The Coasean Dilemma: Bison Ranching or Trout Fishing
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Buffalo’s roaming free on the range, destroying fences and despoiling the trout fisheries of the South Platte.   As the editor points out in The Denver Post article, this is a scene straight out of the “wild West.”  What the editor fails to note is that this is also a classic hypothetical used to illustrate the “Coase Theorem,” for which Ronald Coase will be eternally famous and was recognized as a Nobel Laurelate in 1991.

The Coase Theorem dictates that the market can resolve the issue between fishermen and bison owners with minimal government interference.  Indeed, the government’s only role in the issue is to define the appropriate property right: the right to fish or the right of owners to let their bison roam freely.  Once defined, the two parties can enter into negotiations that will determine the economically desirable outcome.  Reaching this economically desirable outcome relies a numerous assumptions that in the end subsume the rule.  Before addressing these assumptions, it is first necessary to examine the dilemma of the bison owners in Cosean terms. 

Assuming that there are only two interested parties to bison issue: the ranch owners and the fisherman of the South Platte, where each party has a quantifiable interest in the actions of the bison.  The bison owners wish for the bison to roam freely without worrying about erecting fences or damage caused to surrounding property.  The fisherman of the South Platte, conversely, wish to fish free of any nuisance caused by the roaming buffalo.  Given these competing desires, the Coase Theorem states that the government should identify the property right (right to fish or right to roam freely) and let the parties negotiate.  For purposes of economic efficiency, the crucial point is that the government decide the issue one way or the other, thereby creating a market for the two parties to negotiate freely.  This is because in either case (subsequent to some very important caveats noted below), the most desirable economic outcome will result because the party that values the right more will pay the other for that right.

For example, assume that the bison owners receive the right to allow their bison to roam freely, the fisherman could pay the bison owners not to raise cattle and instead produce corn (which would presumably not hinder their fishing rights).  Conversely, if the fisherman were granted the right to fish to the exclusion of roaming bison, then the bison owners could choose to pay the fisherman not to fish.  In either case, the two parties would come to the most efficient economic conclusion.  


Unfortunately, Coase’s view of markets relies on numerous assumptions.  These assumptions in the end subsume the rule and make Coasean bargaining prohibitive.  For purposes of brevity and simplicity, I identify only two of the major assumptions relevant to this discussion: zero transaction costs and the absence of strategic behavior.

As Coase realized, in the real world of bisons, bison owners, and fisherman -- unlike the economics often taught on a blackboard -- market participants confront numerous “transaction costs” that hinder their ability to determine the most efficient outcome.  For example, if the fishermen had the exclusive right to use the South Platte River, the bison owners would have to incur huge expenditures to identify all possible fishermen and convince them to enter into negotiations.  Even if the right inured in the bison owner, transaction costs would still exist, as the fishermen would have to collectively bargain with the bison owners.

Getting individuals to negotiate on a collective basis leads to the second problem experienced by bison owners: strategic behavior.  Two notable strategic tactics used by the fishermen that the bison owners must worry about are (i) individuals claiming to be fishermen and (ii) hold outs.

First, as the bison owners try to identify South Platte fishermen, they have to worry about posers.  Individuals with no interest in fishing in the South Platte have an incentive to claim that they are fishermen in hopes of being bought off by the bison owners.  (They could be subject, of course, to some form of a fishing test, but that only underscores that information gathering takes time and money.)

Second, suppose for the moment that the bison owners were able to identify every potential fisherman that derived benefit from fishing the Platte River.  Fisherman A has the incentive to hold out until he is the last fisherman to sign over their rights on the assumption that the bison owners will pay more to the last fishermen to sign.  This makes bargaining prohibitively expensive as the marginal cost increases for buying off each additional fisherman.

For the reasons presented above, the probability that the market can efficiently solve the roaming bison issue is bleak and the government, as the trustee of the public welfare, is likely to do more than simply identify the relevant property rights, but also may be forced to attempt to solve the problems.  As the article illustrates, government intervention presents at least three problems, which are (1) public choice pressures, (2) determining socially desirable outcomes and (3) the principal agent problem.   First, the bison owners probably have a powerful lobby that they will use to engage in “rent seeking” behavior – i.e., obtain outcomes that line their pockets.  Second, forcing the government to decide between fishing and bison ranchers might not result in the most efficient outcome – that is, the government may not be able to discern the more socially valuable use as well as the market would have.  Third, the government must determine what interests it represents: the fishermen that wish to use the public land, or individuals outside of this transaction, such as the random passersby who may be injured by roaming bison.   The government must also identify whether it is representing the fishermen of today or all future fishermen.  Each of these problems complicates the government’s decision making.  The fact that this dilemma has raged since the “wild West” only illustrates these difficulties.

There is, in short, a reason that this situation poses a difficult problem and economics can help us understand just how difficult it is.  It also underscores why government should seek to take advantage of the market-based “Coasian bargaining” approaches wherever it can.  Where it must intervene, it should do so with a full awareness of the three pitfalls noted above.

