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Federal Grazing Fees: A Controversy That Won't Go Away
John P. Workman
Thinking back on it now, I should have known better.
Growing up in Wyoming, I knew you could walk into any
cowboy bar in the state and start a fight just by mentioning
thewords "grazing fees." Sowhen theoffercame to workon
a federal grazing permit study, I should haveknown enough
to say "no." But I didn't and due to that old study and a
natural perception among range managers that we range
economist typesshould know somethingaboutgrazing fees,
I still get questions about the grazing fee controversy. This
articleattempts to answer these questions.
Apartment for Rent—anAnalogy
Theessential elementsofthegrazing fee controversymay
be illustrated as follows. Suppose your neighbor, PersonA,
has an apartment forrentand you,Person B, need a placeto
live. And although the apartment could command a rentof
$200per month, PersonAis confident thatyouwilltake good
care oftheproperty and issuesyoua12-month lease for$100

per month. Severalyears pass and each year Person A renews your 12-month contract.
Of course almost anyone would like to pay only $100rent
foran apartmentworth$200. So youare not surprised when
onedayPersonC stops by and makesan offerforyour lease
contract:
"Ill give you $20,000for your apartment lease."
Naturally you are impressedwith this offerand agreeto
accept:
"Fine! Provided it's Ok with Person A."
Happily, Person A approves the transfer of the lease to
PersonC., afterstipulating that (1) thecontractisaprivilege
andnot a right, and (2) although the renthas not beenraised
to full market value in the past, it could be in the future.
Theyears pass and PersonA continues to annually renew
the contract to Person C. And then one year Person A
announces that the rentwill be raised to $200. Person C is
shocked and complains to Person A.
"Hey, wait a minute! I paid Person B $20,000 for that
contract thinkingit would always be renewed."
"Yes, and I cautioned you that it might not be."
"But youapproved the transfer of the contract."
"Yes, and I reminded you thatthe leasewas a privilege,
not a right."
"But $200rentmeans I'll lose most ofthe $20,000 I paid
Person B."
"That's betweenyouand Person Band has nothingto do
with me. These things happen. I'm sure you've heard
about thepoorfellowwho bought theBrooklyn Bridge!"
Author Is professor, Range Science Department, Utah State University,
Logan,Utah 84322-5230.

Common Coverageof a ContInuing Controversy
In the popular media,treatment ofthefederal grazing fee
issue usually consists of the presentationof a few numbers
likethosein Table 1. Then, based onlyon these numbers,a

seemingly obvious conclusion is drawn: "Federal grazing
permittees are being subsidizedby the American taxpayer".
While the Table 1 data are accurate, they represent only a
small partof the federal grazing cost story.
Table 1. ComparIsonof private and federal range grazing fees In
Utah, 1982-86.
Grazing fee per Animal Unit Month
Utah private range' USFSand BLM range

Year
1982
1983
1984
1985
1986

9.29
7.24
7.05
9.94
5.34

1.86
1.40
1.37
1.35
1.35

'Agricultural Sta tistics Board 1986.

The Rest of the Story

Recent data fromOregon (Obermiller and Lambert 1984)
will be used to illustrate the othercosts of grazing federal
ranges.Table 2comparesthe variousdirect (variable)costs
of grazing Bureau of Land Managementand private ranges
in Oregon. SomeBLM grazing costs are higher than private,
e.g., gather/takeoff costs, due to the greater distances of
BLM range fromthe ranch headquarters.However,thegrazing fee, itself, is much lower on BLM than on private leases
($1.85 per AUM vs. $8.06). The most important comparison
in Table 2 involvesthe totalvariable costs, $11.14per AUM
on BLM vs. $14.03on private range. Thus thevariable costs
of grazing on these Oregon BLM ranges are less than on
private ranges. But the difference in totalvariable costs is
much smaller than the difference in grazing fees alone.

Capital Value of Grazing Permits
If it's cheaper to run livestock on federal range, then, like
the apartment contract above, a BLM permit must be worth
something. Clearly,anystockman would rather pay variable
grazing costs of$11.14than $14.03. Andforthesamereason
that PersonC was willingto payfor the apartment lease, a
neighboring rancher would be willingto buyafederal grazing permit. But how much could a rational investor pay to
obtain these cost savings?This question iseasily answered
by present valueanalysis.Applying the real estateappraisal
technique of capitalization, the present value of a grazing
permit for 1 AUM is:

(Valueof forage)-(Costof forage)
Capitalizationrate

Real Annual Net Return
Real Interest Rate
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Table 2. A comparIson of the variable costs of grazIng BLM and
private ranges,Oregon, 1982'

Typeof lease and cost ($/AUM)
BLM

Activity
Turn-out
Gather/takeoff

Harney/Lake

Private

1.27
1.66
1.72
.75
.42

1.18
1.29
1.16
.64
.35
.03
1.27
8.06
05
14.03

Management

Maintenance
Salting & veterinary
Meetings
Death loss
Fees& rents
Other
Total ($/AUM)

.18
2.68
1.85
61

11.14

'Data fromObermillerand Lam bert 1984.

The real (inflation free) interest rateisabout 8 percent, consisting ofthe nominal borrowing rate (12 percent) minus the
expected inflationrate(4 percent). Substituting the appropriate numbers into the capitalization formula, the present
value ofthe Oregon BLM grazing permit is:
(14.03) (11.14)
.08

$36perAUM.

So a neighboring rancher couldaffordto invest upto $36(a
one-timecapital expenditure) fortheprivilege ofpaying only
$11.14 each year for forage worth $14.03. It may be worth
nothing that this capitalized value is quite close to King's
(1981) estimate of $30 as the value of Utah federal grazing
permits.

By themid-i960's,an estimated85 percent of all USFS and
BLM grazing permits had changed hands by private sale
(Nielsen and Workman 1971). These permits were transferred along with the sale of dependent private land and/or
livestock.Theabovecapitalizationcalculations demonstrate
why there is an active private marketfor federal permits and
how permit capital values arise.
There is a common misconception among many people
who maybesincerely concernedwith publicrangelandsbut
who are notfamiliarwith federal grazing permit regulations.
Themisconception is thatlow grazingfees leadto overgrazing of public ranges. Certainly low fees do cause many
ranchers to wantto run livestock on public land. And any
economist will tell youthatthewaytocreateexcessdemand
for a good or service is to set the pricetoo low. But before
being allowed to graze livestock on the public range, a
rancher must hold a federal grazing permit; that is the
rancher (1) must bethe person to whom the original federal
permit was issued or (2) must have inherited or purchased
the permit (along withdependentbasepropertyor livestock)
from theformer owner. Also, the number of livestock and
time permitted on a public range are set according to the
federal agency's carryingcapacity estimatefor that range.
Thus the actual stocking rateon public land (and anyovergrazingthat might occur) are notdue to thegrazingfee rates
charged by the government.

Total Costs of GrazIng Federal Ranges
Let's now examine federal range grazing costs from the

perspectiveof the permittee. We must remember that most
permittees purchased their permits, along with dependent
base property or livestock, many using borrowed money to
do so. From the permittee's viewpoint, federal grazing costs
consist ofthreeparts. First is thegrazing fee itself, $1.85per
AUM in Table 2. Second are the additional non-fee costs of
grazing on publicland thatwould not beincurred on private
leased range. From Table 2, these additional costs on BLM
range are (11.14total 1.85 grazing fee = 9.25 BLM) minus
(14.03 total-8.06grazingfee 5.97private) $3.32 per AUM.
Third is interest on investment in the grazing permit (.08 X
$36 permit value) $2.89 per AUM. If the permitwas purchased with borrowed money,this interest is paidannually
to the Iender.lf the purchasewas made with the permittee's
own money,this amount representsthe annual interest forgone (opportunitycost) by having capital tied up in the
permit. Summing these three parts:

-

BLM grazing fee
Additional non-fee costs
Interest on investment

1.85
3.32
2.89

Totalfederal grazing costs

$8.06

From the permittee's viewpoint, then, the total costs of
grazing on federal range are the same as on private leased
range. This is no surprise and no accident. If additional
non-fee costs (or the federal grazing fee) increase, both
grazing permitvalueand the resulting intereston investment
decrease,keepingtotalfederal grazing costs about equal to
totalprivate leasecosts. Ifthe federal grazingfeeor non-fee
costs decrease, permit value and interest on investment
increase, again keeping total federal grazing costs equivalent to total private costs. Thus the totalcosts of grazing on
public and private range leases remain about the same.

Why theControversy?

If total public and

private range lease costs are about
equal, why do we still have a grazing fee controversy? The
primary source of contention is simply that the federal
government does not recognize the permittee's investment
in the grazing permit or the resulting interest on investment
astruecosts. Like theapartment landlord above,the government perceivesthesale ofgrazing permitsasaprivatetransactionhaving nothing to do with the government. However,
federal agenciesdoimplicitlyacknowledgepermitteeinvestment when they routinely approve new grazing permits
basedon transfers of dependent base property or livestock
betweenranchers.
The government does recognize both additional non-fee
costs and federal grazing fees as genuine permittee costs
(Nielsenand Workman1971). Butsince interestcosts are not
recognized, proponents of higherfederal grazing fees have
argued that the sumofthe federal grazing feeand the additional non-fee costs should equal the private grazing fee.
From Table 2, thiswould meanincreasing the BLM fee from
$1.85 to $4.74 (since a 4.74 federal fee + 3.32 additional
non-fee costs = the 8.06 private fee).
Where does this leaveus? It can be convincingly demonstrated thatthetotalpermittee costs ofgrazing federal range
are aboutthesame as those forleasing privaterange. But as
longas thefederal agenciesdo not acknowledgethepermittee's investment in the grazing permit, critics will argue that
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federal grazing fees are too low and the controversy will
continue.

Summary
News storycoverageof the grazing fee controversy commonly deals only with the fact that private grazing fees
greatly exceed those charged on federal rangelands.This
leadsto a seemingly obvious conclusion that "federal grazing permittees are being subsidized." But federal grazing
fees are only a small partof thetotal costs paid by ranchers
who graze livestock on public lands. Federalrange permittees also pay substantial non-fee costs, e.g. transportation
and death loss costs, that they would not have to pay on
private range leases. In addition, permittees incurthe costs
of interest on capital Investmentin the grazing permit.
It can be shown thatthepermittee's totalcosts of grazing
federal range are about the same as leasing private range.

However,as long as thegovernmentrefusesto recognizethe
permittee's capital investment in grazing permits and the
resulting interest costs, critics will continue to argue that
federal grazing fees are too low.
You can still start trouble In Wyoming's cowboy bars just
by mentioning grazing fees.And it's not likelythat this controversy will soon go away.
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The Federal Grazing Fee: A Viewpoint
Thomas M. Quigley and John A. Tanaka
Qiscussions of the federal grazing fee among ranchers,
range managers, environmentalists, politicians, and other
concerned parties are rarely without emotion and never
without disagreement: fees are either too high or too low,
and grazing either should or should not occur on federal
lands. Thedecision process that governs the use of federal
fundsfor grazing lands includes an economic analysis.We
discuss thegrazing valuesappropriate for use inthese analyses and separatethem fromvalues having only accounting
functions.
The mandatesrequiring publicland managersto perform
economic analysesof potential investmentsfor federal land
are motivated by the same concern that private ranchers
have for their investments:both want to invest in practices
that will help them achieve their objectives. This Is not to
Implythat theobjectives are thesame.If economicanalyses
are performed with misinformation, the achievementofpublic or private goals might not be realized. The economic
goalsofgovernmentcan besummarizedastheachievement
of efficiency and equity (sometimes called welfare). Efficiency provides for producing goods and services at the
least possible expenseand selecting the level of production
that results in the greatest net returns. Equity deals with
shiftsin resourceownership, income distribution, whopays,
who gets paid, and wealth of Individuals and firms.
Many economically efficient states exist—each corresAuthors are range economist, U.S. DepartmentofAgriculture. Forest Service, Pacific Northwest Research Station, Forestry and Range Sciences
Laboratory,1401 Gekeler,LaGrande, Oregon97850;andassistantprofessor,
DepartmentofAgricultureand ResourceEconomicsOregonStateUniversity,
Agriculture Program at Eastern Oregon State College. La Grande, Oregon
97850.

ponds to its income distribution, resource endowment,
technology, and taste and preference.Selectionofthe"best"
state depends on a complex political process in which
economic-equityanalysis isbutoneintegral step. Economic
analysis offers useful information for pointingout incomes
and wealth attainable under differingcircumstances. Final
decisions on equityforindividuals and firmsremains apolit-

ical process.

Most economic analyses deal with profit, products, and
costs. Results of these economic-efficiency analyses suggestoptimal rates of production, use of resources,and an
appropriate productmix toobtain thegreatestnetrevenueor
produce at the lowest possible cost within biological and
economic constraints. Economic-equity analyses examine
the distribution of resourcesand capital, analyze the tradeoffs and shifts associatedwith different distributions, and
estimate the probable outcome of new policies and programs given some starting point. Changes in policy and
programs that result fromequityanalysesmust remain economically efficientto be politically acceptable over time.
Thus, whether the goal is to redistribute resources and
wealth or to achieve a given rate of production, society
demandstheelimination of waste.
What is the appropriate use of the federal grazing fee in
analysesof economic efficiency and equity? When the efficiency of useof federal forage by a privately owned ranch is
analyzed, the grazing fee is part of the cost of obtaining
seasonalforage for livestock operations. Thegrazing fee is
thusused in the analysisof a profit-maximizing ranch in the
same way as is the cost of obtaining hay, grain, leasedforage, or otherresources.Nonfee costs are incurred and must
be considered.Ranchersmakeproduction decisions on size
of herd,purchaseofrelated resources,and marketing based

