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It is a truism among economists that only if the full costs and benefits of economic activity are taken into account by
the entrepreneur, will resources be allocated in a Parcto Optimal manner. Under present economic conditions,
however, some manufacturers are able to impose costs, particularly pollution or disposal costs, onto third parties.
As a result, the actual social costs of such activities arc greater than the recorded private costs. At present, the
benefits of these goods need be equal to or greater than only the lower private costs, not the higher social costs, if
the enterprise is to be able to at least break even and thus continue in operation. This being the case, it follows that
the value of at least some of these presently produced goods and services will fall below the total or social costs, and
should not be produced at all, if wealth is to be maximized.

So far, this argument is straightforward, and unobjectionable. Indeed, it constitutes no more than the logical
implications of the basic axioms of microeconomic price theory, as applied to environmental issues. This,
unfortunately, does not apply to the next step typically made in this line of reasoning, which consists of the claim
that our economy, at present, is organized along frec enterprise lines, and that these negative externality -- induced
misallocations stem from that system.

The point of departure taken in this paper, in contrast, is the hypothesis that this "economic failure” is indeed a
concomitant of our present system, but that it is due to government failure, not market failurcl. On this thesis, a
clear definition of property rights, and the defense thereof, is a necessary underpinning of the market system.

We shall attempt to show that while the government has claimed a monopoly right 10 engage in just such activities,
it has fallen short of this goal. Further, each of these cases of failure, it will be claimed, is the cause of a resource
misallocating externality; if the externality is to be internalized, it will not be accomplished by yel further incursions
of government into economic planning, but rather by confining government to its traditional roles of defining and
defending private property rights,

This analysis also has profound implications for the environment. It is because of government failure 1o protect
private property owners against the depredations of trespassers that our air, water, forest and wild animal resources
are presently endangered. If the ecological system is to be better protected, the market will have to be called upon
to play a more significant role. But it can only do so if market prices reflect the true costs of producing goods; that
is, if the market can generate prices which take into account all costs, specifically including disposal or pollution
costs. Only in that way will social costs tend to equal private costs.

11t has been correctly argued that there is both market and government failure, and that therefore the existence of the former does

not justify state ameliorative action. In this paper we adopt a stronger thesis, namely, that no market failure has been shown to
exist in the environmental field, and that all alleged cases are really instances of the governmental failure to clearly define, or
aggressively protect, private property rights. This is not to say that free enterprise is "perfect.”" Nothing composed of fallible
human beings can attain that honorific, at least on this side of the Garden of Eden. It is, however, to deny that any systematic,
pervasive or serious "flaw” in this system has so far been uncovered.
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No onc would claim that the market failed if government allowed people 10 dump raw garbage on each other's front
lawns. The identical analysis applies when the courts determine that it is not illegal to deploy incinerated garbage in
such a fashion3.

PLASTICS

Recently, a Macdonalds restaurant was allowed 10 be opened in Moscow. This, of course, is an occasion for great
rejoicing. It signals that the Soviet Union is entering the path toward economic freedom, and this cannot help but
better the Jot of the average denizen of that country.

Paradoxically, at the same time that Ronald Macdonald was appearing in the U.S.S.R. for the first time, his attempt
to start up more outlets in the U.S.A. -- "land of the free" -- ran into great difficulties. Several American
communities have refused business licenses to this firm, largely on the ground that a welter of plastic cups, plates,
knives forks and spoons follows in its wake, and that these objects are environmentally unfriendly, in that they do
not easily biodegrade.

This is another instance where market failure is commonly charged. The manufacturers of plastic implements are
forced to take most costs into account: the salaries of their employees, rent for the real estate they occupy, payments
for raw materials used in the production process, interest on loans, etc. But there is one cost from which they escape
completely; it spills over onto third parties, or onto society as a whole. And that is the cost of dispositig of the
chemically inert plastic after the consumer is finished with it. This is a negative external diseconomy.

But as in the above analysis, further reflection paints a very different picture. This cmerges when we ask Why is it
that the manufacturer is able 10 impose these costs onto others? Why is it that the market is unable to lead to prices
which reflect the full costs of the item. The answer, as before, is because of other government interferences with the
market place; again, it is not due to any intrinsic flaw in this sysiem,

Let us reflect upon the experience of the shopper who has just had her groceries rung up at the supermarket check
out counter, and is asked whether she wishes them placed in paper or plastic bags. Right now, the only incentive
she has to demand the paper? bag is philosophical: both cost the roughly the same amount of money, and the only
reason she might choose the paper is out of environmental convictions, or the desirc Lo be a good citizen. There is
nothing wrong with benevolence. Indeed, an entire sector of our cconomy (charitable contributions) is based upon
i However, as Adam Smith pointed out, benevolence is a relatively weak foundation for human action. ("It is not
from benevolence that the buicher, the baker, the candlestick maker provide us with their products....”). If we are to
competently address this problem as a society, then it is imporuant that self intercst be added to benevolence as a
motivation for eschewing the more environmentaily harmful plastic products.

In a well functioning market, the additional disposal costs of plastic would be taken into account by the shopper,
The reason that this result does not obtain at present is because government has nationalized a related industry,
namely that of solid waste management, and garbage carting.

Let us consider, then, the contrary to fact conditional situation where there is a thriving private market for these
activities, Given our present assumptions about the relative harm of paper and plastic, the private owner of a dump

3From this historical-legal exegesis, no specific public policy immediately follows. One alternative is to attempt to “tum back
the clock” to the 1830s, and insist upon a tegime of complete private property rights. This might be considered the best policy
from a purely economic perspective. But given political realities, many commentators have urged what might be deemed a
second best policy of tradeable emission rights which would be sold at auction by government. Sce for exampie Douglass A.
Smith, "The Economics of Prolecting the Ozone Layer,” and Edwin G. Dolan, "Conrolling Acid Rain," Economics and the
Envirorment: A Reconciliation, Walter Block, ed., Vancouver, The Fraser Institute, 1990; Don G. McFetridge, “The Economic
Approach to Environmental Issues,” The Environmental Imperative, G. Bruce Doem, ed.. Toronto, C.D. Howe Institute, 1990;
Robert W, Hahn and Gordon L. Hester, "Where Did All the Markets Go? An Analysis of EPA’'s Emissions Trading Program,”
Yale Journal of Regulation, Vol. 6, No. 1, Winter 1989, pp. 109-153; Robert W. Hahn, "Economic Prescriptions for
Environmental Problems: How the Patient Followed the Doctor's Orders,” Journal of Economic Perspectives, Vol. 3, No. 2,
Spring 1989, pp. 95-114.

'We are now assuming the truth of the claim that paper is much more environmentally friendly than plastic. We will later drop
this assumption, and adopt a more realistic one.
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site will tend 0 charge a prive that seflects thitd, §f plastic camses five imes more damage to his property than
paper, the price he charges the carting company will tend 1o take this into account. The firm which collects parvege
from the homeowner at curbside will then translate this price differential to its cliens®,

Let us now return to our homemaker at the supermarket check out counter. Having been told that she must pay
more for the disposal of plastic products, she now has an additional needed incentive to eschew the paper. Given
this new mindset, there is little doubt that the "externality” problem will disappear. As long as the government
protects property rights by prohibiting border crossings or trespass (c.g., allowing the dumpsite owner to simply
burn the plastic, imposing these costs on third parties) there is no reason to believe that the price differential for
disposing of these two products will not conform to the real cost differentials.

This does not mean that no one will use plastic. It only implies that this item will not be used unless its added
utility, vis a vis paper, is less than fully offset by the additional disposal costs. If the total costs (including costs of
disposal as well as everything else) of using plastics are five times greater than paper, it will only be used if its
advantages are greater than this differential. And that is the way resources should be allocated, if we are to reach
Pareto Optimality.

It is now time to call into question this cost differential. We have been assuming it to be large and positive, mainly
because of the hysterical outbursts and protests which have carmarked the environmentalist movement, such as its
opposition to the opening of new MacDonalds outlets. But there are scientists who have authoritatively challenged
this assumption’. Suppose, now, that they are correct. This means either there is no disposal cost differential
between the two products, or that it is very small, or that it is the reverse of that which is usually assumed.

Notwithstanding this complication, there is no rcason to suppose that a completely privatized solid waste
management industry could not accurately incorporate the full costs of consuming both plastic and paper, including
the disposal costs. Given this, thete is no externalitics problem endemic to the market; instead, it arises because a
vital sector of the market has been compromised. The charge of external diseconomies is based on a confusion
between the breakdown of a market, and the legally enforced absence of a market.

U.S.-CANADA IMPLICATIONS

What are the implications of this analysis for U.S. - Canada relations? We have interpreted air borne pollution,
when it crosses private property boundaries, as a trespass. It is akin to scnding any other object to another person’s
property against the will of the recipient. Except, perhaps, for the degree of harm imposed, it is equivalent to
bombarding someone else with sticks and stones. When the pollution crosses state boundarics, it is morally and
legally8 indistinguishable not only from launching those items, but from hand grenades, bullets and bombs as well.

Of course there is no need for hysterical demands for declarations of war between the two countries, The longest
unguarded border in the world does not exist between the U.S. and Canada for no reason. This problem, as well as
others which have from time to time plagued the North American neighbors -- fishing, border placements, trade --
can and will be resolved peacefully, through negotiation. But any interaction between the two which takes place
under the assumption that air and water pollution, acid rain, harm to fish stocks, etc., is not equivalent to a taking, is
doomed to misdirection. What is necded is a treaty, or a serics of treaties, outlining how and when the various cross
border environmental crossings will be reduccd. Fortunately, if each nation addresses its own internal
environmental difficulties, the international aspects will be radically reduced.

5We abstract from monitoring and sorting costs. When these are incorporated into the analysis, the price differential between
g g
plastic and paper will be reduced accordingly.

6Not only will privatization of this industry solve an environmental problem, it will also save the taxpayer-consumer significant
amounts of money, due to the greater efficiency of the market compared 1o socialism. See Robert Poole, Cutting Back City
Hall, New York: Universe Books, 1980.

7Sce William L. Rathje, "Rubbish!,” Atlantic Monthly, December 1989, pp. 99-109.
8Not, of course, based on how law is currently interpreted, but rather on the basis of how it would be interpreted if it were
predicted on the sanctity of property rights.
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