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Introduction by John Zivnuska, University of California, Berkeley.

Good evening, Ladies and Gentlemen. As the moderator of the program
it is my pleasure to introduce our speaker for this evening, Mason Gaffney.
After talking with Mason earlier this evening we found we had a number of
things in common. One was a beautiful little island off the coast of New
Guinea during World War Il. He found It badly deforested. |t so happened
| was one of the people who helped to deforest it. Bombs and artillery fire
can be just as devastating as power saws.

Mason Gaffney is an economist with a Ph.D. In Agricultural Economics.
| first became aware of Mason before | met him. He had published a rather
lengthy discussion of financial ‘maturity. After reading it | discovered that
a relatively unknown economist understood more about one aspect of my field
than most of us who claimed to be forest economists.

Mason has followed a varied career and this has continued to be one of
his attributes. He started young and eventually attended both Harvard and
Yale. This somewhat disillusioned me because | thought that if you went to
one you couldn't go to the other. Perhaps his case is an exception because
he attended Yale courtesy of the Army Air Force.

After his military service Mason graduated with a degree in economics
from Reed *College. He then did his Ph.D. work in Agricultural Economics at
the University of California. Unfortunately | didn't meet him there until
he had almost finished his program. He then began a career during which
he served as a faculty member at the University of Oregon, North Carolina

/
State University, the University of Missouri, and the University of
Wisconsin. He left the University of Wisconsin to join Resources for the

Future in Washington D.C. 1In 1973, he left Washington to become Executive

Director of the British Columbia Institute for Analysis of Economic Policy.
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Throughout his career, Mason ha?'mé§ntalned an interest in forestry,
although his main interest has been faxaiion. Forestry has provided him an
especially interesting example of taxation. While at British Columbia he
has been actively involved in forest management and policy. largelv a result
of their economic importance to theiProvlnce.

I think Mason Gaffney Is a mannﬁho has done a lot of original thinking.
He has never been intimated by conventional wisdom, and has been quick to
call attention to much that is folly.

It is my pleasure to present to you our speaker of the evening, Mason

Gaffney.)

MASON GAFFHNEY:

Thank you very much. When John itemized the itinerary of my career,
he might also have observed | don't get along with people very well. |
appreciate John's confession that | knew more about at least one aspect of
forest economics than he did. This was most generous of him although |
think his praise is somewhat excessive. The same impression has never
existed on the campuses of the various universities where | have served.
| do believe in sustaining the ego, however, and | can prove that. My
oldest child is 22 years old., We expect another in August.

More relevant to our topic, | might note there's a Gideon Bible in my
room. As many of you know, it tells the story of how God took six days to
create heaven and earth and to rescue us from chaos. VWhen they organized

this conference. John Walker and Jack Keane and their friends only qave us

two days to rescue you people from the chaos that exists in forest economics.

| hope you will be tolerant, therefore, Don't expect miracles nor hold me to

exacting standards of proof.

| think it is worth knowing at the outset that private business operates

on the principal of maximizing discounted cash flow. This is really the

essence of financial maturity and soil expectation value. It is incorrect

to suqgest that people who preach this doctrine are proposing something
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; new. It's at least as old as Adam Smith, whose publication ''The Wealth :§
of Nations' is having its 200th birthday this year.
My subject is ''The Conservation Ethic and the Economist.'" It seems
to me we can begin with something we all Havc in common; we oppose waste.
At least | think we do. This unanimity permits us to start with a common
foundation, a common philosophy if you will, marred only by the vagueness
| which arises because we haven't defined yet what we mean by waste.
But first, | would like to say a word in favor of straight talk.
Now, | am very much in favor of straight talk. As most of you know, |
have had problems with the bureaucracy of British Columbia. By the way,
John, if you feel that | have had an influence on them you greatly under-
estimate their powers of resistance. |f you feel the U. S. Forest Service
is a closed system, try combining its attitude with provincalism, paranoia,
and anti-Americanism.
Last December an election was held in British Columbia. Many of my
supporters were voted out. As a result, | began getting strange signals
and reading things in the éaper that bothered me a little bit.
Finally, | had enough, and since | had a nice offer from another place
| went to the Chairman of my Board of Directors and told him, 'Why don't you
go to the Minister and tell him that | want to know in words of one syllable
é just what his plans are for our organization and where are we headed.' He
i
| did and the word came back in a brief letter. 'Dear Mr. Gaffney, your position
has been terminated." Now thats what | like. Say what's on your mind.
RN try to do that this evening with my topic.
% Another thing | assume we all have in common is that we favor ''conserva-
é tion! somehow defined. Gifford Pinchot when asked what conservation meant
? was reported to have answered, "l don't know what it means but it's awfully
hard to oppose."
| once collected definitions of conservation from varinus philosophers

and authors. | consulted nine and found eleven different definitions. It's

obviously an elastic term and Is used frequently in legislatures to ferti-
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lize new crops of statesmen. There must be something there we should

try to understand. Economists, in particular owe a great debt to conserva-
tionists because of the extent to which conservationists have kept abreast
of the importance of economizing the use of land.

The importance of land may seem self-evident, but to many econ-
omists it is not. Until fairly recent times it has been quite common for
economists to define efficiency in terms of output per man, regardless of
the cost in terms of other resources; land, water, energy, or whatever.
This view of equating efficiency with maximum output per man suggests a
labor theory of value. Conservationists are very alert to inputs other
than labor, but they seem to go to the other extreme and think we should
maximize output per acre of dand regardless of cost.

Recently we have been getting all sorts of oddballs constructina
such concepts as an energy deficiency standard of value and an oil balance
of payments. Others think nothing is productive unless it brings in
foreign exchange. Generally, is not useful to go to any extreme. rather
to mediate among them, and to avoid unbalanced extremes and develop some-
thing we might call 'total factor productivity."

A second debt we owe to conservationists is their emphasis on
putting resources under responsible management. Resources which were not
subject to tenure control, such as ocean fisheries and forests during the
Hiddle Ages, were, as Barney Dowdle argues, subject to over-exploita;ion.
To digress briefly, whenever | give a talk in British Columbia | always
have to preface my remarks by saying, ''0Of course, ! don't go all the way
with éarney Dowdle but.'' If | didn't, no one would listen. Perhaps its
not so much Barney Dowdle but the fact his analysis is too far ahead of
political realities. There was this wonderful headline in the Vancouver
Sun about two years ago. The headline said '"Who is Barney Dowdle?' It
turned out that he had committed the sin, the unpardonable sin, of having been
born in America and was then hired to give an opinion on econoﬁic policy

for British Columbia.
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One of the greatest contributions of the conservationists. it seems to
me, was to emphasize the importance of economizing a natural resource over
time. Something is qiven up this year in order to aet somethina more in
some future year, or the other way around. Viewed in this manner conservation
and economics are much the same thing. Thev have a lot in common. Each
involves careful use of valuable assets, planning over time, avoiding
waste, and trying to increase future wealth. | am happy to say Funk and
Wagnalls dictionary agrees with me. Conservation is defined as the
preservation of natural resources for economic or recreational use.
Economists are all aware that recreation is an economic use.

Conservationists have also given great emphasié to side effects of
resource use, what economists call ''externalities.' In recent years
economists have been catching up with this issue. Of course, they can find
historical references which allow them to claim that they have been doing
it all the time. But the truth of the matter is that side effects
("externalities") were long neglected and many of them still are. |
remember an economics professor at UCLA many years ago objecting to
rcgulatiohs to control air pollution as being improper interferences with
personal freedom and the workings of the free market.

By harping on these kinds of problems conservationists have performed
a useful function. They cause problems themselves, however, because often
they go too far. As economists rightly observe, a preoccupation with side
effects could result in never changing anything. Stagnation and other
economic anamolies could occur. We have a good example in southern
California where it is impossible to change the point of water diversion.
The law doesn't say that compensation must be paid for any damages
inflicted from diversion. It says simply and unequivocally that no one
will be damaged. In 150 years no one has been able to meet that test.

As a result there has been no diversion. In order to get water where you
want it you nust go down stream to an ancient and honorable point of

diversion and then pump the water back uphill parallel to the river.



g
it

beosemmn e o e o e s

R

S B e o e

e e e et el e e e st et e e Ll o

R R

T

This is conservation carried to an unreasonable extreme.

Another debt we owe to conservationists is that they remind us there
is a community interest in land. Land is peculiarly affected with a public
interest. As an economist, | like to see this public interest asserted
through thy tax mechanism rather than by regulations. Requlations inevit-
ably seem to lead to distributional effects which | find highly distaste-
ful. Uealthy, special interest groups are too frequently the winners.

Conservationists also keep reminding us that natural resources are a
source of livelihood and employment. Economists are supposed to monopol ize
this field, to tell us how to create jobs and keep the economy fully em-
ployed. Natural resources may have a more important pléce in formulating
employment policy than economists have recognized. Too often, it seems.
economists use econometric models to forecast and determine how to control
the economy. Their conclusions; when in doubt recycle money faster. |f
that doesn't work, print some. That's the way to make jobs. | don't
think the conservationists buy these conclusions and | don't think they
should.

Finally, conservationists would like to think they have kept us
aware of the fact that natural resources have to be renewed and replaced.
| must disagree with this belief. | don't think conservationists have a
monopoly on that particular observation. Over 100 years ago, John Stuart
Mill said that if resources were to be maintained it would be by perpetual
reproduction not by preservation. He was talking about forests among

other things.

.Havinq considered a number of contributions made by conservationiéts
I think it is now appropriate to ask the question, 'Where has conservation
gone wrong?'" | have already alluded to a few limbs on which conservations
have managed to perch themselves. Conservation may be a qood antidote to

the excesses of economics, but an antidote without the poison can itself

be a poison. Lets take a look at some of the places where conservation

may have gone wrong.



With apologies to some of my friends in the Forest Service, let me
suggest that conservation has gone partially wrong by letting itself become
identified with bureaucracy. Bureaucrats have some traits which seem to be
endemic to the species. | should also note. some individuals who happen
to occupy bureaucratic positions may be free from them.

Any bureaucracy has a mission, a reason for being. It has objectives
additional to selfpreservation and the survival of bureaucrats. In the
pursuit of its objectives It's also important for the bureaucracy to make
people think its objective is good. A good example is wood. We have all
been exposed to lengthy bureaucratic orations on how 'wood is good''.

There is a serious conflict among the owners and the managers of a
large collection of resources. Their interests are not alwavs the same
so they must bargain with each other. In the case of the public lands in
the United States the owners are all the citizens. They are largely

Gl
disorqanize?}:jthouqh represented by Congress they are not capable of
arguing effectually with the various bureaucracies which manage their assets.
Interest groups, of course, get very good at bargaining. Bureaucracies
get awfully good at bargaining too. Based on my observations | would rank
the military first and the Forest Service a close second. The bargaining
tool of the military bureaucrats as you know is, ''the Russians are coming."
The bargaining tool of the Forest Service is that we are running out of wood.
As successful as campaigns of these kinds have been in the past, this might

be a good time to suggest caution against hitching one's wagon to any of

them.

As | read the newspapers, it seems to me that a reaction against bureau-
cracy is rising throughout the land. In the academic world University of
Chicago School economists seem to be gaining stature everywhere. Professors
Buchanan and Tullock at Blacksburg, Virginia have been beating the drums

about irrational patterns of bureaucratic behavior. Perhaps more to

the point, our Presidential candidates seem to feel that running against

Washington, and all its evil ways, is good politics. |If you really want




to hitch your wagon to the bureaucratic star for the next 20 years it might

be best to move to Canada.

Let me list a few examples of irrational economic behavior traditionally
associated with bureaucracies. The most outstanding one is the tendency to
treat capital as though it were free. | don't mean, of course, that you
lend your capital to others freely. Perish the thought. This isn't a
symmetrical process, it's a one way trip. You stress a great need for
capital and all the things you will do with it. Once you get it you treat
it as though it were free. This means, of course, that before long you
run out and then you ask for more.

Needless to say, these pleas are either implicitly or explicitly based
on a belief the social rate of time preference is below the market rate of
interest. This all sounds very profound, but its something we know because
we have read the golden tablets. The world mist be held in trust for
future generations. |'m for future generations too, but we should ask if
this is really the best way to take care of them. What social time preference
has meant in practice is that capital is allocated without proper regard for
its productivity. The reason we have an interest rate is simply because we
don't have enough capital to go around. |If we let one group of people
invest it at low rates of productivity, that means that other people have
to go to marginal sources to obtain their capital.

We are inclined to look down on the Indian peasants who go to the money
‘enders to borrow at usuriogs rates of interest. They finance corsimption

activities at the expense of productive activities. When we borrow at 10% and

o

then turn around and invest it in public capital at 1% we do much the same
thing. There is a 9% deficit there that has to be made up. | suggest that
this is a good way for a nation to get into trouble,

One of the authors of one of the eleven definitions of conservation
that | consulted defined conservation as not exploiting raw materials. |
always regarded that as somewhat parochial and | quess | still do. The
practice of selling our land to foreigners because of the scarcity of

capital in the private section is abetted by the waste of capital in the
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public sector. Is this not an anti-conservationist practice? ;7

We also believe that when you cut a tree, you plant a tree. That's
supposed to be a good policy. Economists differ, from conservationists
by saying, we should renew our forests but we should do it more often and
we should also do it on better sites. To suagest maximizing mean annual
increment of wood, as conservationists commonly do, is to suqgest treating
the interest rate as though it were equal to zero. This is also to treat
capital as though it were free. MNaturally, this.is one way to increase
output per acre per year. Practices of these kinds may seem to be obeying
the conservationists' exhortation to economize on land. By not chargina
for capital and applying it lavishly we maximize the return to land. Ve
could also grow more corn per acre per year if we treated fertilizer or
labor or any other input as if they were free.

The problem here is that we have a turnover problem with no inventory

constraint. When the rate of interest is treated as if it were equal to

zero you can justify building up Inventory, or growing stock of timber,
until output can't be increased anymore. No private business does that.
Private forestry doesn't do it, Why should public forestry?

The secret of balance as the economists see it is to maximize total

T WM NN - R NN R VS WS TR I 2

factor productivity. That may sound a little obscure but it really isn't.

Simply, we must put a fair cost on all inputs and then maximize the bottom

line, if you'll pardon the expression. All costs must be deducted. We

R W T

may select various bottom lines to maximize. Generally, we think in terms

e

' of maximizing the net return to land, present net worth, or discounted
cash flow.
B Discounting the future does not mean to say the future is unimportant.
It is just another way of charging for the use of capital over time. Using
i capital as though it were free, as public foresters, do is simply a
bureaucratic thing to do. There is a very good reason. The reason is
that capital costs are invisible. When you have capital in your possession,

under your control, then it no longer appears in the budget. Payrolls are
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visible. They are always there in the budget. |It's a cash outflow each
year. Even though the cost of capital is invisible, its still there. It's
what economists call an opportunity cost. The reason economists and
bureaucrats tend to be natural enemies is because ecoﬁomists job try to
make invisible input costs visible.

In its accounting of its management of the national forests the Forest
Service should include an entry which indicates a 40 billion dollar mortgage
on the land and timber being managed. I'm using 40 billion dollars as
their value because that estimate has been made by Marion Clawson. Marion,
as you know, rides a pretty fast horse and that was the best estimate |
could find.

1f the national forests are worth 40 billion dollars. and you economize
on their use, you than must pay interest on them each year. At 10% this
would come to 4 billion dollars a year. You should wrobably pay property
taxes besides that. But why quibble.

The Forest Service is not earning 4 billion dollars a year on this
resource. It only gets about a half a billion gross. |Its net. without
counting capital costs. is frequently negative: This is not a good way
to run a 40 billion dollar railroad. |Is this not one wav of askina if
this enterprise is really being operated in the national interest?
Economists and bureaucrats are natural enemies. Perhaps this example
enables you to see why.

It has already noted that bresent forestry practices may take capital
from moré productive sectors of the economy. We wav also neglect higher
uses within the forestry sector itself. Intensive management on the best
sites may be neglected. This means we neglect efficient use of both
capital and land. There are two ways to apply more capital to the land. the
auick way and the slow way. The quick way is intensive managéﬁent. The
Forest Service, so |'m told, tends to neglect that. The slow way is to let
the trees stand a long time and pile up plowed back capital and unrealized

rents. This is what tends to happen if you use long rotations. The use
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of culmination of mean annual increment as an objective is not only a slow i
way of growing timber, it also tends to rule out quick capital turnover.

If the cycles are long you can't justify intensive management. Bill Hyde and

John Walker have both called attention to this problem. They have shown

that by using shorter cycles and increasing the management input you get

your money back much faster.

A third weakness of the conservation movement, in its marriage with
bureaucracy. is toward cross-subsidizing. Its related to ''defending the
égzélgfﬁr;%ﬁerwise known as ''land grabbing.'" The idea is to earn money from
good land. Instead of reinvesting it where its most productive (on the
good sites) you then develop the marginal sites. You neglect the good
sites because they are firmly under your control and somebody else might want
to get his sticky fingers on the marginal sites. This is all summarized
by the phrase, '""A little of everything, everywhere.“ The policy is similar
to how Mayor Daley tells his people to vote, that is, early and often.

Regeneration is not made on the basis of productivity but the availa-
bility of money. Much money is frequently made available from cutting
mature timber. This is the so-called "allowable cut effect'" you have heard
so much about. There are additional biases. Logging at elevations that
are too high and invading recreation land. | won't take time to go into

\L?,,O :‘:

these this evening.

gbkp\.\ Conservationists have developed the concept of ''even flow”.N'NotMeQen

a government agency could think of doing that. This is sometimes referred
to as a ?iological concept, although |I'm certain Charles Darwin and his
followers would have difficulties believing the state of nature is a static
state. The law of evolution, and survival of the fittest, would appear to
call for the kind of mobility and flexibility which strangely enough the
free market tends to create. With its emphasis on obsolescence and re-
placement the competitive market seems much better desiqned than ''even
flow'" to prepare us for a golden age in the future.

The fifth problem that conservationists may be perpetuating is their

conviction that free markets are essent

ially malignant and irresponsible and
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bureaucracies are mostly benign. Economists have worked out the basic tend- e
encies of the economic system in a very persuasive way. They have also in-

vestigated carefully, alternatives to the free market. It is reqrettable
conservationists have gotten themselves off on this tack of seeming to

support authoritarianism. The culmination of authoritarian system was

Louis XIV. | just don't think we ought to go back to that.

My next to last criticism of conservationists is the importance they
attach to natural resources as a basis of employment. |f you analyze this
situation it would appear they mean the substitution of capital and land
for labor. They mean that wood is grown with lesser input of labor and a
greater input of capital and land. This would not be a good thing for employ-
ment. Economists have been preaching for years that the way to make jobs
for labor is to make work for capital.

Another problem that conservationists have gotten into, is to create
a system in which there is no trade-off between wood products and the other
products of the forest. How, if we are going to have trade-offs between vood
and other forest products, we have to have a common measure in order to know
which trade-off is optimal; When we go to non-economic standards of rotation,
and abandon the concept of soll expectation value or maximizing the present
net worth of land, theq we have abandoned the only common measure there is
between wood and other forest outputs such as water, wildlife and recreation.
Economics has been critized because it doesn't measure these non-wood out-
puts. Neither does the culmination of mean annual increment. Economics
does provide a basis for.making trade-offs between wood and other products
which tge.other system doesn't. The principal argument for using the
price system is that it does give you a basis for making choices.

Finally, capital is kept in existence age to age not by preservation
but by continual production. This means more than when we cut a tree, we
plant a tree. We might quote Emerson, the transcendentalist, who once went

to India. Like the Beatles, he spent a lot of time with the Hindus and

studied the Indian philosophy about the many forms life can take. Economists
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frequently think of capital in this way too. It is a collection of
physical objects which can take many forms. We don't have to replace wood
vith wood. We could cut down part of the timber inventory, if there is an
excess, and replace it with gymnasiums, hospitals, bars or bowling alleys.
If we maintained our capital stock, we haven't lost it. We have made it
much more useful. We haven't failed to take care of the needs of the
future. We have made the future better.

As a concluding note, | might observe that after spending three years
in British Columbia | found the place to have many charms and virtues. It
is however, something of a closed society. | suspect for the next 20 years
the British Columbia Forest Service will act much like the U. S. Forest
Service has for the past 20 years. In the United States we have a
potentially more productive situation. We have a vigorous private forestry
sector whicﬁiﬁlowing trees, making profits. and paying taxes. They are
shortening rotations. They are providing guidance for public foresters.
This is a great American tradition. It would appear the U.S. is on the
cutting edge of progress in forestry. |In spite of this progress we are
still left with the question, '"How long can the old ways continue to hold

out without modification?' That is the question | will leave to you.

"Thank you for your patience.
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