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THE NEW RESOURCE ECONOM CS
Bandy T. Simons

and
John Baden

Proposals to privatize portions of the public lands have been m sunderstood
and msrepresented by academics, politicians, and sonme environmentalists.
The confusion and ignorance about the new resource economcs (NRE), which
incorporates concepts about the tragedy of the cannons, the role of
governnent, the inportance of voluntary association, and the function of
property rights, have distorted explanations of the inplications of
privatization. éUr purpose is to provide understanding and to correct nié;u
presentations by explaining the NRE. W argue that there are firmtheoretica
and enpirical justifications for claimng that private managenent of many of
~the lands currently held by the federal governnent will nore efficiently and

:gquitably meet the needs and wants of the Anmerican peopl e, » -

The NRE is firmy rooted in classical economcs and builds on theories of
Austrian economcs, property rights, and public choice, It assumes that
individuals act on infornation and incentives and that institutions generate
information and structure incentives, These assunptions allow the NRE anal yst
to explain the causes of and to suggest the solutions to pollution, depletion
of natural resources, extinction of plants and wildlife, and inefficient use

of resources,



Under | yi ng Assunpt i ons

The NRE assunes that consuners maximze utility when they“exercise private =~
; choice in the market.  \hen those consumers becone voters, we cannot assume
t hat they have teen |obotimzed or that they nagrcally shift psychologrca

gears they renarn self-interested. It |s al so assumed that producers who
Jseek to maxinize profrts in the prrvate sect or nrll al so attenpt to maxim se
'_narket advantage and subsidies in the public sector. Government is not an
' .inpartial entity that resolves val ue conflicts; it is an entity conposed of

sel f-interested rndividuals who are politicians and bureaucrats. PoIiticians
_are'.assoned..to .naXintze votes, not :sone nebul ous concept  of the :public
nelfare Bureaucrats are not efficient conputers seekrng the publrc |nterest

'but rather are self |nterested jUSt i ke poIrtrcrans consuners voters and.
producers. They are not -a specral subset who serve as vestrl vrrgrns of the
public interest. ~They want bigger discretionary budgets in order to obtain
greater job securrty, perquisites of office and i ncome, professiona

satisfaction and prestige. They nay'also pursue ideol ogical commtnents as
well . _Becadse' individuals are self-interested in both their private and
“oublic roles, the incentives created by institutional arrangenents are of

fundamental inportance when anal yzing a polity.

Social institutions -locate a society on a continuum bet ween anarchy and --
”Leyiathan, 'They_are primary deterninants of the degree that ‘self-interested
.individuals vnll be:encouraged to consider the preference of others. The
instttutions featured in our Constitution are linited governnent, secure
property, personal liberty, individual enterprise, and voluntary association

Some consider it unfortunate that we experienced an American counter-



reyol uti'on t hat '\_/va's'_i.nitiated by the progressives and culmnated with the
v.ar.i ous Great SOCI ety. progr ans. This counter-revol ution Was. especi al ly
~.significant in .-.the_ area of natural resources.. The NEE relies on the
pri. nci pl es of I [ rn'ted gover hrrent as articulated .in the Federalist Papers and

conbi ned wit h modern pol' itical 'econorry.

_. Pr operty' R ght's ‘and Responsibility

.L| nkr ng.eothorrty with responS| bility is the. key to caotorrng soci al benefit.s-
' from |nd|V|duaI self-lnterest _ -As Garrett I—btrdln poi nt ed out there is a
_dlfference bet\/\een the word respon5| bility and the fact_of responS| b|||ty He
'_offered Cnarles Prankel '_ def|n|t|on |n epr anat i on: "A decision is

consi dered responsr bl e when the man or group that nmakes it has to answer for
it to those who are directly or i ndi- rectly affected by it Responsi bility,
then, causes people to consider an action's costs and benefr%s to them selves
and -to” others. Wen people are responsible they act. as if the wants and
val ues of others matter, not just out of benevol ence, but al so because of the
potential gain or |oss f'rom i gnoring those considerations.

Ote .o_f_ the best ways to est abI i sh responsi bili ty and.to t ake advant age of
self;i nt eres.t is the establishnment and enf or cenent of transf er abl e private |
_' property' r_i ghts. t/\h_er_t a resource is -privately owned, t he owner typi.cally
' |orotects it fromnisuse in order to keep _its val ue (as neasured by hi rrself_.and
ot hers). fr.o_rh-' fel I ng and .atte'npts to increase its val ue through wise
nmanagenent , Afann’er, for exerrpl e, paye caref ul attenti.on to the conbi nation
of tilling, fertilizers, and water inputs necessary to sustain the

productivity of his or her farmand. Wen the productive capacity falls, due,




f or exahple;'_to' erosion, the farm decreases in value. Private ownership
creates responsibility by providing an information link between action and

~resul t

f"A substantrally drfferent resuIt can energe when people are able to produce
“and consure urthout payrng the socral costs of therr actrons that I's, when
' authorrty I'S drvorced fronrresponsrbrlrty, Garrett hardrn s parable of the
t tragedy of the connons is one of the nore forceful illustrations™® He
described a _pasture for :uhich there were no secure, transferable, or
enforcable“property'rights Ch the pasture, or commns, people wer e not

_-protected frontthe effects of others actrons The dilehha i's twofold: Frrst

r'fifthe cost of one user s actrons is drspersed anong ‘the connunrty of users, and =

"only that user enjoys the benefrt—a cIear vroIatron of Frankel's definition
- of responsrbrlrty. Thrs actrvrty I'S knouh as "free rrdr_ng.“d | Since any
single individual actron has a small inpact and the individual share of any
iII'produced by the action is ntninal'conpared to'the'personat benefitS' the
donrnant strategy |s for users to overexplort unouhed resources at the expense

of t he comrunr t Y. Because benef itsare pr | vatg,zzemmieosasﬁrm aﬂﬁd@d)c‘lalu.zeq,

’ there is little |ncent|ve tolconserve the resource, to use it wsely, or to
"nanage'it as if future'generations hatt er. Consider the near extinction of
the Arerican bison, the rapid decline of beaver populatrons in hbrth Anerrca

_and the over harvest of the great uhales

The_seoond part of'the dilemma is not often reoognized, possi bly because the
term "free rider“_inplies that a deliberate effort has been made to benefit

onesel f at the expense of others. ~In many situations there is no sensation of



riding free becaus;e there' is no personal interaction between those who create
~costs and those who pay themS Each individual is simply reacting to the
choi ces presented by the situation. He’ is not consciously acting agai nst.
fellow crtrzens V\hen people create costs not personally felt, the
|nforrrat|on Irnk betvveen action and result is severed Information about the
vvrsdom of the actron |s more drffrcult to obtarn - People vvho create social
costs therefore “often see onIy t he personal benefrts thei r actrons not the
costs rnposed on others Conver sel y, people whose actrons benefrt others

sonetr mes do not recognr ze that benefit and such actions will not “be rewarded.

Under 't. hese '_c'_ond.i t'i ons good |nt entrons easrly go astray ; 'Poor deci s"i.ons.do
not confront reaI | ty checks and vvr se decr sr ons are not re\r\arded Sr nply bei ng -

concer ned and wr i ng to donat e tr e, effort and noney to resol Vi ng percer ved -
p_rbbl ons 'is_.inadequ_ate.' ‘Good Intentions will _not suffrc_e. Wthout the
posit'i\'/e -'feedback 'prov_i ded 'by' responsi'bil_ity, people who desire to do good
will not know i 1 they ar'e achi eving their aims or if their actions are havi ng
the Int ended effects This Is -a fundanent aI probI em vvrth bur eaucratic
nanag_errent._ - V\hen the governrrent owns and manages a a resource t__he Irnkage

bet ween decrsron and result is made by the bureaucrat s charitable ‘and

sometimes. professional instincts of the bureaucrat} 'and'by the pressures of

those _with poI_iticaI ~influence. -

Oreatrng responsr brlrty V\here IrttIe or none exi St's'do'es reqUire a._'_form' of
coer ci on. Agreerrents nust be enforced and_a'vvay_rrust' be found to protect
privat'e property from theft—the ultimate free ri'de'. W thout enforcenent,
property rights cannot create responsibility. As Thomas Hobbes' expl ai ned

"convenants without the sword are but words, and of no power to secure a man

at all."®



A society of responsible individuals, is one in which people agree to enact
laws and to provide means of enforcement in order to achieve the closest
possi bl e approxinatiOn to the ideal free society. A form of management is

called for that links the authority to act with the responsibility for actions

Liken.

Sel f-interest and tlher-lnterest

Enphasi zing the benefits of protecting property rights and to enfbrcing _
contracts does nof_hegate tendencies to act altruistically mith a comunity in
~mnd. - If establfshing and haintafning peace depended se[ely on the force of
| aw ahd not on such incentives as norns, eustons, and a sense of comuni ty,
it fs'doubtful that peace woul d be lasting or that large groups could be moved
toward achieving if; Christian, Kantian, and humanist principles are
inpertaht' to the structuring of societies and should not be ignored or

obscured by the'search for responsibility.

- Even aflodjng for hunanitarian vi!tues (perhaps especially allowing for them,

it is not wise to trust in thdfa as mtivating agentsﬁ“'
can avoid costs of their actions. Gven the capacity of a very few to render
usel ess ihe contfibutions of many, it is fool hardy to expect other-interest_to".
" super sede self-ihferest._ Rousseau warned of the dangers of even e single
eelf-seekef in a society of perfectly other-regarding persons end argued that

the self-seeker "would certainly get the better of his pi ous conpatriots."’

situations when people



_ Reéponsi bi | i ty and Gover nment ' ' .

The NRE identifies a legitimate role for governnent, especially in the areas
of nat ur al resourgﬁes and envi ronnent al nmanagenent . Property rights and
c_:_ohtracts nmust be defined and enforced, there are public goods to be provi dea,
thefe '_ai_e bom_*ron pool resour ces t.o be managed where "ent:r_epreneurs have not yet
di séovered .a. vvay for pfi vate provision and nanagenent. But. ther.e' is | itti e

justificati on and great danger when governnent goes beyond these activities.

W]en_governrrent rejects the private property approaéh, it must chbose some
“form E)f. regu.l-a.t.i.on, In Hardin's comrons _'a.n entity, possibly a Pasture
_ Pr.qt ect i oh Agency, nust regul ate behav_i or t hr ough a syst.em of permts, fines,
'and_super\'/i Si on. The .agezncy nmust dec.i de how rrany and whose cows can be
a.IIowad on the commons, whether sheep and goats shoul d be accommodated, and
whet her t.he cdrrm)n.s shoul d be opened for some other use, such as recreation.
IExc'ept in the case of a pare denocracy where the nedian voter rules,
.regul atory nﬁnagerrent is "top down."

The major flaw in: | governmental rmanagenent is t-hat. t hose pe'opl'e. 'maki ng
. decisions are separéted fromthe effects of their decisions. \;Wlen co_nfli_cts _
éri'se they.' deci dé whose values will prevail. They deci de which uses are
acceptable, and they manage with the financial resources of third parties.
Publ i c .heari ngs, elections, public partici pation pr oce.sses, and court actions
are all 'vvays to cufb gover nnent al i rresponsi bi Iity,' but élv'en .t hese tools are

often used to pfovi de benefits to one group through the inefficient use of

t axpayers' noney.



.Public | ands -managerrént 'has proven to .' be hi ghly inéffici ent in terms of
provi.di ng én econbm’c return to the nation of O\Anefé, .bUt it has'ef_fectively
used thé t axpayers' resources to benefit Iocall consti'_t uenci es. The nati onall
forests are. a'p_ri ne exanpl e; A. 1976 anal yéi s by Marion d aWson .i ndi cat ed that .
.the.For est _Ser:vi ce managed a resource worth $42 bi [lion at a loss consistently
.i.n_ excess of _$2Ibi [lion .pef_ | year.® | oggi ng"czont.i nues to be .carri éd out -i._n
forests where t'.he costs of 1ogging exceéd t he .val ue of thé ti mber Ioggé.d,
_ ; o
whi [ e causi ng needl ess envi ronmnent al degr'adat i on. Thus economi c inefficiency
- i's ‘conpounded by environnental atrocity. -By subsidizing the harvest on these.
“environnental ly fragile and uneconomc sites, the Forest Service. hel ps |ocal
‘tinber firms stay in business, keeps. certain local ‘politicians happy, and nost .
inportantly, " pr eserves -its sawtinber nanagenent | budget.. =  None of the
politicians, bureaucrats, conpany executives, or tinber workers pay the full
costs 'of their actions, so there is little incentive 'to use the foreSt

resource or the taxpayers' mnoney nore efficiently.

_Cther_federal agenci es produce the same Ki nds of .resul ts. Ih ni ne of the
:.eI even \?\ést_efn states, the fede_r'al gover nment 'spends nor e on'_ t he publ ic ..I .ands
thén it coll ects,'. even .t hough the region is pr osperous and hol ds vast m ner al ,
tinber, f orége, and recreational val u_és. Dans are built usi n'g."bénéf'i t/cost
rati oes smaller t hén 1. The process t he gover r'ment. uses to study its grazi- ng
progréfﬁ-for a speéi fic'.unit corﬁmnly costs nore than .the' val ue of the grazi ng
per.'rrit.s for that_ unit, A Départmant of the Interior study of t he recréaflional
val ue of For.est. Servi ce and Bureau of Land Managerrent. lands found that the
reéreati onal val ue exceedéd the entire value of the forage and ti nber produced.
on the land. This strongly ‘inplies that the |ands are nanaged for the.vvrong

mx of joint products. These "perverse results are the predictable



consequences of management by policy mekers and bureaucrats who are insulated

and bufféréd fromthe results of their decisions.

As Shd_uld be clear, the NRE anal yst woul d not neceésarily predi ct overuse, but
m suse. _’V\héri'-rranagers' are ifrespo_nsi ble, as they rfu_st be in _governnent,_
appropriate use will occur ‘only by serendipity. - Certainly those wilderness

lands that ‘contain hi'g'h qual ity deposits of minerals are not bei ng over used.

One of. the most consistent findings in the area of reéourcé_s pdlicy i's that
pUbI iC nan'age'rrent__ocqurs wi thout regard for -internalized cos.ts and behefi ts at
~the ”rrérgi'n'.”'\'/%.at does matter is the distribution of these costs and
"'bén_(_afi't_'s.' ‘Marion Glawson's characterization of multipl e"_us:e. menagerent as "a
Iit't-le'.o'f éVerythi ng:éveryvvhér'e; rega_rdl.ess of clos.t's and results" sUpports
‘this concl usi on® 'l_\/anagerrent questions 'becomes political questions of who -
recei ves how much of the benefits and who I ncurs how much of the costs. G ven
that in aI'I' societies wealth and political power are positively related, the
relatively wealthy are commonly ‘subsiding. This process is f ot likely to
change until the public lands are renoved from a system-in which everyone
'ch'oo'ses.' for e'v'er_y'o'ne el se and evéryone spends ironies bel ongi ng' to others on

ostill others, .

~To the NRE _anal yst, the gover'hmental rranagerfent of resources is highly |
.s.uSpect; ._an.d .as the exanples cited above indicate, there are good errpirical
and theoreti cal .reasons for the suspicion.'. Continued political nmanagenent of
the public lands means continued reliance on indi.vi dual voters Who find it
rational to remain Ignorant on nost issues, since one vote haé an..

I nsi gni ficant inpact on the outcone,,™ Al though politici ans, bureaucrats, and
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produceré are informed about specific issues, they will find it rational, and
per haps even necessafy for success in the highly conpeti'tive political arena

to suppress and distort information.

Even when vot 'ers._are informed, interested,, and invol \)ed .there _i S no guarantee -
t hat ' goéd. pol i ci ese will result. Political i ncent'i ves run count ér to the
".pu.b.lic inter.est whet her measured by effici‘ency, eqﬁity, or careful use of
natural resources. Because publ i ¢ managerent inplies an i nherent separation
of' aut hority resbbnéi bility, citizens seek governnentally provided goo.ds and
sérvi ces for whi é_h others will pay. Wants are systematically exagger at ed and
i.'nf.I' at ed | 'fo_ "In'e'eds"._ | Speci al .i. nterests, .progr'ém é'dm nistrators, and
hél it ci.ans 'co_opéf ate to. .concent raté_ benef i t.s on thensel .V.'es an.d di ffuse the
costs. | Rafély will an individual voter or politician fi nd it réti_onal' to
or gani ze ef_f ect.i've o'pposi'tio.n to these aétivi_ti es, since the hi gh cost of
or gani zi hg is concentrated on the individual and h.is or her share of the

benefits is small .

- There is Iit.tlé.\/\onder that many | ocal pe(')p.l.e héve oppo_sed- pfivatizi ng the
.pubI |c Iandé. Wth' public ownership, they have been free .ri'di ng on bt h.er
tax'payer.s; with brivate nﬁnagerrent, they would have to start paying for such
rides, j’here ié even the possibility that uses y\ould change once property
~rights were est abl i shed and peqplé had to determne the true val ue of present
uses. Once the lands were in private hands, however, the benefits of private
owner shi p Mul d"'becorre “apparent. If a vol unt afy group wanted to protect a
pérticul ar marsh or piece of forest, they could approach the owners with an
. offer to buy it outright or they could propose a nore creative protection

scheme, such as restrictive covenants. Entrepreneurs woul d begin searching
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for heys to provide the nost valued uses of the tands Under a system of'
'”preperty rights, mnagers would be held accountabl e for. their actions.
Potential future users would be represented by_speeulators—ehhers hho'hold_
the resource : in anticipation of appreciation in value. .They. Wi t hdr aw
“resources fronrcurrent consunptrqn and peStpone.use_to a. period when its
socral value is hrgher In such setting, ti nber har vest ‘woul d no I onger occur
~where the costs of nanagenent and harvest exceeds the value of the trnber
_Those who are skeptrcal of these cl aims ntght 1 ook to states that are alnost

entirely private, such as lowa or Maine. Wére they a ristake?

| The'arQUnehts'for:brrratization that are based on the NRE are made WAthfthe
tull'recognitroh:thaththe privete-nerket'rs”not perfect and that peopl e have
B hottvatidns_beyohdJObtaihinQ'neterial'goods: The nerket_is assuned to have

snany rnperfeetiohs,':including transacti on costs, xihperfect infornation,_
externalrtres and _difficulties in produeing adequate supplies of public
goods. Goal-oriented, self-interested people are'essuhed to make nistakes,“
ahd individuals outside the government are assuned to be no nore infallible

"t han ' t hose i nsi de.

The traditional justification for governmental management of resources -is

narket failure.  The NRE justification for privatization is governmenta

failure—the result of i nher ent |rresponsrbrlrty The two failures come

tegether'at prrvatization._ The cure for market failure need not extend beyond

estabtishing and'ehfercing property rights when ways are found to_do so. The
cure.for governnental failure,, at least in resource nanagenent, is privati-

| zati on, Vhen these anal ytical concepts are coupl ed with the normative concept

of individual freedom they make a conpelling case for privatizing nmch of the

federal estate.
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The Political Economy Research Center is an unusual
organization. Our research orientation and level of commit-
ment provide PERC associates with an important opportu-
nity to analyze and make recommendations on economic
and natural resource issues in both the governmental and
private sectors. Approximately 50 percent of our efforts have
been devoted to natural resource economics and policy,
while the balance of our work deals with taxation, regula-
tion, entrepreneurship, economic history, and a sprinkling
of other topics. To the best of our knowledge, we are the
only research organization with this orientation.

Since its founding in 1980, the Center has maintained
a principled commitment to the development of a society
of free and responsible individuals in their relations with one
another and their environment. On the basis of consider-
able study and research, we expect these values to be fos-
tered by social and political organizations relying on private
property rights, the rule of willing consent, and the market
process. Although we are sensitive to the problems of mar-
ket failure, we recognize that there is an analogous set of
problems with governmental management.

This paper is one of a series of research efforts sup-
ported by PERC.
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