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Agenda

• Extend cross-country work on the resource 
curse hypothesis to the context of US states

• A panel data exploration of how resource wealth 
may affect institutional quality in the context of 
US states



Within US Motivation (Grooms 2012)



The Resource Curse

• Resource-rich areas tend to be poor and 
politically oppressed

• Examples: Nigeria, Congo, Venezuela, the 
Middle East

• Counter-examples: Norway, Botswana, 
Australia, Canada



A Theory of Institutions and the 
Resource Curse (Mehlum et al., 2006)

• Resource wealth diverts entrepreneurs away 
from productive activity towards rent-
seeking...

• ...unless institutional barriers make rent-
seeking unprofitable.

• A sufficiently large resource rent can actually 
erode institutional quality.



Empirical Implication of Mehlum et al. (2006)

Empirical specifications should include an 
interaction term between the measures of 
resource wealth and institutional quality.

Cross-country growth regression in Mehlum et al. 
(2006) shows that the resource curse can be 
eliminated by good institutions. 



Mehlum et al. (2006) Cross-Country Results



Papyrakis and Gerlagh (2007)



Results (with interaction term)



Summary of Results

• Resources on their own do not appear to be a 
curse when considering states within the US.

• If anything they are a blessing.

• Bad institutional quality can wipe out the positive 
effects of resources.



Does resource wealth erode institutions?

• Panel Data Approach

– Outcome: corruption convictions in state i, 
year t (Leeson and Sobel, 2008)

– Explanatory variable of interest: Natural 
resource revenue per capita in state i, year 
t and lags



Natural Resources and State Government Revenues

• Sources of natural resource revenue
– Severance taxes
– Royalties (incl offshore from 1986)
– Corporate Income Tax
– Property Tax

• States vary in their reliance on natural resource 
revenue

• Also variation over time within states



Resource Revenue (millions $) and Corruption



All regressions include state and year fixed effects. Cluster robust t-stats in parentheses 
(clustered by state). Bold indicates significance at 5% level.
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