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Privatizing Public Lands:

The Ecological and Economic Case for Private
Ownership of Federal Lands

“It's time someone blew the whistle on a Reagan
Administration scheme that could lead to one of
the biggest land grabs by greedy private interests
in the nation’s history” With that sensational
accusation, columnist Jack Anderson recently
scrutinized President Reagan's campaign pledge,
reiterated in the February 1982 Annual Budget
Message, to sell off surplus federal lands in order
to ease projected budgetary deficits and stimu-
fate economic growth.

Fear of resource depletion and environmen-
tal ruin are the reasons traditionally offered for
remaving large tracts of the public domain from
private ownership, There are, however, a growing
number of economists and environmental writers
who wonder if federal ownership of almost one
third of the United States land mass Is in the
public interest after all. Do politicians and
bureaucrats conserve, manage, and plan for the
use of natural resources more responsibly than
private propertyholders? Are wilderness areas
best preserved from ecological harm by the gov-
ernment, or might private environmental groups
do a better job?

In order to further understanding of these
critically important public policy issues, the
Manhattan Institute invited some leading pro-
ponents and supporters of the “privatization”
plan both inside and outside the Administration
] to present their ideas before a select audience of
3 writers, editors, and representatives of corpora-
tions and environmental groups. The panelists’
remarks, and the discussion which followed,
should alert readers of the Manhattan Reportfo a
controversy sure to capture headlines in the
months ahead.

Bob Marshall Wilderness, Montana
{ZLawrence Doclge, 1982)



Privatizing Public Lands:

The Ecological and Economic Case for Private Ownership of Federal Lands

William M.H. Hammett— It is my pleasure to
welcome you to this forum and to introduce
today's moderator, Richard Stroup. Rick was
very recently appointed to the position of the
Director of the Office of Policy Analysis of the
Department of the Interior, and | hope the Ad-
ministration has the sense to make use of him up
there. Rick knows his specialty, which is resource
economics, as well as any economist | know, yet
he is also a first-rate neoclassical theorist. He is
coauthor of an economics textbook entitled Eco-
nomics: Private and Public Choice, which is one
of the best-selling economics texts this year I'll
now turn the session over to Rick.

Richard Stroup— Thank you, Bill. I'd like to start
with just a little bit of background here on the
topic of privatization. We are approaching the
bicentennial of the Constitution of the United
States and that document, | think we can agree,
is the most successful recipe ever for promoting
both economic welfare and liberty for the nation
as a whole.

The founding fathers understood well the
necessity for private ownership. Thomas Jeffer
son was especially adamant about the need to
keep ownership of the means of production out
of the hands of government. However, a little
over a hundred years after the Constitution
was written the disposal of federal lands into pri-
vate hands was slowed down and eventually
stopped. That stopping was formalized only in

1976 with FLPMA (the Federal Land Policy and.

Management Act) and NFMA (the National For-
est Management Actl. A good deal of data on
this experiment in land resource socialism have
come in. | think it's fair to say that most careful
observers today will agree that the results of that
experiment are pretty dismal. Bad management
resufts are acknowledged even by the federal
agencies themselves. For example, range condi-
tions on BLM (Bureau of Land Management)
land tend to be a good deal worse than on com-
parable private lands. Environmental atrocities

in forests, range lands, water resources, and
other areas under federal management occur
with dismal frequency and discouraging con-
tinuity. Even after they are discovered and
reported, they have a tendency to continue for
several years.

Moreover, productivity has been substan-
tially reduced. | refer here to forest lands in par-
ticular, but the productivity of other areas has
been reduced as well. Management costs — the
cost to the Treasury of these destructive pro-
grams — tend to be very high.

The bottom line is that the advantages of
privatization have become increasingly obvious,
even to farmer opponents of privatization.

Qur first speaker today is a good friend of
mine. John Baden is probably best known here
as the Director of the Center for Political Econ-
omy and Natural Resources at Montana State
University, but in Montana he is probably better
known as a former contract logger and timber
buyer. He also operates one of the more produc-
tive sheep ranches in the Gallatin Valley of Mon-
tana. john Baden.

john Baden--1 think it's interesting that a con-
ference held in New York on privatizing public
land happens to involve five individuals who
have all been associated with the Center for
Political Economy and Natural Resources in
Bozeman, Montana. But then, we Montanans
have a different perspective on public lands
than you people here in the East because nearly
30 percent of our state is owned by the federal
government. But we're not alone: 42 percent of
the land surface of the United States is in public
ownership; one-third of our land surface is feder-
ally owned, and the rest of the public land is
divided among other units of government.
Despite that fact, | have discovered during
the past decade that when we talk about divesti-
ture and privatization of public lands, the idea is
shocking to many people. But we are getting

MANHATTAN
REPORT ON ECONOMIC POLICY

Policy Research.
Editor: Thomas Main

Manhattan Report is published by the Manhattan Institute for

Assigtant Editors: Howard Dickman, Thomas W. Hazlett,

Production Assistants: Rex Lau, Diane Mayo, Jessica Troop
Articles may be reprinted provided full credit is given to Manhattan Report.
Address all inguiries and comments to:

Manhattan Report, 20 West 40th Street,

New York, N.Y. 10018 « (212) 354-4144

MANHATTAN REPORT



“The advantages of privatization have become

data and the evidence is absolutely compelling.
There's just no question about it: public lands
are mismanaged, and government ownership is
terribly inefficient.

Let me expilain why that’s the case. We all
know that market failure occurs when individu-
als are not held accountabie for the costs their
actions impose on others. There are analogous
and much more serious cases of governmental
failure. Given that a public administrator has no
personal stake in the resource he manages, heis
substantially, if not completely, buffered from

the consequences of his actions. Because gov-

ernment agencies are not subjected to the cost-
benefit calculations that a Weyerhaeuser or a
Boise Cascade or any private company is, they
can engage in some of the most wasteful and
destructive practices we can imagine,

In our book, Bureaucracy vs. Environment
{University of Michigan Press), Richard Stroup
and | detail many examples of environmental
damage caused by bureaucratic management of
natural resources, One such case is the Forest
Service’s logging of vast areas in the Rocky
Mountain states where the value of the timber is
far less than the cost of extracting it. Because
bureaucrats need not be responsive to a bottom
line, they can execute deficit timber sales in
highly fragile environments, By neglecting to
charge interest to standing inventories, and not
discounting future benefits correctly, bureau
cratic accounting practices tend to disguise
much of this mischief.

Another dramatic example of poor re
source managerment by a federal agency is the
terracing of portions of the Bitterroot National
Forest in Southwestern Montana. Terraces were
constructed on steep, south-facing slopes, which
are especially sensitive to erosion. In addition to
being extremely expensive and totally unjusti-
fied in terms of return on investment, this prac-
tice caused severe visual scars and an extremely
large amount of erosion and siltation of water
courses and irrigation ditches. The Animas-la
Plata water project in Southwest Colorado is yet
another instance of how bureaucratic manage-
ment works. This is the crown jewel of Jim Watt's
program for water development. When the proj-
ect was authorized in 1968, the benefit-cost
analysis that was done came out greater than
one, but only because an interest rate of 3%, per-
cent was assumed. Now, of course, the rate of in-
terest is much higher and so the benefit-cost
ratio is less than one. But the Department of the
Interior still wants to build the project. It doesn't
make any sense in terms of economics, in terms
of the environment, or any other rational con-
sideration that I can think of, aside from narrow
political ones.
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increasingly obvious, even to former
opponents of privatization.”
— Richard Stroup
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Private firms that engage in such wasteful
behavior are quickly separated from control of
productive resources: they go bankrupt. There is
no analogous mechanism for separating inept
bureaucrats from the publicly owned resources
they control. That's why the government can en-
gage in the environmentally destructive and
economically irrational practices that it does,
and that's why we should privatize federal lands.

Richard Stroup—Thank vyou, fohn. Our next
speaker is Steven Hanke, Steve is Senior Econo-
mist at the President’s Council of Fconomic
Advisers. Steve is, | think, probably more respon-
sible than anyone else for putting land privatiza-
tion onto the Reagan Administration’s agenda.
He not only put privatization onto the agenda in
the current Administration, but he also is respon-
sible for the section of the President’s Budget
Message that is now forcing serious considera-
tion of this issue within the Department of the
Interior, Steve,

Steven Hanke—Thank you, Rick., Before | ad-
dress the subject of my talk, | would like to men-
tion that | am not speaking on hehalf of the
Administration.

Frederic Bastiat once wrote, “The worst
thing that can happen to a good cause is not to
be skillfully attacked, but ineptly defended.” My
purpose today is to defend a worthy cause, the
privatization of our public lands, This particular
cause and its defense are made easy, since the
facts are clear and the violation of first prin-
ciples is flagrant.



“There’s just no question about it: public lands are
mismanaged, and government ownership is

terribly inefficient.”
— John Baden

Privatization of public lands is not a new
cause. For example, Adam Smith specifically
gave advice on this issue:

“In alf the great monarchies of Europe, there are stiff
many large tracts of fand which belang to the crown.
They are generally forest; and sometimes forest
where, after traveling several mifes, you will scarcely
find a single tree; a mere waste and loss of country in
respect both of produce and population. In every
great manarchy of Europe the sale of the crown lands
would provide a very farge sum of money, which, if
applied to the paymesnt of the public debts, would
deliver from mortgage a much greater revenue than
any which those lands have ever afforded the
crown. ... When the crown lands had become pri-
vate property, they would, in the course of a few
years, become well improved and well cultivated . . . .
1t would, in all cases, be for the interest of society
to. . divide the lands among the peopie, which could
not well be done better, perhaps, than by exposing
them to public sale.”

Land, like all other resources, is most pro-
ductive when in private hands. The empirical
evidence for this proposition is overwhelming.
All of the other alternatives or so-called progres-
sive ideas are nothing more than expensive
games. As a tragic example, we only need to be
reminded of the abysmally low and erratic pro-
ductivity of the eastern countries’ collectivized
lands. Privatization, fike what is now referred to
as supply-side economics, is neither new, nor is it
a game, As Louis XII of France — a great king,
statesman and implementor of modern finances
—liked to say: “The money of my subjects multi-
plies better in their hands than in mine.”

A specific aspect of this issue that I've dealt
with is grazing lands in our western states that
are primarily owned by the federal government.
'd now like to discuss an easy way to privatize
these holdings and its implications.

Until the passage of the Taylor Grazing Act
in 1934, the public domain had been operated as
a large commons, Since that act, a more orderly
method of utilization has been in effect. For the
right to use public grazing lands, which cover
approximately 155 million acres, ranchers must
acquire grazing permits. To obtain these per
mits, ranchers must pay the Bureau of Land
Management annual rents. By custom, the graz-
ing permits, which number approximately 20
thousand, are attached to specific parcels of
private land.

The linkage between public permits and pri-
vate land has had a profound impact on the mar-
ket for private land. Since the annual public
grazing fees have been set below market-clearing
levels, the grazing permit market has been
cleared, not through the grazing permit market it-
self but through the market for private land. As a
result, the difference between market-clearing
public grazing fees and those actually charged
has been capitalized into the value of private
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fands that public permits are attached to.

This has important implications, It means
that, with the exception of the original per-
mitees, all ranchers have had to pay two prices
for their public grazing permits — a public price,
in the form of an annual grazing fee, and a pri-
vate price, in the form of a premium for their
private lands.

To privatize public grazing lands and trans-
fer public grazing permits to private ranchers on
an equitable basis, we must charge a lump-sum
amount to ranchers. This charge should be for
that portion of the grazing permits’ value that
has not afready been paid for through premiums
for private land.

Privatization can be accomplished in the
following manner. Each rancher could be given
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john Baden, Montana State University (1) and
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Advisers

the right to purchase, on a first refusal basis, the
public grazing permits that he now rents from
the Bureau of Land Management. The first re-
fusal price would be set by capitalizing (at a one
percent real rate of interest, one percent heing
an estimate of the real long-term interest rate
paid by the U.S. Treasury) the annual fees {in
1982 dollars, averaged over the past five years)
that the rancher has paid. if the rancher refuses
to purchase his permits at this price, then they
would be sold at an auction 1o the highest
bidder.

This privatization proposal would benefit
us all, with the possible exception of the bureau-

{Continued on page &)
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An Inquiry into the Nature and Causes of
the Wealth of the Environmental Lobby

by Robert }. Smith

If one reads the public announcements of
most American businesses and environmental
groups, one would be hard pressed not to con-
clude that businessmen and environmentalists
are separated by a deep enmity. in their public
relations messages, corporations charge that
environmentalists are grinding the economy to a
halt and so frustrating the economic aspirations
of the poor and middle class. On the other hand,
environmentalists consistently portray business-
men as despoilers of the earth and producers of
dirty air, dirty water and il health.

it is therefore interesting that businesses
and corporate foundations have provided sub-
stantial financial suport for the environmental
movement. Nearly every American corporation
has provided some form of funding for environ-
mental organizations such as the Audubon Soci-
ety and the World Wildlife Fund. This is not only
true of liberal businessmen and corporations;
some of the most prominent conservative and
pro-free market business leaders can be found
on the boards of directors of the major environ-
mental organizations. Why are businessmen
supporting organizations that are philosophi-
cally oppposed to business and that accuse the
market economy of causing environmental
degradation?

The liberal corporate community supports
environmental groups because it is worried
about its image. Corporate charity and flashy
full-color advertisements in such magazines as
Audubon are an atternpt to show that corpora-
tions do have a conscience and do care about
the environment. Advertisements by forest prod-
uct companies point out that they plant trees as
well as chop them down; petroleum companies’
advertisements announce that offshore oil rigs
serve as artifical reefs and provide an ecological
niche for marine life.

But although these claims are true, adver-
tisements will never convince the environmen-
talists that industry has any genuine environ-
mental conscience. Environmentalists laugh at
the advertisements in their magazines and put
the money in the bank.

However, there is another less visible but
more disturbing reason for big business support
of the environmental movement. Some busi-
nesses can achieve direct economic benefit by
working in common cause with the environmen-
tal lobby.

During the heyday of the environmental
movement in the 1970s, the environmental lobby
in Washington became extremely powerful. As

Robert |. Smith is an environmental consultant in
Washington, D.C.
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businesses became aware of the influence of en-
vironmental groups, it became fruitful, often
necessary, for businesses to participate in lobby-
ing to protect their interests. The environmen-
talist lobby has created a political process for
allocating economic gain and loss and busi-
nesses are using it to enrich themselves. The
history of the Clean Air Act of 1970 and its
amendments of 1977, recounted in “The Politics
of Air Pollution” by Peter Mavarro (The Public
Interest, Spring 1980} and Clean Coal/Dirty Air by
Bruce A. Ackerman and William T. Hassler (Yale
University Press, 1981), is a good example of how
some businesses have used environmental legis-
lation to further their own interests.

The act attempted to reduce the sulfur
emissions from the industrial use of coal by,
among other measures, establishing a system of
New Source Performance Standards (NSPS). The
NSPS required that new coalhurning plants
meet far stricter sulfur emission standards than
existing plants, but did not specify how these
standards were to be met. New plants could
either burn dirty, high-sulfur coal and install
expensive scrubbers fo remove the sulfur from
stack exhausts, or burn clean, low-sulfur coal
without using scrubbers. Dirty coal is found
mainly in the eastern states; clean coal for the
most part comes from the West. When new
plants examined how to meet NSPS require
ments, many decided it was more cost-effective
to burn western coal and so aveid using scrub-
bers, even if they were located in the Fast and
had to have the coal shipped across the country.
One result of the act, therefore, was that eastern
coal producers lost profits to western producers.
But environmentalists felt their interests, too,
were injured by the growth of the western coal
industry. Eastern coal comes mainly from under-
ground mines; western coal is for the most part
strip-mined, and envitonmentalists, of course,
are opposed to strip-mining. As Ackerman and
Hassler point out, “The stage had been set for a
bizarre coalition between clean air and dirty
coal forces.”

This coalition was extremely successful, al-
though at considerable cost to the economy and
the environment. It managed to have Congress
pass the 1977 Clean Air Act Amendments, which
were a transparent atternpt to slow western coal
development. For example, some amendments
required the use of scrubbers regardiess of the
sulfur content of the coal, thereby eliminating
the advantage of burning low-sulfur western
coal. As Navarro noted, “In fact, much of the
act, especially as amended in1977, was explicitly
designed to achieve an assortment of non-envi-

{Continued on back cover}
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Privatizing Public Lands:

(Continued from page4)

crats who manage the public lands and those
who derive their power from their leverage on
the arbitrary level of public grazing fees.

First, the productivity of western ranches
would increase. Ranchers would no longer have
to receive lessons from Bureau of Land Manage-
ment bureaucrats on how to husband land, raise
cattle and prepare environmental impact state-
ments,

Second, an objective of the new federalism
would be achieved: a tax base would be trans-
ferred from Washington to state and local
governments.,

Third, tederal revenues would be gener-
ated. These would equal approximately $1.5 bil-
lion. Instead of receiving annual grazing fee
revenues, the federal government would receive
an equivalent amount as a lurmnp-sum payment.

Lastly, since the federal grazing lands
create negative cash flows for the federal gov-
ernment, unfunded federal liabilities would be
reduced. For example, in1981 total receipts from
grazing fees were $24.9 million, while outlays for
program management were $41.6 million and
payments to local governments in lieu of taxes
were $16.9 million. In effect, the federal tax-
payers had to pay $33.6 million in 1981 to permit
ranchers to use the taxpayers’ federal grazing
lands. But the real economic costs to the tax-
pavyers, in terms of opportunities foregone, are
much greater than the negative cash flows,
because the federal government does not count
as costs capital carrying charges on the assets
that it holds.

We all know that the defense of private
property is right. All we must do is take Bastiat’s
advice and properly defend our position. Then a
clearly informed citizenry will naturally demand
what is in everyone’s best interest,

Richard Stroup—Thank you, Steve. Our next
speaker is William Tucker. Bill is a former Con-
tributing Editor of Harper’s magazine. He's also
the author of a forthcoming Doubleday book,
Progress and Privilege: America in the Age of
Environmentalism. Bil.

William Tucker— Thank you very much, Rick.
I'd like to set a general background for this
whole debate. My thesis is that environment-
alism in American politics has generaily been
the politics of an aristocracy. Aristocratic
politics are something that we don’t recognize
very quickly in American politics simply be-
cause we never really had an aristocracy. The
kind of points environmentalists make are un-
familiar. I1t's hard to put them in context. We
think of politics as a situation where everybody
says, 'l want to get my share. Give me a little

more subsidy here. Give me a little more subsidy
there.” Nobody is quite used to a group that
says, “We don't want any more. Not only do we
not want any more for oursefves, we don’t want
any more for anybody else either” This is hard to
put in an ordinary context,

However, if you look back in European
political history, you find that this has been the
consistent position of the aristocracy. The aris-
tocracy is always saying, “Let’s slow things
down. Let’s take it easy. Progress has its bad side.
We have to worry about the consequences. We
have to protect nature.” Now, ! don’t think this is
a terribly bad position. Indeed, 1 think it’s ter-
ribly important that somebody take this posi-
tion. But | hope to put this position in some kind
of context,

An economist named Herman Daly, who
is the environmentalists’ favorite economist,
makes a really marvelous argument in his book
Steady State Economics that puts environmen-
talism in perspective. He makes the point that in
every society there are three classes, that is,
three relationships to the means of production
or three ways of making a living. They are capi-
tal, labor, and the fandliords. These are what
Adam Smith called the three great classes. Cap-
italists earn profit on their investment, laborers
receive a wage from their labor, and landlords
collect rent from their ownership.

Daly makes the point that in modern soci-
ety, particularly in the United States, the role of
the landiord has been diminished almost to the
point of extinction. We don’t have a landlord
class any more. We never really did have one. As
a result, Daly says, capital and labor tend to
gang up on what's left of the landlord class, that
is, the aristocracy.

This puts the whole environmentalist
movement in perspective. We don’t have an aris-
tocracy but environmentalists are trying to play
that role in a political fashion. They don’t have
the economic means to act as an aristocracy.
They don’t own the lands. But they try to func-
tion as an aristocracy in the political realm,
which is more effective than the economic
realm these days,

To put this in further perspective, let’s go
back to the beginning of the conservation move-
ment around 1890. Then there were still huge
tracts of land in the West completely unowned,
or rather, owned by the federal government. The
rights to these fands were very poorly defined.
People with mining permits would burn down a
hillside in order to get a better look at what
minerals might be there. Peopie would lease the
tand for homesteading and then strip the timber.
There was no orderly development of resources.
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