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ECONOMIC EFFICIENCY AND THE DISTRIBUTION OF PROPERTY

RIGHTS TO EXHAUSTIBLE NATURAL RESOURCE RENTS
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In recent '?earé the economic rents accruing to nonrene@able

energy resources‘have been growing at a dramatic rate. A questlon of

'contlnulno 1nterest is who 5hou1d be the benaxlclary of those rents.

,Generally the questlon ig analyzed from a national or 1nternat10nal*

perspectlve, but the reglonal perspectlve is becoman' 1ncr6351ngly-

important as nonrenewable energy resource dlSCOVEIIES become concen=

trated ‘on publlc 1ands in a few western states, and the :nonetary

stakes in the questlon of dlstrlbutlon contlnue to grow

This paper inveétigétes the implications for.regioﬁal and federal

. economic eff1c1ency' of different ownershlp rlghts to the economlc '

5-rents of, nonrenewable energy resources The focus is upon dlfferent
8 groups'publlcly owglng the property rlght.- The main conclusxon of the'
ibapér.is;ghaﬁ in'a fede;al‘éfstém it is_dlfflcult to allocate ‘the
" property rights tO'ﬁonreneWable‘natu;al réséurce feﬂts 5et¢een the
:,lbcal-aﬁd the_féderal govgrnmentlin éuqh a way:that»ecohomic efficienj
 §y as ééfined‘eithéf foi thé_loc%lfregion ;r ;he'natiqﬁél econom§ is,

-attainsd




In neoclaesical ecooomics the ownership (ﬁf.the economic‘rents
which are the residual returns.tolecarce faetore‘of.production are
immaterial to the efficient productioﬁ”and'allocation'of'resources in
the economy. ThlS 1dea has been extended to the rents accrulnglto-
nonrenewable resources as well, For any 61Ven ownershlp pattern for
the rents, an eff1C1ent allocatlon of economlc résources- can be iden-
tlfled both W1th1n a time perlod and through tlme‘

This proposition applies for both prioate and.public ownership of
- the reots. The sitvation of the smaller OPEC nations demonstrate this
point. | When their 011 reserves were -controlled by ‘the large . 011.
companles, a pattern of development. and productlon resulted which
max1mlzed the return on factors of production given the proflt maximi-
_zatlon 0bJECt1VES of the 011 companies : A31de fronn cr1t1c1sms'of

monopollstlc practlces, the resultlng patterns were economlcally effl-

cient,

When these OPEC nations obtalned the property rlght to the major"
llty of "thé economic rents from produetlon of thelr own petroleum;
there was a shift in both the pattern of productlon of petroleunm and
consumptioﬂ‘of the rents. It has been relatlvely easy for the e
property owners, the OPEC natlons and their citizens, to 1dent1fy in
theory efficient strategies of production and consumptlon over time to-

- maximize their welfare,




This-weifare saximizing erobles'is straigttforward; and eithough
the solution is computationally complex, it is simple-in.theoryr For
s given pogﬁlatios, the reéource rénts shoslé be stilized in sucﬁ a
 fashimr-as totsmximize the discounted present value ef“per'capita
consumptieh. Alternatire uses of the' rents 'até various forms of
rnvestments and spending -programs.‘ 'Difficultiesi_with making this
prsblan operatienal.arise from the qnestion”of the proper discouut.
tl rate ta apply' to future consumptlon. relative to the - present the
emplrlcal questlon of the rate of return on various types of 1nvest-
ment, and the questlon of parameter values describing the 1sterre1a—
’ thnShlps among the 1mportant economi.c varlables. An'example of an
attempt to structure such a problem is a recent investigation of the
optlmal investment strategy for the petroleum revenues of Iran. .The
obJectlve is to maximize the nonpetroleum capltal stock (consumpthH
capa01ty) at the point in tlme when the petroleum resource is deplet-~
ed' subJect to a current consumptlon constraint. The only ehoiee fbf
the resource planner 1s the proportlon of investment each year to be

made domest;cally rather than_externally,l

The productlon aed consumption patterns dlffer con81derab1y Wlth
‘ the cbanoe in ownershlp of the rents, but both can be economlcally-

efficieat in resource utilization,
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Turning to a federal system, the problem is more complex. There
are two parts to the rent- ownershlp questlon The'flrst is the divi-

" sion between the prlvate and the publlc sectors.

Dlseusslons of economic eff1C1ency are not relevant to the deter-
mlnetlon of the publlc—prlvate spllt of the rents as the QPEC example
has indicated. From a practlcal perspeetlve, however, it is relevant
for several reasons.2 The first two are 111ustrated by the fact that
no matter what a large oil company may do with the cash flow it re-
ceives as a result of the windfall proflts tax, it W111 be crltlelzed
On the qne hand, it could 1nvest‘in additional petroleum or other
energy—related facilities and, conSequently, be CIlthlzed for in-
creasing its monopoly power. On the other hand, it could 1nvest in
some diversifying asset and would be criticized for wastlng econnmle
rents Whlch should be invested .in the search to, reduce the cost of -

energy.

| Conswderatlon in the determlnatlon of a publlc-prlvate gplit of

the economic rents should 1nc1ude the following p01nts

1. The publlc sector costs associated Wlth the development
of the resource should be borne by the economic rents
generated by production,

2. EBconomic efficiency requires that no producer or con-=
sumer have sufficient market power to affect prices.
The accrual of sufficient rents to a single, private
firm may create the opportunity for that to oceur.




3. An, eff1C1ently' operatlng economy' W111 have a target
rate of capital accumilation. The concentration of
wealth associated with resource rents could change the
rate of investment to reduce overall economic welfare.

A, The eff1c1ency of investment and/or - consumption as
carried out by the prlvate versus the public  segtor
could be dlfferent

These_conéideratiqns do not offer much guidance for the determi-~

nation of a'faii-alloeation of reats between public and private owper-

ship beyond establishing a minimum public‘ailocation which is neces-

sary to cover the publlc costs assoc1ated Wlth resource development.'

- But the allocation of funds to cover a real cost is by deflnltlon not
; an alloeation.out of rents. The other cpnsiderations can be dealt
- Witﬁ by othee means than the,division‘df the ecomomic rents betWeen
L public.and'private.0Wnership For example, excess market power can be

- avoided by prohlbltlng 1nvestment in energy—related exploratxon and

development.

Consequently, the pub11c—pr1vate split questlon is a dlstrlbu~

jtlanal one after &ll of the costs, publlc and prlvate, have been

accouneed for.
I,

When fhe distribution of _ownership between different levels of
1government is dlSCUSSEd for a given publlc prlvate spllt then econom-
ic efflcxency arguments become more relevant “Two authors have sug-

gested criteria for determlnlng how the split should be made, Anthony
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Scott suggests four allocation criteria for meking that decision. 3\??

- The first is resource revenues'as benefit taxes, This i§ ‘the idea

introduced in the prev1ous section that resource extractlon 1mposes a .

cost on local governments which must prov1de goods and servicgs to the }ﬁ

bus1ness and 1ﬂd1V1duals involved and that a portion of the rents

should ‘be allocated to cover those. eosts Those goods and serviceg
pIOVld d by the local government which are attrlbutable to the progect j}

generatlng the rents should be financed out of those rents..

Exhaustibiiigy is the second criterion. Exploitation of the.

resource will occur over a relatlvely short perlod of time with fiscal
consequences for the local Jurlsdlctlon Scott 1dent1f1es two aspeets
| of thlS problem. The first has to do with the fact that there may be
a dlfference between the plannlng of resource development and deplej
tion and the plannlng of publlc works 1nvestment and deprec1at10n If 5
the public works necessary to exgloit a resource will last 1onger thani
the perio§,o£ eXPleitation and woul&:be unused in the abeence df theﬁf
exp101tatlon then the progect should support not only the costs whenii

it is utlllzlng the publlc works but also support the ddle eapac1ty offﬁ

the public fac111t1es.

The second aspect of exhaustibility ie the eesult of outmigratioeéi
from thé region after exploitation has ended. Thie ‘euteggration f
“imposes a real cost in terms ef expansion ef public services in.thosgf
regions inte which the outmigrants immigrate. From these aspects QfL

exhaustibility, Scott develops -the following very general rule. "Ae

e
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'.local JurLsdlctlon s share. of total resource revenue should 'vary.

‘directly with “the ”exhaustlblllty” of its resonrce (e.g., the 1nverse“‘u"
of its expected llfe), and the durablllty of the public works Ae.g.,
-thelr expected service 11fe) assoc1ated with the exploitatioh of the

. resources; and should vary 1nversely with the proportlon of the oxigi~

nal population expected to remain, after resource extraction within

Ao 4
the Jurlsdlctlon.“4

'The. third ‘critérion is time pceference. | Differeni. levele of
government may discount the futcre differently; Scott ceccgnizes'thaf
becaese one 1eye1 of government has a higher-rate of current spending
than another it may just be-giving private citizens the opporcuﬁity to
provideffofﬂtheir owc future. . More importantly he recognizes that it
is difficult on efficiency grounds to ergue—one rate‘of discount over

another unless there is identifiable ignorance or stupidity.5

The final criterion is risk aﬁersion. It is recognized that

dlfferent levels of governmen{ may exhlblt dlfferent capabllltles in

'dealm0 with risk or preferences regardlng risk., There is a potentlal'

argumeﬂt for assigning risky resource revenues to .that level of gov-

‘ernment most able to handle risk in the sense of being able to pool

risk. But this would be an allocation criterion for reducing aggre-

_gate risk by the choice of rent collector and not for distributing.the

. rents themselves.




In- concluding -his :“diseuss‘ion,'-‘-Scopt’,‘ Finds little in the hioserﬁ
Canadian experlenoe to- suggest that the tlme preference or risk aVer~;m
sion crlterla have much’ appllcablllty to the d1v1s10n of rents. 'Hé}
falls back on the beneflt and exhaustlblllty criteria for a&locatlcn

of rents.

A more recent attempt to develop an argument for the politicalf
division of resource rents has concentrated on the beﬂeflt and ex~3
' hauStlbllltY crlterla.. Lee Peters argues for a cost~based severance“

tax and leldes the costs 1nto flVE categorles ds followa (1) Dlreot

costs 1ncurred by state and local governments to ass1st and fac1lltate

resource development. Thls really 1nc1udes both dlrect costs, such ¢ as
environmental monltorlng and the costs assoc1ated with the pr0V151on‘

‘of public fac111t1es in boom towns. (2) Public costs or damages, such

r

as air, Water, and’ land pollutlon. (3) Future costs which-are relatedj

to. problems of-pollution which remain after extraction has been comég

pleted, such as the monltorlng of. uranlmn mine tailings., (4) Lost

B

opporthlty costs, such as the cost of a permanent reduction of an
output of an aquifer in the event that a uranium mine changes ihe:

water table charaoterlstlcs And finally, (5) Asset replacement Whloh

“repays the state for the permanent reduetion in the valie of naturaLj

"wealth of the state because of the extxaction of resources.”7

The environmental oosts, categories (2) and (37, are not specifi-:
- cally characterlstlo of a nonrenewable resource although recovery of -

those costs may be most easily done*us1ng the device of a severance -




“tax on rents, The dosts of & Dboom town are ‘eqiivalert fo Scott’s” 7

criterion of resource revenues as -benefit taxes. Lost opportunities

are not only assaciated with the extraction of nonrenewable resources

but rather occur daily as a normal outcome of economic decisioh making

and are generally not compensated because they represent something

‘other than the highestgéﬁd best use of a resqurce.-

Among the cost items only asset replacement is a cost attributa-

ble only to nonrenewable resources. Peters likens -the extraction of a

nonrenewable resource to the permanent reduction of the natural wealth

of the state and‘agcepts the idea thaﬁ it is the state capitai stock -
' ana should.be tre#ted as sucﬂ.by thelstate. Areas with renewable
'resourcéé :(pfesumabiy fishing: or'agricultﬁre) neéd-nbt develép new
ihdustriés»with £he passage of time as dolregions with nonrenewable.

“industries which face the prospect of becoming ghost towns. _The

capital stock (nonrenewable resourqes);should generate a return to the

region which can be reinvested to produce an alternate tax base of

‘equal valwe. He mentions one spggestién that the level of this in-

vestment be such that the annual income produced by the alternative
investments equal.the income lost to the state because the resource is

. . . 5
no longer being extracted.

The "cost attributable to asset replaéement under this suggestion

“is indeterminate. Interpreted literally it is the entire value of the

rents and implies the region should receive everything with nothing

allocated to the federal government;; This would. be similar to the




forced withdrawsl ‘of “all of an individual's savings from a particular

bank over a ten-year pefiod at a withdrawal rate detémmined by the

- bank. In order to obtain an equlvalentzreturn from the - savings 1t

would be necessary to invest the total amount, as it was W1LhdraWn and

net of the annual earnings on the total, in.another bank.

The other problem with this'approach.is that it assumes there are
market constrainﬁe on the free flow of investmEBt eapital amoeg fhe'
states.. If this is not the case (and it is difficult to. argue that lt'l
lS), then the alterndtlve _capital stock whlch would be generated in

the region as a replacement to the exhaustlble resource wonld have al~

ready been in place, That is, if there were really other 1nvestments-

of equel ?aiue_withln the region, they would already have.been under- .
takeg; Since they have hot,'tﬁat is some evideece that their rate of E
return is gelew the market rate. o k

We " can derive two conclusions from this review. First both'f
authors agree tﬁaf the various direct costs of the nonrenewable pro-}ﬁ
ject shﬂuid be pald out of the rent or through the severance tax.
These would spe01f1callv 1nc1ude llngerlng costs Whlch remain after §
the facility has stopped operating, such as are associated with unused:f
capital facilities which are not fully amortiseé and continuing enviff:
ronmental pollution. Impact costs would elso be ieeluded, There is_;
disagreement, however, as to how the "pure" rent should be divided.?i
PeterS-eﬁggests a large share should remeiﬁ within the region as its |

"grubstake" while Scott suggests that the greater the proportion of

C16



the oviginal population who - remain after resource extraction, the

smaller should be the regional share. The disegreement here seems’ to

arise from differing vieWS'on the relationship between the'proportion
of the’ “grubstake" which remalns in the 1oca1 Jurlsdlctloniand the

populatlon remalnlng after the completlon of resource extractlon.

V.

An slternative approach to the question of the proper distribu-

tion of natural resource rents is suggested by the literature on

economic efficienby-and fiscal equalization The basic idea is as
follows. leferent regions have different endowments of natural re-
SOurces 'which are used in conJunctlon with 1abor to produce economic

goods consumed prlvately and publicly. Ind1v1duals will’ locate in the'

region where their personal welfare, which is a combination of prrvate

" and publlc 1ncome, is max1mlzed Because of the decllnlng marglnal

cout in the produetlon of the publlc goods with respect to addltlonal

populatlon and the rents generated by the natural resources whlch can'
'partlally be used to fund thelpubllc goods, per capita taxes will be |

lower in the more richly endowed regions. (Consegquently, in-migration

will occur, driving down the return to labor (the marglnal product of

labor) until theAsum of the wage rate_plus the fiscal residual (publlc‘

consumptlon minus taxes) is equal across regions. This results in
overpopulatlon in the resource rlch regions from the perspectlve of
global economic efficiency. This is because a shift in workers to the

underpopulated region where the marginal product of labor is higher

i1




could result in an increase in total'oﬁtput greater than woﬁld be

‘necessary to compensate the movers and those left belind for ény :

increase in their tax burden.

i

" In order to‘résfore Paréto—optimally through a reallocation of}i
ﬁopﬁlétion, a tax éh the wbrkeré.in the overpopuiated-région, uséd t&.i
subsiéize the proviéion. of 'thé.public goods din the‘qnderpopulated ;
region, has been_suggested:9 A reéent paper has gone a step further :
and argued for the interregionai transfer to be made out of the rents:&

rather than a tax on workers because of the ease of implementation off;

a rental tax.lo

This @uggests that the presence of differential rents can, inff
some cases, result in a gonoptimal distribution of populationfacrossﬁj
iegions in.terms of national output and, consequently, Provide anotherf?

basis for the suggestion that there is an efficiency argument for thgi

allocation of rents between local andffederal'jurisdictions.

 An alternative approach to the determination of the efficien?{;
disfribution of rents Qould be to speculate on fhe possibie oY proba;:
ble actions of arregiénal government in therutilization‘of a nonrenewgtg
able resource rent. ~We can compare the resulting epoﬁomic conée"Qg
quences with a case in which the federal gdvernment recgives all Ofi

the rents which “are subse@uen%ly used to reduce the taxes of each

12




individual by an equal amount in every region. This later action
could be considered to be globally Péreto—oﬁtimal because it is n0£
distorting of the regional distribution of population and, consequent-

ly, maximizes welfare. - B o . _ 1

In reélity,‘ﬁbst_goods and services provided by the state and’
l&cél'govergmgnt,are not "public goods" in the economists' sense of
the'WQrd. An analysis of the budget of the State of Alaska revgals
that including debt sgfvicé aﬁout 88 .percent of the budget‘is directly
reléted to changeé'in~population i1 Furtherﬁore; there is no strong
-evidence of economles or dlseconomles of scale 1n most goods and
services. Thus, 1t is reasonable to assume that as a.reglon s popula~
tion 1ncreases; the per capita cost of the prOV151on of publlc goodS'
an& services will -yremain -relatively constant. In the absence, of
e?ouomlc rents to partlally reduce the tax burden on 1nd1v1duals therer
will Exz no dlstortlon. in the net fiscal balance. Each 1ndlv1dual
could.pay in taxes (if they were properly de31gned) exactly the amount

necessary to cover his own costs of public goods and services.

if tﬁere-is'aﬁ'economic rent accruing télthé 1ocal‘government

from a pprmanent or renewable resource, the reut can be consumed annu-
ally W1thout dePletlng the future stream of rents and can be applled
to reducing taxes for publlc services. The effects of such a policy

; ﬁould be predictable. Flrst because t@xes would fall, there would be
. an 1ncent1ve to in-migrate into the region. ThlS,-ln ture, would,

reduce the marglnal product of labor (wage) and raise the price of

13




goods in leEd supply (Iand) A new equlllbrlum would be restored

where - the cost~adjusted wage plus public services net.of taxes was

again equal across regions. In the region of jnterest the wage rate
“would” be lower, per caplta taxes would be 1ower, and the pqpulatlon
1arger than if there were no resource rents - Aggregate output across
' reglons would be_less then the maximum possible because of the differ-
ence across regions in the'marginai_product of labox,

- This case will not be Pareto ~optimal if the given spatlal dlstr1~_f
butlon of resources is. not consldered to be part of the datum in the
con31derat10n. of efficient resource allocatlon. By dlstrlbutlng a
portion of the rents to other regions the dlstrlbutlon of populatlon'
could be altered to raise total output, and the losers (those in the
rent generaﬁing region) could be completely compensated'withoﬁf makingT'E

anyone else worse off,

In reallty, there -seems -£o be only llmited'support for such af E
broad deflnltlon for the role of economlcs and for the economist. Few:;{
people would argue that there" should be a tax on the good weather in f?
Callforﬂwa to reduce the poleaplon there and drive down the wage rate- :
in New ‘ork, and no one is suggesting that the impqsitionldf the coal
severance tax by'Montana would reduce aggregate economicrqutput be-

‘cause of an overpopulation of Montana.

Thus, 1f the property right to the rents is ass1gned to the local

'government there is no reason that there cannot be an optimal level

’
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of.éggregate:output within the region; but if the prépe%ty rightrwére
distfibﬁted amoﬁg all regions, there would be another, fefhaps higher,
level -of output which‘would be'optimal using a broéder defini£ion-of
what is ‘variable Withinﬁ the problem. If- the location.‘qf! natural
resohrcgg.is part of.the:datﬁm of theldeterﬁination‘of the‘Péreto—
optimél, then anylsplit of the rents may be efficient; but if the
'location of natural resources 1is a varia51e, then the more widespread

‘distribution rents is optimal.l?

Now return to the case in which the resource rents are nenreney-
“able. There are four basic things that the government can do with the
nonrertewvable rents and each will have a different impact on the econo-

my .

.i. "Distribute the rents as they are collecﬁed. This policy in-
| sures that distortions resu1£ing in inefficiencies Will.énly
last'as'loﬁg as the flonof rents, if'iﬂdividuéls have
‘ﬁerfect iqurmatiog-abdut the fauture, During-the pefiéd.of
resource production: however, there will be’ a shift in _
poyulétion'towards.the resource:rich region ﬁhich,‘bECause

it is temporary, wiil have severaihimplications. First, thg'

wage rate will be femporarily. depressed " which may éauée
prq&ﬁcars to make ﬁheir'locational'decisions on the basis of

incorrect signals. Second, the excess population and the

need for public facilities and services to handle the impact




population will not be coimcidental with the labor‘reQuireé,

ments in the production phase of the resource, but rather

based upon the flow of rents ffom-the.sale of the refjource
_whidh‘may'have a Ionger time. horizon. The colledtion and
._.dlstr1but10n of these rents after ‘resource- related labor

~‘demand has passed results in a negatlve incentive for labor

to mlgrate out of the reglon to places where its marglnal

- product is higher. Because the ou-tmigration is inevitable,

- there is no reason-why it should not occur immediately after

the labor is not productlvely ‘employed in the region. Also,

‘the publlc fa0111t1es must be scheduled so that they are

coordinated not with the scheduled labor requirements of the

facility but rather with the rents received.

These problems could be minimized 1f the dlstrlbutlog

 were not’ contlngent upon res1dence in the reglon because the

N

© eXcess populatlon would thén be mlnlmlzed "This would be
-equlvalent however, to a351gn1ng the rents to the federal

governmeant.

. Increase government spénding programs. This ‘ﬁilj_ have the

same qualitative effect as a distribution program in texms

of increased population and decreased real wage. This is

because increased government spending increases the fiscal. .
residual, just as does reduced taxes. (Individuals may view

$1 in reduced taxes as of more value than-$1 of additional




governmént.) To the extent spending lags the receipt of
revenues the 1nev1table populatlon out- mlgratlon is delayed .
- and the 1neff1c1ent spatlal allocatlon of populatiow per-

sists, S : e S o

,This po$icy highlights more cleafly 6né 6f the veal =
resource costs off retention of remts from aony enewablﬂ re-
‘sources .withih the‘ region The average cost of publlc;
'serv1ces may be constant in the region, but thlS cost may be .
con31derab1y above the’ average for other- reglons Thus, the
provision of addltlonal services to. the reglonal populatlon
: may be at a much higher cost than would be necessary else~
”where, and the provision of these services would entall a

real cutput loss to society to the extent they were prOV1ded

to 1ndlv1duals who would eventually mlgrate from the reglon

~ Invest within the region (fﬁé Peters argﬁment) _ In theory

thlS would in 1tself have no-effect because of the fungibil-
ity of capital argument.' Politigal pressure, howeﬁer, would
likely result in inﬁestment in actiyities with a rate of.
return below. the market in order to satisfy social‘objec-
" tives other than profit maximization,-such'as job-création
within the region. " The résqlt is aggregate.overinyestment.
Expansion of the capital stock may occur at a faster rate,
but the aggregate welfare will be reduced»becauSe-bf the

reduced marginal value of investment, Thé wage rate will



.rise in the region as a rgsult of thé Eapital expansidn, énd
this'will draw'additional.migranﬁs into the»regionj__bnly'?i
when' the xents have been - completely ,diSSipéted through *
sﬁbsidization of bélow market rate of return_invéstmeqts,ri
will the_région contraéﬁ to its long-run equlibfium:lével off¥;

populatibg;

Interestingly, these three strategies are differeﬁt forms  pth

welfare maximization according to the principle of people prosperityf?

from £he'pe;spective qf the current residents of the resource rich;:
region. They are all vahiclés by which the public weélth, the rents,ii
can moét. quickly be distriﬁuted to current residents.._ xroﬁicall§,'éi
however, these attempts to maximize the welfare of current residentséf
all lead to substaﬂtial in—migratioh which reduces-tﬁe public Wealth ;
of each individual ;ince it must be shared with a largér group‘_ o

:huS;.ﬂOt oﬁiy is anyrusg‘of tﬁe.rents which attemﬁtsltq maximiZééf
the welfare of the current residents inefficient from é-giébal.pei?i}
spective, but it is incomsistent beéause £he définition of a residenti?
is changing over time. Thus, there is a strong argument‘for assigningiﬁ
the prcperfy right-to the federal goverament. (On-the_presumptioﬁt;
that it Wili be distributed more or less equitably éc;oss all re-

gions.) -

18




4,  Invest outside the region. A final alternative is for the

regional rents to be invested outside the region. The investment

‘becomes the tax base. of the region in the absence of a watural

- resource. In this way, the temporary nonrenewable resource will
“have been converted into a renewable resource, a capital asset,

and consequently;‘a permanent tax base for the fegion.'

.TﬁeA éffect‘ of .thié _élternative would ‘Ee to 1ninimiée_ the
iﬁefficiency due. to a pépulétion shift into the rgsourée rich
region. There would be ;io efficiency loss attributable to g%~
rary mig?é{ion into'the region.  In one sense this would also be
;éqnsiétenﬁ with and compatible witﬁ regional Welfare-maximiza-
tioﬁ.;‘Thié welfare ‘maximization is a'particulgrrkind_of E}ggg
piosgerity'-notion, fér the region which is ‘a. iong-ruﬁ. weifare
maxi@um for a given “leﬁél of pppulatioh7~but 'not"necéssagily
" those indi%iduals curreﬁtiy resid;ng in ihe region. |

.~

.The likelihood of implementation of Ehis type -of plan is

remote although several states have established permanent funds
which ostensibly serve this purpoSé. To the extent that nonre-

‘newable resource reats are assigned to such funds and invested:

.outside the regibn, there is no efficiency argument against the

rents being the property of the region if the location of natural

resources is accepted as part of the datum of the efficient

spatial distribution of economic activity. But likewise there is’

no efficiency argument in favor of a'regional property right to

the rents.

19




. Vi,
“In conclusion, the efficiency of different local-federal'selits

of nonrenewable resource rente depends upon the type of policy the

regional governmenﬁ wduldlfellow if it had the rents and*&hat'the‘_,l

development of the reglonal economy would be like in the absence of

the -wealth represented by those rents. On the one-hand,_lf the re-

gional government behaves in a faghion which maximizes the welfare of

current residents, then there is an efficiency argument for federal

ownership of the prpperty'iight becanse it results in a tempoxary

overpopulation of the resouxce rich area and'feduces aggregate output.

1f the regional government attempts to max1m12es the long~run welfare

of a stable populatlon independent of gyhether those 1n61V1dualS are 7

current.re31dent8'or not, then the efficiency argument agalnst region- JE

al’ ownership of the property right is substantially'weakened. Thls'is

because the resultlng populatlon,shlft aSSOC1ated with the resource is

.Eermanent and adJustlng that populatlon is arguably out51de the scope

of economic policy.
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