber
harvesters, and graziers like the concept.
It is their license to use a parcel of public
land whether or not that use is economi-
cally efficient. In fact, the Federal Land
Policy and Management Act (Section 103)
seems to specifically reject economic effi-
ciency norms by defining multiple use as
"... the management of the public lands
and their various resource values so that
they are utilized in the combination that
will best meet the present and future needs
of the American people; .... with consid-
eration being given to the relative values
of the resources and not necessarily to the
combination of uses that will give the
greatest economic return or the greatest
unit output."

Sustained-yield is equally lacking in
economic substance. It is usually taken to
mean that the resources should be man-
aged so that the level of biological yield
of the resources is constant through time.
It would be easy to provide examples
showing such a policy to be economically
inefficient. Efficient economic yields
through time will vary in physical quan-
tities offered depending on rates of the
physical yield of the biological resources
through time, expected prices over time,
expected real interest rates, taxes, and oth-
er factors. In some cases, it may be eco-
nomically efficient to use up the entire bi-
ological stock and then grow another, a
policy that is anathema to the philosophy
of sustained-yield (Krutilla et al.).

Generating an efficient level of capital
for investment in resource conservation
and improvement is no less a formidable
problem for the federal land agencies.
Discretionary investment resources origi-
nate from two sources: appropriations and
user fees. Economic efficiency criteria are
seldom, if ever, utilized by Congress to
appropriate investment funds. Log-rolling
and pork-barrelling are mostly political

activities, and marginal benefits and mar-
ginal opportunity costs of alternative proj-
ects and levels of investment have little
relevance. It is true that some user fees
are directed to resource conservation and
improvement, but there is little evidence
that the allocation process is based on eco-
nomic criteria, despite some improve-
ments in recent years (Gardner 1981). To
make matters even worse, during the Nix-
on, Ford, and Carter administrations, the
agencies were most often openly hostile to
any private investment in range improve-
ment.

This is by no means a complete enu-
meration of the reasons why government
public land decisions are expected to be
inefficient. But let us move on to investi-
gate what the empirical studies show about
the efficiency of land use decisions by the
government.

Space limitations require that this pa-
per be brief. The empirical studies are
uniformly critical of agency management
decisions when measured by economic ef-
ficiency criteria. The national forests are
"underharvested" (Bruner and Hagen-
stein; Dowdle; Hyde; Clawson 1976) and
yet there is "overinvestment" in cultural
practices to grow new timber and to con-
struct roads to make harvest possible
(Dowdle). Overgrazing of the Indian res-
ervations is pervasive and results from a
failure of the Department of Interior and
the Tribal Councils to enforce property
rights and adopt a program to limit graz-
ing (Libecap and Johnson). Grazing per-
mits issued to ranchers at fees below the
value of grazing are misallocated because
of eligibility requirements that militate
against economic efficiency (Gardner
1962). Range improvement practices, par-
ticularly rest-rotation widely utilized by
the BLM (Kremp) and chaining used by
the Forest Service (Lanner), generally are
not cost-effective. Multiple-use manage-
rial constraints on the National Forests are
so serious as to "dissipate all opportunity
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for timber managerial discretion and op-
timization" (Fight et al.). The list could
be extended almost ad infinitum.

Surely, the case is a very strong one that
agency decisions are inefficient under
public land ownership. But could private
owners do any better if divestiture oc-
curred? How significant would market
failure be under private ownership? It is
to these issues that I now turn.

Divestiture and Market Allocation

The essential notion of divestiture is to
grant private property rights to own and
control the land itself, fee simple, and thus
internalize the significant external bene-
fits and costs that under government own-
ership are a commons that result in inef-
ficient production, investment, and
distribution decisions. This is a large order
since private ownership does not necessar-
ily mean private decisions unfettered by
governmental regulations. Land use is
often tightly controlled, and we must be
clear here that privatization means put-
ting fundamental control of land use, par-
cel size, land transfers, harvest decisions,
productivity improvement, etc., into pri-
vate hands. What would be the expected
results? Since there has been little divesti-
ture in recent years, very little recent em-
pirical evidence is available. However, we
can logically infer some expected results.

Divestiture would create incentives for
allocative efficiency in production and ex-
change for those outputs that can be prof-
itably traded in markets. Equity issues
would arise since those now using the
public lands on heavily subsidized terms
may expect their income and wealth to be
affected. Unless transaction costs were
prohibitive, privatization would imply that
denial would be accomplished by price.
This does not mean, however, that re-
source users would necessarily be worse
off, as I shall show later. Once this initial
redistribution effect worked itself out, eq-

uity would cease to be so important an
issue with market-traded goods, since pre-
sumably no free market exchanges would
occur unless both buyer and seller be-
lieved the trade would make them better
off.

Under private ownership the multiple-
use problem would not exist, except in the
case of public goods. Pure public goods
are those where consumption is not exclu-
sive and where access is difficult and pro-
hibitively costly to control (Samuelson).
When these conditions obtain, price can-
not be used as the rationing vehicle and
the market will not provide for efficient
supplies. Investment resources cannot be
acquired, and "free riding" by consumers
is observed since nonpayers cannot be ex-
cluded from consumption. The question
is: how prevalent are pure public good uses
on the lands under discussion? Solid em-
pirical studies are needed so that opinions
can be better informed.

For market goods, owners will maxi-
mize their wealth in the resources by
matching their production with the pref-
erences of consumers for various products.
Price is the coordinating vehicle in pro-
viding information. Efficient product di-
versity would be forthcoming as produc-
ers respond to the purchasing power of all
consumers who demand diverse products
at different prices. I have no doubt that
products would be more diverse, prices
(fees) would be more variable, and many
more consumers would be served under
private ownership than are currently being
served under public ownership. Con-
sumers and taxpayers would have better
information and greater incentive to ac-
quire it, and their current rational igno-
rance would be displaced by an active
knowledge of the available products and
prices.

Management decisions would be fully
accountable and constrained by the need
for revenues to cover costs in the long run.

Resource productivity could be expect-
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ed to increase and enhanced conservation
would occur. "Underinvestment" exists
now because public agencies cannot ob-
tain adequate funding, and private fund-
ing is either prohibited or is constrained
by excessive risk as argued above. Privat-
ization would soon correct this situation.
The private capital market would supply
the resources for all supramarginal invest-
ments. Significantly, the risks associated
with current political management would
disappear. Various types of agreements,
covenants, easements, and other instru-
ments would clearly define property rights
and reduce risk.

Baden and Stroup (1981b) have dem-
onstrated why private management is su-
perior to public management in conserv-
ing resources. Part of the reason is that in
establishing guidelines elected officials do
not see much beyond the next election.
Furthermore, future generations are not
here to vote their interests. Bureaucrats
are whiplashed by political forces that
have great urgency in the present (Dem-
setz). By contrast, privately-owned re-
sources will tend to be owned and con-
trolled by those most optimistic about the
future. Present wealth in land and renew-
able resources is the market's expected
value of the discounted flow of valuable
future products. Optimists see higher fu-
ture values than pessimists do and bid
away resources. Future generations are
represented by entrepreneurs who profit
from conserving resources for their ex-
pected use.

These appear to me to be the principal
merits of divestiture and they are formi-
dable. What about the demerits?

Some Criticisms of Divestiture and
Market Allocation

A significant problem is the potential
for fraud and for special and discrimina-
tory treatment in the disposal process it-
self. If political allocation cannot be effi-

cient, why should we believe that political
disposal will be either efficient or equi-
table? The government has a long history
of fraudulent and inequitable distribution
of land and water. This is a legacy that
will be difficult to deal with in trying to
convince the public that it will be differ-
ent this time.

One of the most obvious objections to
private ownership and market allocation
of products from the public lands is that
market goods will be priced at competi-
tive levels rather than received free or at
highly subsidized prices as they are now
under public ownership. It would appear
that gainers and losers are easy to identify:
(1) private owner-producers would pre-
sumably gain and the local economy
would benefit from the extra income gen-
erated from better management as well as
from the pricing policy; (2) present bu-
reaucrats would lose and presumably
would have to change jobs or move else-
where; (3) local governments would gain
or lose depending on whether or not local
taxes were higher than current in lieu user
fees; (4) national taxpayers would gain by
eliminating costly public ownership and
management; and (5) consumers of prod-
ucts would lose or gain.

How can consumers gain if market
products are to be priced at competitive
levels? The reason is that the products un-
der public management are not free nor
as subsidized as appears at first blush. Al-
though free riding is common, someone
must pay for those lobbying, campaign
contributions, propaganda, and court costs
that are incurred to influence public de-
cisions. The funds probably come largely
from dues to environmental organizations
and commodity associations. This process
is inefficient because these dues are not
directly associated with consumption and,
therefore, are not prices that regulate
amounts consumed. It is conceivable that
privatization and market allocation at a
price would be both more efficient and
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more equitable. Each consumer would pay
for what he gets. Because resources would
be more productive and product diversity
would increase as products were tailored
toward consumer tastes, the value of out-
puts to consumers would increase. Even if
they paid a competitive price, it is con-
ceivable, even likely in my opinion, that
consumer surplus would increase.

Let me now turn to the significant
sources of market failure: public goods and
externalities. There do appear to be some
problems with divestiture if public goods
cannot be marketed and externalities are
not accounted for in negotiated private
decisions.

Examples of public goods from wild-
lands are open-space amenities and "ex-
istence" values. Knowing that a wilder-
ness exists may have value to some people,
even if they never visit a wilderness area
nor intend to. But why is this value de-
pendent on public ownership of the wil-
derness? A wilderness of comparable
characteristics that was privately owned
would have no less existence value. But
would a private wilderness have compa-
rable characteristics? It is the access prob-
lem that is critical. Several wilderness
amenities such as hiking, backpacking, and
some instream water recreation would be
difficult to market because access is costly
to control. To some extent also, consump-
tion is nonexclusive. Although private
lands currently supply large quantities of
these public goods because it is simply too
costly to forbid consumption, the private
market will not efficiently supply these
amenities. It must be granted, therefore,
that the supply of public goods will be
below some theoretical optimum under
private ownership. But where is the evi-
dence that the supply of public goods is
closer to optimum under public owner-
ship? Much of the argument presented
earlier would lead to the a priori expec-
tation that political allocations are also
suboptimal. Only comparative empirical

analysis can reveal whether public or pri-
vate management would be more efficient
in yielding public goods, and these studies
have not been made.

Nevertheless, opponents of privatiza-
tion (Bromley) have made much of the
fact that some goods, especially amenity
services, are not market priced and, thus,
cannot be efficiently market allocated.
Therefore, "collective" decisions and, by
implication, government ownership and
management are required.

Because price denial is not the rationing
system used for allocating most products
of the public lands, it is natural that mar-
ket prices for these products do not exist.
The right question is: could and would
they be priced and market allocated un-
der private ownership? The correct an-
swer is yes, at least for all nonpublic goods,
which would include all recreation where
access can be cost-effectively controlled.
Already we have a wide variety of private
markets in hunting, fishing, camping,
skiiing, boating, swimming, etc.

Informal market transactions do not
permit the interests of non-negotiating
parties to be included. If it were costless
to bring third parties into the negotiations
they would be brought in, and no problem
would exist (Coase). Unfortunately, the
transaction costs are often prohibitive. To
quote Sowell: "Political systems allow third
parties to influence economic transactions
from which their interests are excluded.
Political decision making can lower trans-
action costs by allowing a relatively few
surrogates to make and implement deci-
sions reflecting the will of millions who
have insufficient stake (or resources) to in-
cur the huge costs of devising and trans-
acting some of the decisions they believe
in." Of course, how significant the exter-
nal interests are and how well the surro-
gates (the politicians and bureaucrats)
represent them in the political decisions
are empirical issues. But in principle, it
must be granted that private decisions will
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not take these spill-over effects into ac-
count and political decisions just might.

Water constitutes an excellent example
of a product where external effects may
be significant. Most of the fresh water uti-
lized for municipal and industrial purpos-
es, irrigation, and recreation in the West
originates from precipitation on the pub-
lic lands. The condition of the watersheds
is critical to runoff rates and water qual-
ity. Do not these facts imply that society
has an overriding interest in these wa-
tersheds that mandate continued public
ownership? I have my doubts for several
reasons.

It is by no means clear that water yields
and water quality would be lower under
private ownership. This paper has already
argued that timber production and range
condition, both positively related to wa-
tershed yield, might well be superior un-
der private rather than under public own-
ership.

Perhaps even more important, mecha-
nisms exist that would internalize much
of this externality problem if it got out of
hand. Appropriative water rights are sep-
arated from the land anyway and are de-
termined by the date of filing. Most of the
streams originating on the public lands are
already fully appropriated and rights are
sanctioned by state law. If private land
owners disturbed these rights in any sig-
nificant way, they would be liable under
the law and subject to court action. My
own guess is that conflicts over water rights
might be far less serious if the public lands
were privately owned than they are now
under federal ownership. The threat of a
lawsuit might deter private land owners
from socially deleterious actions that do
not phase public decision makers.

What about fugitive resources, such as
wildlife, that cannot be circumscribed by
private boundaries (Bromley)? Doesn't this
mean that we must have a public landlord
to internalize the externality? In some
ways, the situation is roughly equivalent

to the water problem, but people don't
have rights in wildlife. Hunting and wild-
life harvest, however, are reasonably site
specific and access of hunters is control-
lable to some degree. Already in some
places ranchers have found that user fees
they charge hunters for crossing private
land in order to hunt on public lands ex-
ceed income from ranching. They justify
collecting these fees as compensation for
wildlife grazing on their own private lands,
which they also can't control. It may be
that habitat for wildlife would be differ-
ent under private than under public own-
ership. I'm not sure it would be inferior.
It is conceivable that thousands of private
entrepreneurs, marketing hunting and
fishing privileges, might well manage the
resources more efficiently to produce and
retain wildlife in areas under their con-
trol.

It has also been observed that corporate
bureaucrats in the large firms of the pri-
vate sector are remarkably like public
agency bureaucrats in the public sector
and, thus, there would be few gains from
trading one set for another. De Alessi
(1969), has convincingly argued that this
is not so. Private and public organizations
differ in the cost of transferring owner-
ship shares. An individual can change his
"ownership" portfolio of public benefits
only by moving from one jurisdiction to
another. This is far more costly than buy-
ing or selling securities, his portfolio of
private ownership. Thus, property rights
in public organizations may be taken to
be nontransferable. The owner's incentive
to detect and inhibit undesirable mana-
gerial behavior is much weaker in public
organizations than in private firms, and
gives government decision makers greater
opportunities to increase their own wel-
fare relative to that of the owners.

De Alessi (1969) explores the implica-
tions of this theory and deduces many of
the problems with public ownership ear-
lier discussed. Motives, incentives, and
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owner-imposed constraints on manage-
ment are far different in the private than
in the public sector, and the private sector
more closely meets the requirements of
efficiency norms.

Finally, objections to private owner-
ship, even if it is efficient in resource
allocation, have been raised because the
resulting income distribution is unaccept-
able. These objections have been made
without proof of any kind. What seems to
be bothering people (Bromley) is that price
denial rather than other forms allegedly
discriminates against the poor who cannot
come up with the funds to pay the price.
The result of price allocation is to make
the distribution of income and wealth
more concentrated.

The point was made earlier that we have
no scientific methods of comparing the so-
cial desirability of alternative distribu-
tions of income and wealth. Moreover, it
is well known that the bulk of the users of
the public lands, especially most recre-
ational users, are not low-income citizens.
As a rule, their incomes and discounted
future incomes are higher than the aver-
age of all taxpayers. Thus, current public
land allocation methods transfer income
and wealth away from the poor and to-
ward the nonpoor.

Conclusion

Because of equity difficulties that would
inhere in any disposal program and be-
cause of a healthy public skepticism about
the potential for fraud and give-away, I
am doubtful that disposition on a large
scale is politically feasible at the present
time. But economists are often very poor
at assessing political feasibility. Most of the
efficiency gains are prospective and many
of the beneficiaries do not even know who
they are. Current users would be threat-
ened by privatization unless the disposal
policy were clearly favorable to them. For
these reasons, I am doubtful that a signif-

icant constituency for disposal presently
exists. In my view, we must have more
evidence that an efficient and equitable
disposal policy is available.

I propose that we begin with a small
disposal program and be creative in trying
alternative schemes. Perhaps long-term
competitive leasing as proposed by Claw-
son (1982) should also be tried on an ex-
perimental basis. A public nonprofit cor-
poration operating under a charter that
would require it to raise and sustain pri-
vate capital and that would permit it to
make all managerial and investment de-
cisions could also be attempted on an ex-
perimental basis (Teeguarden). At the very
minimum, opportunities should be sought
to price ration the products from the pub-
lic lands after the manner now utilized for
timber. This would be a significant, if lim-
ited, step to improve the efficiency of re-
source allocation.
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