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Introduction

Though we are heartened by the growth of environmental consciousness in America, we recognize that it does
not necessarily reflect an increase in the sophistication
or success of environmental policies. Assessing the maturation of the environmental movement generates two
important questions: to what extent has the American
environmental movement learned about itself in its
first two decades? And what can Canada learn from the
United States’ environmental growing pains?
The first 20 years of the American environmental
movement witnessed the continuation of a progressive
era central planning approach to environmental issues.
This model, advocated by the young environmental movement and implemented during the 1970s and 1980s, was
predicated on a flawed axiom: self-interest inevitably
clashes with the interest of society. Conventional policy
approaches proceeded from the assumption that markets
fail to address environmental concerns. Rather than advocate for the redesign of institutions to align interests and
produce mutually beneficial outcomes, environmentalists
called for strong government action to curb man’s destructive tendencies (for example, see Sale, 1993: 29–45).

Government intervention may be called for when
market activities impact environmental quality. Yet
there is no end to the range of private activities that
generate environmental effects, and centralized regulatory agencies are ill-equipped to handle the complex
ecological effects of economic activity. Too often governments have adopted a one-size-fits-all approach to
environmental legislation, neglecting differences among
diverse ecosystems and ignoring local knowledge.1 As
Harvard law professor Richard Stewart (1988: 154) notes,
“the system has grown to the point where it amounts to
nothing less than a massive effort at Soviet-style planning of the economy to achieve environmental goals.”
In the last 15 years, however, “green” policies have
benefited from two improvements in institutional design:
capturing time- and place-specific information and creating incentives to improve environmental quality. Freemarket environmentalism (FME) addresses this and recognizes that continued progress requires implementing
superior social and institutional arrangements founded
on (1) institutions, including private property rights, that
create incentives for people to act responsibly; (2) prices
1 For example, the Clean Air Act mandated the installation of
scrubbers on smokestacks to curb the release of sulphur dioxide.
This policy ignored the availability of other technologies, the varying costs of different means to reduce emissions, and the success of
existing state policies.
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that more accurately reflect all costs, including environmental costs; and (3) a recognition that while markets
coordinate wonderfully, they sometimes ignore that
which is intangible and often lead people to destroy that
which has no price and no owner.

>

Free-market environmentalism

The intellectual roots of FME are found in the work of
Nobel economics laureates F.A. Hayek (1945), James
Buchanan (Buchanan and Tullock, 1962), and Douglass
North (North and Thomas, 1970, 1973). Their work demonstrates why centralized, bureaucratic management
often fails and why institutional arrangements, such
as secure and transferable property rights, are important. Central planners lack sufficient knowledge and
are motivated by their own self-interest as much as, or
more than, the public interest. As North and Thomas
point out, “the nature of existing economic institutions
channels the behaviour of individuals within the system” (1970: 5). Bad governmental policies often exist
because, unlike private decision makers, public officials
are not rewarded for efficiency or punished for waste.
Lacking price signals, public officials rarely have the necessary information to plan complex systems and allocate
resources. As Larry Ruff (1970) observes,
the socialist manager of the brick-cement plant,
told to maximize output given the resources at his
disposal, will use the People’s Air to dispose of the
People’s Wastes; to do otherwise would be to violate
his instructions. And if instructed to avoid pollution
“when possible,” he does not know what to do: how

can he decide whether more brick or cleaner air is
more important for building socialism? The capitalist manager is in exactly the same situation. Without
prices to convey the needed information, he does not
know what action is in the public interest, and certainly would have no incentive to act correctly even
if he did know.
In sum, prices are necessary for environmentally sensitive planning, but prices alone are not sufficient. North
and Thomas outline the solution: “Efficient organization
entails the establishment of institutional arrangements
and property rights that create an incentive to channel
individual economic effort into activities that bring the
private rate of return close to the social rate of return”
(1973: 1). In “The Problem of Social Cost,” Ronald Coase
(1960) showed how well-defined and enforced property rights can lead to non-regulatory, common-law
solutions to environmental problems. More recently,
Jonathan Adler (2000) described the role of property
rights in creating effective FME solutions:
For incentives to work, the property right to a resource
must be definable, defendable, and divestible. Owners
must be free to transfer their property rights to others at will. Even someone indifferent or hostile to
environmental protection has an incentive to take
environmental concerns into account, because
despoiling the resource may reduce its value in the
eyes of potential buyers. The role of government is to
protect property rights for environmental resources
and secure the voluntary agreements property owners contract to carry out. Moreover, FME advocates
insist on the application of common law liability rules
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to environmental harms, such as polluting a neighbor’s property, to protect property rights and to provide additional incentives for good stewardship. To
harm someone’s property by polluting it is no more
acceptable than vandalizing it.
Terry Anderson and Donald Leal’s Free Market
Environmentalism (2001) has been quite influential in
this field. Building on John Baden and Richard Stroup’s
Bureaucracy vs. Environment: The Environmental
Costs of Bureaucratic Governance (1981), Free Market
Environmentalism applies the principles put forth by
Hayek, Buchanan, North, and others to environmental issues. Anderson and Leal are with the Property
and Environment Research Center (PERC; formerly
the Political Economy Research Center) in Bozeman,
Montana, which was founded in 1980 by John Baden
and Richard Stroup. The free-market environmentalism
flag was quickly taken up by other think tanks like the
Competitive Enterprise Institute and the Cato Institute.
For example, the second issue of The Cato Journal (Fall
1981) featured no less than six articles on environmental
topics.
Free-market environmentalism is a broad movement, encompassing calls for the divestiture of many
public lands, including national forests, and calls for the
use of market mechanisms like tradable emission quotas with limits set by government regulators. It seeks to
encourage stewardship of environmental assets and discourage shifting or imposing costs, like pollution, onto
others. Its focus is more on achieving outcomes than on
regulating inputs. In general, the FME approach involves
harnessing the incentives provided by private resource
ownership to foster environmental progress.

>

FME vs. the green progressive approach

The progressive movement in the United States originated in the late nineteenth and early twentieth centuries. Concerned by the perceived excesses of unbridled capitalism, it was largely guided by utilitarianism;
it strove to achieve the greatest good for the greatest
number of people for the longest time. Progressives
believed that efficient results could be achieved through
the application of scientific, centralized management.
For example, the first chief of the United States Forest
Service, Gifford Pinchot, along with President Theodore
Roosevelt, believed that government agencies could
advance conservation with efficiency and justice.
Through the early and mid-twentieth century, the
United States continued its rapid industrialization and
urbanization (which was slowed in the 1930s by the
Great Depression). This, in conjunction with the passage of statutes overriding common law, led to serious
environmental harm. Early on, environmental issues
split into those of “romance” (national parks and forests,
wildlife, etc.) and “sludge” (e.g., air and water quality).
While romance issues such as natural resource management became the domain of federal control, environmental quality was managed through common law and
state statutes (see, for example, Adler, 2002), which often
imposed severe penalties on those who polluted their
neighbours. With increasing prosperity, the demand for
environmental protection grew (Coursey, 1992).
On April 22, 1970, federal politicians got the message when the United States celebrated the first Earth
Day. It was then that politicians recognized the power
of the budding environmental or “green” movement
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and how linking to it would improve their political fortunes. Many in the United States consider this to be the
birth of the modern environmental movement. Based
upon the progressive model of natural resource management, the green approach fostered early environmental improvements. Congress passed several landmark pieces of legislation, including the Clean Air Act
(1970), Endangered Species Act (1973), and Clean Water
Act (1977). As a result, we have cleaner air and water,
and people—especially young people—are more environmentally sensitive.
There are, however, three basic problems with the
progressive ideal. First, it ignores the political context
and realities of a centralized professional bureaucracy in
an open and complex democratic structure. Second, it
assumes that, over time, such organizations will remain
true to their founding ideals. Third, it assumes that scientific management techniques will not need to adapt
to changing social values (diZerega, 2002). The combination of these three problems has produced disastrous results. As William Cronon has pointed out, “by
the 1990s, even the Forest Service was acknowledging
that its own policies had helped produce catastrophic
results for the very forest they were intended to protect”
(1995: viii).
Over the years, political economists have attempted
to explain why agencies like the Forest Service tend to
go astray.2 Over time, they say, these agencies predictably deviate from their mission. Protecting their budgets and codependent commodity interests becomes the
dominant strategy (O’Toole, 1988: 118–24), and these
agencies become part of an iron triangle of special
2

For one of the earliest accounts, see Stroup and Baden (1973).

interests, bureaucratic entrepreneurs, and elected officials. This unfortunate by-product was anticipated by
few but exploited by many (see Baden and Stroup, 1981).
The mutual interests of this alliance have come at the
expense of local communities, national taxpayers, and
sustainable ecosystems (Baden and Noonan, 1998).
Under political management, national taxpayers
find themselves subsidizing economically irrational and
environmentally destructive activities all too often. The
following three examples illustrate how destructive this
management can be:
l

l

l

In 1997, Oregon’s Mount Hood National Forest
accepted blame for decades of mismanagement
that devastated an entire watershed. The Forest
Service proposed spending $5.4 million to restore
the Fish Creek Drainage, where logging caused
some of the worst landslides in the region and
runs of wild salmon were nearly wiped out.
In 1999, Senator Ted Stevens appropriated US$12.5
million to cut trees in the Tongass National Forest
in southeastern Alaska. The Tongass has lost
more money than any of the national forest timber programs. Between 1993 and 1997, taxpayers
lost over US$200 million due to logging in the
Tongass, not including the value of amenities and
habitats despoiled by roads and clear-cuts.3
The Knutson-Vandenberg Act of 1930 is an especially heinous example of perverse incentives at

3 Based on data on National Forest timber sales compiled by the
Thoreau Institute, available from www.ti.org/publiclands.html.
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work. Intended to provide funds for reforestation
over the years, K-V funds created a huge incentive
to cut more trees, even at the expense of environmental values. The act requires a return to the
Treasury of only 50 cents per thousand board feet
(US$2.50 for an 18-wheeler loaded with logs). A
purchaser may pay US$1500 for those trees; the
Forest Service keeps the difference. The Forest
Service uses K-V funds to cover salaries and overhead, not just reforestation.
Despite the hopes of progressives, it became obvious
that politics always undermined, and would continue to
undermine, the operation of government. In the end, the
best-organized special interests will influence the fate of
federally managed resources (see Olson, 1965: 141–48 for
an explication of this process).
Enter free-market environmentalism
The development of free-market environmentalism paralleled the environmental movement launched with the
first Earth Day in 1970. By the late 1960s, some began
to look closely at the federal management of natural resources and realized that the problems were not
merely aberrations, but were the inevitable pathology of
bureaucratic management. Mainstream environmentalists believed these problems could be solved by installing better leaders and continued to advocate top-down
solutions. Free-market environmentalists proposed
alternative institutions to harmonize environmental
goals with liberty and responsible economic growth. To
overcome progressive policy deficiencies, FME emphasizes the need to align individual self-interest with

society’s environmental interests. While acknowledging that markets can fail, the early advocates of FME
believed that market processes, including non-profit
environmental entrepreneurs, can become powerful
environmental tools. When effectively deployed, market processes establish institutions that create positive
incentives and generate the information necessary for
stewardship. Prices are one medium. As Hayek noted
in 1945, “Fundamentally, in a system where the knowledge of the relevant facts is dispersed among many people, prices can act to coordinate the separate actions
of different people … The marvel is that in a case like
that of a scarcity of one raw material, without an order
being issued, without more than perhaps a handful of
people knowing the cause, tens of thousands of people
… are made to use the material or its products more
sparingly” (526–27).4 The extension of property rights
to new domains and the creation of wilderness trusts
exemplify this model.

>
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Political pathologies and government failure
Although public servants often act in the public interest, it is naive to believe that this is always the case.
Understanding environmental policies necessitates an
appreciation of how institutions and self-interest shape
the behaviour of politicians, bureaucrats, and special
interests (Buchanan and Tullock, 1962). One way in
which these forces interact involves the “short-sightedness effect” (Gwartney and Stroup, 1995). In Canada and
the United States, provincial, state, and national elections are held every few years, depending on the office.
Seeking reelection, politicians normally pursue policies that deliver positive results to special interests in
the short-term (e.g., restrictions on imported lumber
and steel).5 Environmental concerns, however, require
an appreciation for long-term processes; consequently,
the short-sighted bias of politicians can undermine environmental goals.
A process known as bureaucratic capture illustrates
a second conundrum (Gwartney and Stroup, 1995). Selfinterest encourages bureaucrats to expand the scope of
their authority and enact more projects, thereby providing more opportunities for individual promotion (Wolf,
1979). Special-interest money and influence often steer
this process in the direction they desire. Whether captured by a logging company or an environmental group,
the bureaucracy’s activities often drift away from their
avowed mission. In sum, mainstream (statist) environmental groups under-appreciate the need for institutional constraints and corrective feedbacks within governing organizations.
5

See Benson (1981) for this argument applied to land use.

Gathering time- and place-specific information
about ecosystems is a crucial component of sound policy. Yet ecological knowledge varies widely, constantly
changes, and is understood imperfectly. As Hayek noted
with regard to an industrial context, “central planning
based on statistical information by its nature cannot take
direct account of these circumstances of time and place
… If we can agree that the economic problem of society
is mainly one of rapid adaptation to changes in the particular circumstances of time and place, it would seem
to follow that the ultimate decisions must be left to the
people who are familiar with these circumstances” (1945:
524). Thus, a system that operates on dispersed, decentralized knowledge will be more responsive to the geographical variety of many environmental problems. But
in addition to decentralized decision making, the “man
on the spot” needs the information provided by prices
to make proper decisions, for prices convey the value
people place on a given resource.6 Many environmentalists, however, have succumbed to “the false assumption
that they could comprehend nature, and human nature,
in their full complexity” (Schoenbrod, 2005: 220). This
reality plagues command-and-control management
for two reasons: first, all ecosystems contain unknown
characteristics; and second, local knowledge is too voluminous and fleeting to convey to politicians and policy
makers without some kind of price system. Thus, green
policies have overlooked many important characteristics of disparate ecosystems.
6 In come cases (e.g., SO2 emissions) the “price” may be determined politically, with scientific input, when the government agency
decides the initial supply of emission permits (i.e., sets the desired
upper limit of pollution).
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Successful policy making requires creating positive
incentives for private individuals to pursue environmental stewardship. Yet following Earth Day, most government policies ignored incentives and relied primarily on
punitive measures. The Endangered Species Act (ESA) is
an example of such policy. Environmental advocate and
economist Randal O’Toole notes its dual nature: “The
law’s goals are so noble and uplifting that few could disagree with them. Yet the law’s means for achieving those
goals are doomed to failure” (2000: 199). Wary of the
potential for similar problems in Canada, Laura Jones
urges that Canadians take “careful consideration of the
nature and extent of the threats to endangered species
as well as the likely effects (including unintended consequences) of federal legislation” (Jones and Fredricksen,
1999: 3). When an endangered species is found on private property in the United States, activities such as
ranching, farming, and logging often suffer in an effort
to preserve habitat. Consequently, some speculate that
landowners adopt a “shoot, shovel, and shut-up” mentality toward endangered species. This perverse incentive
harms long-term environmental goals. Fortunately, the
United States Fish and Wildlife Service has recognized
the ESA’s deleterious effects and has created “safe harbor agreements,” which reward landowners for species
rehabilitation and reintroduction (United States Fish
and Wildlife Service, 2004).
Three additional lessons can be learned from
America’s environmental maturation. First, environmental values constitute only one of several competing
values. For example, Pete Geddes notes that “the implicit
and strong implication [of the ESA] is that the creatures
to be saved, each species of beetle, rat, or toad, has infinite value. There is no recognition of the necessity of

tradeoffs” (Baden and Geddes, 1996, May 22). Second,
good policy requires good science. An old ecological
theory asserts that a “balance of nature” once existed and
that man must restore it. Most ecologists now agree that
ecosystems constantly change and that the “balance of
nature” does not exist (Botkin, 1990: 6). Humans have a
role as stewards and their involvement in the environment should reflect societal values, rather than futile
attempts at Edenic restoration. Finally, Earth Day’s
centrally planned policies eroded the values of a free
society. Heavy-handed mandates from Washington,
DC, disregarded property rights and stifled innovation. Environmental policies need widespread support,
yet green policy mistakes have turned some important
segments of the American population against modern
environmentalism.
American “greens” contributed to the growth of the
environmental movement by solidifying and expressing the national environmental conscience during the
first two decades following Earth Day. In some cases,
environmental policies were successful despite poor
institutional arrangements, incomplete information,
and insufficient incentives. However, these deficiencies
prevented good intentions from living up to expectations. After a century of effort, experimentation, and
reform, “the Progressive legacy is starkly clear. Remote
bureaucrats, allied with subsidized production interests,
establish mandates both insensitive to local values and
insulated from market processes. The results devastate
both communities and ecosystems” (Baden and Geddes,
1996, May 22). Despite the recurrence of these travesties, blame was assigned to individual bureaucrats and
faith in the progressive model persisted, perpetuating
the environmental movement’s growing pains.
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Coming of age

Free-market environmentalism (FME) reinvigorated
the maturation process, countering the stagnation of
the green movement with creative new approaches to
improving environmental quality. The FME approach
aimed to align self-interest with society’s interest—in this
case society’s environmental goals. To achieve this harmony, free-market environmentalists focused on constructing institutions that would generate information
and create incentives (Baden and Stroup, 1983: 26–27).
Privately owned goods traded freely generate prices that
convey the value market actors place on those goods.
Without private ownership and free markets (e.g., in the
case of government ownership) accurate (if any) valuations cannot arise. On what basis can a Forest Service
bureaucrat compare the value of preserving wilderness
to that of logging? Thus, free-market environmentalists, including non-profit environmental entrepreneurs
such as the Sierra Club, advocated market mechanisms
while stressing the government’s role in defining and
enforcing property rights. FME emphasized the ways in
which market solutions surpass government solutions:
they promote diverse and innovative solutions, generate
information necessary for stewardship through prices,
balance society’s competing goals, and engender voluntary, peaceful interaction (Stroup, 2003: 17–38). FME
recognizes that there are no perfect solutions; however,
its advocates claim that market mechanisms often have
a greater potential to protect our environment.
The FME model produced several principles for constructing new institutions. First, local knowledge of ecosystems is best utilized if power devolves to the localities

and individuals where it resides. The federal government
should relinquish power to states or provinces, counties,
cities, and other regional organizations to make some
policy decisions (e.g., with regard to water treatment,
landfills, localized emissions, and natural resources
on state lands). Second, where possible, governments
should replace punishments with incentives in order to
guide behaviour (e.g., by setting emission limits rather
than prescribing technologies). Positive reinforcement
is more effective and consistent with the values of a free
society. Third, individuals who experience the full consequences of their actions, both positive and negative,
will make better decisions. Identifying and empowering
these individuals is crucial to successful environmental
policy. Fourth, environmental stewardship requires a
long-term outlook. Institutional design should extend
the decision-making time frame beyond politicians’ fixation on the next election.
Advocates of free-market environmentalism identify property rights and trusts as institutions capable
of satisfying these principles. Many of the most egregious abuses of the environment occur in areas that lack
well-defined and enforceable rights of private ownership. These “commons”—such as fisheries and the atmosphere—are routinely subject to excessive consumption
or contamination. When established and enforced by
the government, property rights systems generate the
information and incentives necessary for sound stewardship (Anderson and Leal, 2001: 8). The extension
of property rights to new domains—such as fisheries
and air pollutants (see Rothbard, 1990)—internalizes
environmental externalities. Improvements or degradations of the environment are reflected in the value
of the property. If one pollutes another’s property, that
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individual can be sued under common law. As Yandle
writes, “[With] common law, right holders to land have
the right to enjoy the benefits of land ownership or usage
and to exclude from their land unwanted and unreasonable invasions by people or pollution” (1997: 91). When
property rights are transferable, the price system provides information about the worth of the property and
the subjective values of individuals. Property rights to
environmental resources become assets for their owners, affecting their decision-making process. Abusing a
forest or fishery becomes tantamount to squandering a
retirement fund. Although no single way exists to implement a property rights system, FME policies include a
variety of mechanisms and tactics to overcome distinct
environmental problems.
Trusts or wilderness endowment boards offer an
alternative to traditional political and bureaucratic management of natural resources (Baden and Stroup, 1981).
These institutions pursue stated environmental goals by
harnessing the methods and motivations of non-profit
organizations led by a board of trustees. Examples of
successful trusts include the Quincy Library Group,
the Valles Caldera Trust, the Grand Staircase-Escalante
Group, and the Missouri River Corridor Trust. People
organize trusts in a variety of ways—some are publicly
owned, others are privately owned, and some involve
public-private partnerships. There are several advantages of trusts (Fairfax and Guenzler, 2001: 25–38). First,
trustees must follow the guidelines established for the
purpose of the trust and are legally accountable for
their decisions. Second, trusts insulate decision makers from short-term political time frames and encourage an appreciation for long-term ecological processes.
Third, trusts are more likely to include individuals who

are intimately familiar with and concerned about the
site to be preserved in the public interest. Finally, by delegating the management decisions to a board of trustees, trusts reduce the conflict inherent to politicized
resource management (LeRoy and Green, 2005). Freemarket environmentalists have developed a variety of
ways to construct and apply wilderness trusts to improve
stewardship (Fairfax and Guenzler, 2001).

>

The years ahead

The success of FME policies since the first Earth Day in
1970 signals the maturation of the environmental movement. Canada’s fisheries and forests have benefited from
the successful implementation of FME policies. The
individual vessel quota system for the British Columbia
halibut fishery and the community forest agreements
within the provincial forest tenure system are examples
of this approach.
The contributions of FME demonstrate that the environmental movement has learned enough about itself
and the world to handle important responsibilities; it
may enjoy wisdom commensurate with its maturity. A
variety of philosophically divergent approaches can be
used to meet environmental goals. However, the extent
of Canada’s environmental quality depends upon policy makers’ recognition of several key insights: political
and bureaucratic decision makers are self-interested;
ecological knowledge is local and ephemeral; and punitive measures generate perverse results. Ignoring these
truths in the United States led to decades of squandered
opportunities to improve environmental policy making.
Policies that align individual self-interest with society’s
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environmental interests generate superior results by
employing local, individualized knowledge and rewarding sound stewardship. Myriad institutions foster such
knowledge and incentives; extending property rights to
new domains and endowing wilderness trusts are just
two examples. The intellectual foundation for sound
environmental policy is well established in the FME literature. Canadians who wish to balance environmental
and economic needs, while preserving the values of a
free society, will benefit from its recommendations.
While serious problems remain, the low-hanging
fruit has been picked. Americans and Canadians now
confront more subtle and contentious environmental
issues. Addressing them effectively will require the more
nuanced and adaptive tools provided by free-market
environmentalism.
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