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Abstract 

This paper examines the short-term and long-term impacts of Mineral Resource Extraction (MRE) on jurisdictions in the 

United States. While MRE may prove to be an economic boon for communities in the short-term, conclusive findings on the 

industry’s long-term economic impacts are elusive. Given the mixed economic record of MRE and its potential to also usher 

in a host of negative externalities, such as environmental degradation and infrastructural stress, the establishment of a 

permanent or trust fund is imperative. These funds divert revenue collected from MRE into a fund that exists in perpetuity 

and allows citizens to benefit from the industry in the future, even if extraction ceases.  

 

Introduction 

Mineral Resource Extraction (MRE), which includes but is 

not limited to the production of coal, natural gas, and oil, 

plays a major role in federal, state, and local economies. In 

the United States, extraction alone (excluding ancillary 

services such as shipping, storage, marketing, etc.) employs 

approximately 700,000 workers and accounts for 1.4 percent 

of GDP (Bureau of Labor Statistics; Bureau of Economic 

Analysis). States with vast reserves of mineral resources (e.g. 

oil and natural gas from shale deposits) like Colorado, North 

Dakota, Pennsylvania, and Texas, along with many of their 

respective municipalities, rely on MRE to boost investment, 

increase employment, and raise wages.  

However, conclusive findings pertaining to long-term 

economic impacts of MRE are elusive. A multitude of 

studies conducted over the past several decades show a 

mixed record of economic outcomes, with some highlighting 

the advantages of MRE and others highlighting the 

disadvantages (Ouedraogo, 2016). Studies show that the 

extraction of natural resources may inject capital into 

communities with MRE as well as increase profits for firms 

engaged in extraction, promote migration, increase levels of 

employment, raise wages, and boost housing markets (Cust 

& Poelhekke, 2015; Gittings & Roach, 2019; Gunton, 2003; 

Vachon, 2015). Others show that MRE may lead to sluggish 

long-term economic growth by crowding out other 

industries, promoting overspecialization in MRE, and 

lowering educational attainment levels in resource extraction 

communities (Graves, Weiler, & Tynon, 2009; Ross, 1999; 

W. M. Corden, 1984).  

Because MRE has a mixed economic record and may also 

lead to a host of negative externalities (e.g. environmental 

degradation, health issues, infrastructural stress, and 

expansion in the provision of public goods and services), it is 

imperative that jurisdictions engaged in MRE save at least a 

portion of the revenue collected from the industry through 

taxes (e.g. severance, sales, and property taxes) and/or 

royalties from MRE on public lands in a permanent or trust 

fund. These funds save monies collected from MRE and use 

the interest generated to reinvest in the jurisdiction engaged 

in extraction. Establishing these funds allows states and 

communities to address negative externalities from MRE and 

gives citizens an opportunity to benefit from the resource 

even after extraction ends (Fini, 2011).  

A review of these funds in the United States shows 

considerable variation in their size, structure, use, and overall 

success. Perhaps the best and most enduring example of a 

successful fund is the Alaska Permanent Fund, established in 

1976. The Alaska Permanent Fund was established to ensure 
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that the benefits of resources extracted in the present 

continued to benefit citizens in the future. As such, the state 

moves 25 percent of all severance tax revenue from MRE 

away from day-to-day government spending and places the 

monies into the Alaska Permanent Fund (Bishop, 2014). 

Today, the Alaska Permanent Fund has a principal of over 

$54 billion and distributes the interest generated to its 

residents in the form of an annual dividend (Rabe & 

Hampton, 2016).  

This paper contends that in the future, more states should 

consider a trust or permanent fund regime. And while not all 

states may wish to create the same regime as Alaska, at least 

some of the characteristics from Alaska’s fund should be 

integrated into new regimes—namely the fund’s rigidity, 

transparency, and salience. Should states move to establish 

such a fund, they may be able to avoid or ameliorate at least 

some of the negative aspects of MRE observed in other 

communities and states and provide an opportunity to yield 

today’s economic benefits far into the future. 

Mineral Resource Extraction: A Mixed 

Economic Record 

A vast body of literature pertaining to the impacts of MRE 

on national, state, and local economies exists. Researchers 

have worked for many years to determine if exploiting 

natural resource reserves is an asset or a liability for an 

economy. In fact, studies framing MRE as a “curse” or 

“disease” date back several decades (W. M. Corden, 1984). 

Despite this body, however, there is little consensus on the 

issue (Ouedraogo, 2016). Numerous studies highlight the 

positive economic aspects of MRE while many others 

highlight the negative. This section will provide an overview 

of the literature as it stands today.  

Before delving into a discussion about positive and negative 

economic aspects of extractive industries, however, it is 

important to note that much of the research into the economic 

impacts of MRE is international in nature. That is, many 

studies have sought to examine the impacts of MRE outside 

of the United States, and in the developing world in 

particular (Ross, 1999). Consequently, scholars have 

questioned if and how the findings from such studies can be 

applied domestically given the differences in economic, 

political, and social institutions between the United States 

and the developing world (Deller & Schreiber, 2012). Given 

those differences, this study will focus on the literature 

pertaining to the United States and its peers.  

 

 

Resource Extraction: A Blessing for the 

Economy  

Numerous studies conducted over the past several decades 

suggest that MRE can be an economic boon for communities 

in the United States. For jurisdictions with vast reserves of 

coal, natural gas, oil, and other resources, extraction may 

present an opportunity for economic development that might 

not otherwise exist. Once extraction commences, 

jurisdictions may enjoy a host of benefits including 

injections of capital into the local economy, population 

growth, increased rents, employment gains, higher wages, 

greater profits among firms, and income from royalties 

collected on land leases (Gunton, 2003).  

One of the primary benefits of MRE is the injection of 

capital into the jurisdiction hosting extraction, particularly 

during periods of rapid, intensive growth, often referred to as 

booms. In boom periods, capital flows into jurisdictions rich 

in mineral deposits in order to build-up the required 

infrastructure to conduct business (e.g. clear land, build 

access roads, etc.). As the industry grows, capital continues 

to flow into the jurisdiction as additional firms enter the 

market to engage in extraction or provide support via 

ancillary services (Jacobsen & Parker, 2016). Examples of 

such ancillary services include retail and food service; 

transportation and logistics; professional services; and others. 

Given these tendencies, researchers contend that MRE may 

present opportunities for substantial spillovers into other 

parts of the economy and serve as a key economic driver 

(Cust & Poelhekke, 2015).  

Just as firms enter the market to engage in or support MRE, 

so, too, do people. The extraction of mineral resources tends 

to draw labor from outside of the immediate area to engage 

in the industry, which in turn leads to population growth 

(Vachon, 2015). In an extensive review of migration patterns 

during boom periods, Ouedraogo (2016) concluded that 

counties with MRE experienced modest increases in 

population growth when compared to their non-MRE peers 

(Ouedraogo, 2016). Population growth amidst MRE may be 

attributed to the draw of higher wages and/or the bright 

economic prospects associated with a burgeoning industry. 

In some cases, workers may commute (sometimes hundreds 

of miles) or temporarily relocate to jurisdictions engaged in 

MRE in order to benefit from the industry (Gittings & 

Roach, 2019). Anecdotal evidence supports the migration 

patterns described here. Residents in Pennsylvania reported 

an influx of workers with out-of-state license plates when 

shale gas development boomed in 2011. In that case, workers 

from other shale gas states, such as Texas and Oklahoma, 

relocated to Pennsylvania in order to work in the hydraulic 

fracturing industry (Shale Hub, 2019).  
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As populations in jurisdictions with MRE grow, land rents 

tend to increase. The influx of workers puts pressure on 

temporary accommodations (e.g. hotels, motels, extended 

stay establishments) as well as the local housing stock. This 

in turn drives up land-rents within the jurisdiction. Research 

suggests that markets for housing expand with the industry 

and increases the cost of even low quality housing (Graves et 

al., 2009). While such increase in land-rents can prove 

problematic by threatening the availability of affordable 

housing, they can also prove beneficial. Expansions in the 

housing market associated with the shale gas boom can prove 

to be beneficial for communities by raising land values and 

thus increasing the potential property tax collected 

(Murtazashvili & Piano, 2019). 

In addition, MRE can help increase employment levels and 

raise wages and earnings for workers engaged in the 

industry. Employment gains have been observed in a 

multitude of studies, though the magnitude of the gains 

depends on the type of resource extracted and the efficiency 

of extraction technologies (Miljkovic & Ripplinger, 2016; 

Paredes, Komarek, & Loveridge, 2015; Weinstein, 2014). 

According to the literature, the most resounding gains in 

employment amidst MRE occurred in the oil and gas sector, 

with an increase of 0.3 percent per rig (the crew and 

equipment used to produce oil and natural gas) (Miljkovic & 

Ripplinger, 2016). The gains in employment can be 

attributed to the need for a robust workforce to complete the 

drilling, mining, hydraulic fracturing etc. and get the 

resource to market. Wages also tend to increase with MRE as 

the nature of the work (e.g. long hours, difficult and/or 

dangerous conditions) commands higher pay in the labor 

market. In a county-level analysis of the lower 48 states from 

2001-2011, Weinstein (2014) reported that counties with 

natural gas development experienced a 2.65 percent increase 

in earnings (Weinstein, 2014). Similar results for other 

resources, including oil, were observed in numerous other 

studies (Gittings & Roach, 2019; Miljkovic & Ripplinger, 

2016; Ouedraogo, 2016; Vachon, 2015; W. M. Corden, 

1984). Wage increases in ancillary firms (those not directly 

engaged in MRE) can be at least in part attributed to 

competition between firms for labor driving up wages. As 

more individuals gain employment in MRE, that creates 

competition in the labor pool and tends to lead to wage 

increases in a variety of fields ranging from logistics to food 

service (Gittings & Roach, 2019).  

MRE has the potential to both increase the number of firms 

operating in a locale as well as the profits generated by those 

firms. The number of firms operating may increase as a 

result of the business community’s desire to engage in and/or 

support extraction (Gunton, 2003). For example, when oil 

extraction from shale commenced in North Dakota, firms 

entered the communities hosting extraction in order to supply 

equipment used during extraction, provide critical services 

such as land clearing and construction, and develop retail 

establishments that could accommodate the everyday needs 

of workers. Current research on firm-level operations in 

resource extraction communities suggests that MRE can 

dramatically change local market conditions by drawing not 

only more firms into a locale but also improving profit 

margins (Davis & Sims, 2019).  

Finally, resource extraction may lead to monies circulating 

through a community’s economy as a result of royalties 

collected on leased land. In the United States, mineral rights 

are private, meaning that landowners hold the rights not only 

to their real property but also the resources below. 

Furthermore, mineral rights are severable, meaning that 

landowners can sell the rights to their minerals without also 

disposing of their real property on the surface. Given these 

two factors, landowners can sell or lease their mineral rights 

to interested parties and/or buy others’ mineral rights for 

financial gain. Therefore, when resources are discovered, 

many landowners lease their land to extraction companies in 

order to collect a royalty and/or purchase the mineral rights 

of others to increase their own economic benefit. Royalties 

can range from a few dollars to several thousand dollars per 

acre. For those with valuable resources or large land 

holdings, royalties can prove to be a tremendous economic 

boon. In Pennsylvania, newfound wealth from royalty checks 

mailed to landowners led to the coining of the term “mailbox 

millionaires” (Shale Hub, 2019). Often the economic benefits 

yielded through royalties collected on MRE-related leases 

circulate through local economies (Kinnaman, 2011). In a 

recent study conducted by Brown et al. (2019), researchers 

found that for each royalty dollar generated by MRE, an 

additional 49 cents of local income was also generated 

(Brown, Fitzgerald, & Weber, 2019). Thus, royalty payments 

received by private parties in a community still tend to have 

an economic benefit for the greater community.  

Given the economic benefits discussed here, many 

jurisdictions consider MRE to be an economic boon. The 

influx of capital and workers, higher wages, and the ripple of 

royalty monies through the local economy may prove 

attractive for residents and policymakers alike, especially in 

jurisdictions that have languished economically due to 

outsourcing, population loss, and/or low educational 

attainment. However, the positive effects experienced, 

especially during boom periods, do not always translate into 

long-term economic success. 

 

 



Center for Energy Policy and Management 

 4  
 

Resource Extraction: A Curse for the 

Economy  

Despite the many economic benefits discussed in the 

previous section, long-term or sustained economic growth 

from resource extraction may not materialize. Hindrances to 

long-term economic growth from MRE can come about as a 

result of resource exhaustion, decreased demand for the 

resource, excess supply, or a combination of these factors 

(Graves, Weiler, & Tynon, 2009). If or when any of these 

occur, communities may be unable to absorb the concomitant 

contraction due to economic overspecialization in resource 

extraction and/or a workforce with limited skillsets (Haefele 

& Morton, 2009). Consequently, communities that are 

heavily engaged in extractive industries may struggle to 

establish strategies for long-term economic growth. 

Perhaps the greatest threat to long-term economic success 

amidst MRE is economic overspecialization. In economic 

theory, economic overspecialization refers an economy in 

which a disproportionate amount of capital is tied up in a 

single industry or a cluster of related industries. Thus, in an 

overspecialized economy, the industrial mix is quite narrow. 

Overspecialization is problematic because if the specialized 

industry falters, so, too, does the rest of the economy. The 

steel industry in the City of Pittsburgh during the 20th century 

is an excellent example of overspecialization and its ills 

(Jackson, 2015). For most of the 20th century, Pittsburgh was 

known for steel production. Numerous companies, most 

notably US Steel, grew operations in Pittsburgh to take 

advantage of agglomeration and economies of scale. At one 

point, nearly a majority of workers in Pittsburgh were 

engaged in steel making or closely related industry (Treado 

& Giarratani, 2008). However, by the 1980s, foreign 

competition and labor disputes made Pittsburgh’s steel 

uncompetitive in the market and forced closures and layoffs. 

Unfortunately, given the size of the industry relative to the 

City, the closures and layoffs proved catastrophic and 

eventually led to population loss and economic stagnation for 

many years.  

While the Pittsburgh example does not directly correspond to 

resource extraction, the same issues can occur in the context 

of MRE. Because MRE tends to pull capital (human and/or 

physical) away from other industries in an economy by way 

of employment growth and higher wages, other industries 

may not be able to compete and may consequently shut down 

or avoid the market altogether (W. M. Corden, 1984). This 

re-allocation threatens an economy’s overall economic 

diversity. Less economic diversity is associated with higher 

rates of unemployment and less employment stability in a 

community (Garcia-Milà & McGuire, 1993). Moreover, 

when the resource bust occurs (drops in demand for the 

resource being extracted because of price, exhaustion, and/or 

non-competitiveness), communities are left with few viable 

economic alternative activities as a result of crowding out. 

Only a handful of industries may exist to absorb the shock of 

the collapse of resource extraction.  

Overspecialization may also manifest itself in the form of 

decreased educational attainment and/or limited skillsets of 

workers. Research in the field suggests that employment 

growth and higher wages presented by MRE may lead to 

residents in a jurisdiction foregoing education to participate 

in extractive industries. In a recent study, researchers 

examined the effects of oil and gas development in 1,170 

counties across 15 states on schooling decisions for K-12 

students. The study revealed a negative relationship between 

MRE growth and school enrollment, with a decrease of 

41,760 students enrolled annually in grades 11 and 12 in 

MRE areas (Zuo, Schieffer, & Buck, 2019). Similar findings 

were observed at the collegiate level as well. Research that 

examined 135 Canadian urban areas over a 35-year period 

(1971–2006) showed that MRE was associated with 

decreases in college-educated persons across jurisdiction 

(Dubé & Polèse, 2015). Decreases in educational attainment 

may lead to lower wages, lower quality jobs, and decreased 

employment in areas with MRE. Furthermore, if or when 

MRE stops, the workforce left behind may not be prepared or 

endowed with the skills necessary to adapt to new 

occupations as they forewent additional education to take 

part in the industry. Research suggests that when a temporary 

or permanent bust occurs, the specialized workforce skill sets 

required by MRE may not be transferrable to other sectors 

(Haefele & Morton, 2009). As a result, areas engaged in 

extraction may struggle economically with a less educated 

and lower paid population in the long-run, especially once 

MRE ceases.  

Negative Externalities 

Apart from slowed or diminished long-term economic 

growth, MRE can present a number of other challenges. 

Communities that host natural resource extraction often 

experience negative externalities such as environmental 

degradation, health issues, infrastructural damage, and 

stresses to governmental services. The process of extracting 

natural resources can lead to air and water pollution, 

deforestation, habitat fragmentation, erosion/sedimentation, 

and other environmental problems. Similarly, the chemicals 

and processes utilized as a part of MRE can lead to acute and 

chronic health issues in both the MRE workforce and greater 

community. As for infrastructure, the MRE has been known 

to lead to damaged roads and bridges due to the movement of 

heavy equipment and machinery. Finally, MRE can add 

stress to local services as jurisdictions adjust to industry 

needs, fluctuations in population, and changing economic 

conditions.  
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Environmental damage from MRE can be quite extensive. 

The process of extracting natural resources from beneath the 

earth’s surface often requires the use of heavy equipment to 

clear land in order to drill, hydraulically fracture, dig, or 

tunnel to access the desired mineral resources (McIlmoil, 

Hansen, Boettner, & Miller, 2010.). As a result, the industry 

often deforests previously forested areas which creates 

habitat fragmentation and can in turn lead to wildlife 

disruption and soil erosion and sedimentation. Because the 

heavy equipment employed by operators is often diesel-

powered, the equipment is also known to pollute the air 

(Christopherson & Rightor, 2012). Oil and gas drilling sites, 

for example, are a known source of air pollutants such as 

nitrogen oxides, particulates from road dust, and benzene and 

methane from equipment leaks (Caulton et al., 2019). These 

emissions can cause health issues, odors, and contribute to 

greenhouse gas emissions (Small et al., 2014). Furthermore, 

the removal of the resource can lead to environmental 

degradation as the mineral resources often prove damaging to 

the environment (e.g. oil spills, acid mine drainage, natural 

gas emissions, etc.) (Demirbas, 2009). Unconventional 

natural gas development in Ohio, Pennsylvania, and West 

Virginia, for example, has been examined criticized for its 

use of toxic chemicals which may lead to surface water and 

sub-surface water damage because of leaks and spills during 

the hydraulic fracturing process (Christopherson & Rightor, 

2012).   

Long-term health impacts associated with MRE often come 

about as a result of both occupational and non-occupational 

hazards. That is, communities engaged in MRE often 

experience negative health impacts as a result of exposure 

through direct work in the industry or as a result of exposure 

to air and water contaminated by MRE activities (Saunders, 

McCoy, Goldstein, Saunders, & Munroe, 2018). 

Occupational health risks are well-documented in the 

literature and present themselves as both acute and chronic 

health issues, including but not limited to short-term 

breathing issues, asthma, long-term lung damage, cancer, and 

endocrine system disruption (Burgherr, Eckle, & Hirschberg, 

2012; Witter, Tenney, Clark, & Newman, 2014). Non-

occupational health risks include similar issues, such as 

asthma, lung cancer, endocrine system disruption, and blood 

disorders (Srebotnjak, 2018).  

Infrastructural stress can occur over the course of MRE as 

well. The use of heavy equipment by the industry and the 

need to transport that equipment on local roads, many of 

which are not designed to withstand high volumes of traffic 

or heavy vehicles, may lead to severe damage to roads, 

bridges, and other infrastructure (Christopherson & Rightor, 

2012). Hydraulic fracturing for oil and natural gas, for 

example, requires the use of thousands of gallons of 

chemicals and millions of gallons of water to complete a 

well. Thus, large trucks carrying the chemicals, millions of 

gallons of water, and pieces of the well must travel back and 

forth on local roads for well completion. As a result, the 

increased volumes in traffic and the sheer weight of the 

vehicles has caused a tremendous amount of damage to 

public infrastructure (Newell & Raimi, 2018). In addition, 

the burgeoning industry may require expansions to old 

infrastructure or construction of new infrastructure. 

Depending on the magnitude of growth, MRE may 

necessitate the completion of new roads, bridges, pathways, 

telecommunications infrastructure, etc. (Graves et al., 2009). 

Whether its repair, expansion, or construction of new 

infrastructure, most of the costs must be absorbed by the 

government and people rather than the industry itself (Mayer, 

Olson‐Hazboun, & Malin, 2018).  

Finally, MRE may put stress on local services. As the 

industry grows in a region, it may necessitate service 

expansions, namely in the areas of administrative services, 

public safety, health, and public works. Growth in 

administrative services is commonly associated with the 

industry’s required access to deeds and property information 

in order to establish leases for development. Expansions in 

public safety, health, and public works, however, is 

associated with population increases in areas with MRE 

(Mayer et al., 2018). That is, the influx of workers often 

requires greater access to police/fire/emergency services, 

public health resources, and public works departments. 

Research on police services in particular show that the influx 

of workers, and temporary male laborers, was associated 

with upticks in aggravated assaults, burglaries, larcenies, and 

motor vehicle thefts in counties with MRE (Lim, 2018).  

The negative externalities presented here bear significant 

costs for local and state governments. While they may 

benefit from the economic opportunities presented by MRE, 

they must also work to address environmental degradation, 

public health impacts, infrastructural damage, and stress on 

local services. In many cases, the true costs of these issues 

may not be realized for generations (e.g. environment and 

public health issues). Thus, policymakers must find ways to 

balance the impacts of the industry with the potential 

economic benefits and establish mechanisms to offset costs 

in the near- and long-term.   

Revenue from Mineral Resource Extraction 

To address negative externalities and avoid long-term 

negative economic contractions, many communities choose 

to impose a regime of taxes or fees on MRE. These taxes and 

fees are used to improve or expand services, repair 

infrastructure, and/or address environmental issues related to 

the industry. Some jurisdictions even save a portion of the 

revenue for long-term projects or investments. The most 
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common forms of taxation used by local and state 

governments to capture a portion of the revenue generated by 

MRE includes but is not limited to severance, property, and 

sales taxes.  

Many states that tax natural resource extraction have 

established a severance tax as the primary mode of revenue 

capture. The term severance refers to the fact that a resource 

is severed or separated from the land (Cordes, Ebel, & 

Gravelle, 1999). Severance taxes are calculated in a variety 

of ways, depending on the state and the resource. Some states 

choose to levy the tax based on the volume of the resource 

extracted. Such arrangements usually charge several cents 

per cubic meter, thousands of cubic feet, or metric tons 

extracted. Other states choose to levy the tax based on the 

market value of the resource extracted or the income 

generated by the resource. Estimates of value are calculated 

using either the price of mineral at the point of extraction or 

the final price of the mineral at the point of sale. The chart 

below shows current severance tax rates across a handful of 

states for natural gas and oil.  

State Tax Structure 

Colorado Graduated, based on 

income. Rates range from 

2-5% of gross income.  

Louisiana 7 cents per 1,000 cubic rate 

on natural gas. Percent of 

value of oil produced, with 

rates ranging from 2.5% to 

12.5%. 

Ohio 25 cents per thousand cubic 

feet of natural gas. 10 cents 

per barrel of oil. 

Oklahoma 7% of gross value of oil and 

gas produced. 

Texas 7.5% of market value of 

natural gas. 4.6% of market 

value of oil. 

The severance tax is an attractive option for policymakers in 

extractive communities because it is conducive to tax 

exportation. Tax exportation allows policymakers and firms 

to pass most or all of the tax burden along to consumers, who 

most likely reside outside of the jurisdiction with production 

(Rabe & Hampton, 2015). In other words, severance taxes 

are not necessarily paid by the firms and citizens engaged in 

extraction but shifted to consumers of the resource (outside) 

of the community. Because of the potential for tax 

exportation, severance taxes often prove more politically 

feasible than other taxes, such as the property tax, which is 

collected from state residents and firms only.  

While the severance tax is popular among resource extraction 

states, other means of collecting revenue are used in 

conjunction with or in lieu of the severance tax. For most 

municipal governments and some counties, the leading 

alternative revenue source is the sales tax (Newell & Raimi, 

2018). Because MRE often leads to increased economic 

activity in ancillary services, sales tax collected from 

purchases and inter-firm transactions typically increases.  

Thus, local and state governing bodies tend to collect a 

substantial amount of revenue from sales generated by 

resource extraction. For example, in the Barnett Shale region 

of North Texas, unconventional natural gas development 

yielded an additional $4.5 billion in sales tax revenue to 

cities and counties (Hinton, 2018). Such windfalls may have 

a significant impact on municipal finances.  

State and local governments also collect a portion of the 

revenue generated by MRE through property taxes. Taxing 

bodies may levy personal property taxes on the value of oil 

and gas property, including but not limited to the heavy 

equipment or vehicles used to extract natural resources, or on 

real property. Taxes on real property capture the value of the 

mineral on the property itself and includes the resource in the 

property assessment.  Research suggests that real property 

tax collected can increase substantially in a jurisdiction with 

MRE. For example, between 1997 and 2013, the local 

property tax base in the Dallas-Fort Worth area expanded by 

5 to 6 percent and generated an addition $82,000 per student 

in the local school districts (Murtazashvili & Piano, 2019).  

In some cases, state and local governments lease public lands 

to firms engaged in MRE and collect royalties on the leases. 

The amount collected depends on the number of acres leased, 

the amount of the resource available on the lands, and the 

prevailing market price of the resource. While still small 

compared to severance taxes and other forms of revenue, 

royalties from leases on public lands has become 

increasingly lucrative in the hydraulic fracturing era of today. 

In Colorado, for example, royalty payments topped $158 

million in 2014, almost half of the $330 million collected 

through severance taxes (Kear, 2018). For some 

municipalities and counties in western Pennsylvania, 

royalties from public land leases have helped to fund major 

public works and parks and recreation projects (Shale Hub, 

2019).  

While taxes on MRE may prove highly beneficial, they may 

also prove highly detrimental if not properly managed. One 

of the greatest risks presented by taxes on MRE is a reliance 
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on the tax in the annual budget and/or use of the tax to plug 

temporary budget shortfalls. Such a reliance is risky and 

undesirable because revenue generated by MRE is highly 

variable—when the industry experiences a boom, revenues 

are high and when the industry experiences a bust, revenues 

are low. Becoming dependent on revenue from MRE, then, 

puts the local and/or state government at the behest of 

resource and commodities markets. Furthermore, such a 

reliance can introduce new political pressures to the 

budgetary process. Jurisdictions that rely heavily on taxes 

collected from MRE may become politically paralyzed if the 

industry threatens to slow down or hold operations in 

response to tax changes (Kelsey, Partridge, & White, 2016).  

Endowments for the Future 

MRE may lead to short-term economic benefits for 

jurisdictions but can also stymy long-term economic growth 

and be associated with a myriad of negative externalities, 

such as infrastructural damage and environmental 

degradation. In order to address these issues, policymakers 

have established taxes, namely the severance tax, to capture a 

portion of the revenue generated by MRE. In a handful of 

cases, policymakers have gone one step further by 

establishing a trust fund or permanent fund using revenue 

generated by MRE. Monies diverted into the trust fund from 

MRE revenues are saved in perpetuity with interest earned 

and/or a portion of the principal used annually to be 

reinvested into the jurisdiction. In those cases, policymakers 

have indicated that they created the permanent or trust funds 

in an effort to avoid the resource curse, promote fiscal 

prudence, and maximize public benefit (Rabe & Hampton, 

2016).  

The structure of the funds varies considerably between 

locales and have traditionally been created at the state level 

in the United States. A number of states refer to the funds as 

‘permanent funds’ or ‘trust funds’ while others attach the 

name to the use of the funds. For example, Texas refers to its 

fund as the “Texas Permanent School Fund”. Beside the 

differences in names, the funds vary in terms of their passage 

and structure. Some states have established the funds through 

constitutional amendments while others have relied only on 

statutes (Backer, 2017). The differences in the mechanisms 

used to establish the funds is important to note as 

constitutional amendments generally require more effort to 

modify than statutes. Thus, the mechanisms used for passage 

are closely tied to the success of the funds over time (Rabe & 

Hampton, 2016). Finally, the ways in which each state 

diverts monies, invests them, and handles the principal and 

interest varies significantly. For example, North Dakota 

diverts 30 percent of its severance tax revenue to the fund 

and can spend up to 15 percent of the principal after the fund 

reaches a total $2.8 billion—a benchmark not seen in other 

state regimes (Rabe & Hampton, 2016).    

Benefits of Permanent or Trust Funds 

Despite the differences in structure and passage, the funds 

have proven largely beneficial to the states that have 

established them. One of the biggest benefits of establishing 

a permanent or trust fund is the ability to spread revenue 

more evenly over time to reduce the impact of shocks felt 

during boom and bust periods. Research suggests that major 

revenue surpluses and shortfalls can create unique 

governance issues. In boom periods, citizens and 

policymakers may feel compelled to establish new programs 

or services using the windfall, despite no guarantee that the 

surplus will continue to materialize in the future (Anderson, 

2002). During bust periods, citizens and policymakers may 

have to make dramatic cutbacks in order to balance the 

budget. With a permanent or trust fund, surpluses can be 

saved more easily and shortfalls could be filled with interest 

earned from the principal in an emergency. In short, 

permanent or trust funds allow policymakers to realistically 

manage expectations when revenues are high and more deftly 

manage liabilities when revenues are low (Fini, 2011).  

In addition, permanent trust funds allow jurisdictions to set 

aside money in the present to address externalities that may 

arise in the future. With the potential for long-term 

environmental consequences that may not be fully realized in 

the past or present, the permanent fund allows policymakers 

and citizens to plan for possible environmental damage 

uncovered in the future (Weijermars, 2015). More 

specifically, the fund may provide a mechanism to pay for 

and complete costly environmental remediation, the costs of 

which may be unknown. When establishing the Alaska 

Permanent Fund, politicians regularly cited such a 

mechanism in their rationale for establishing the fund 

(Anderson, 2002). Addressing possible environment damage 

down the road was of the utmost importance in the State’s 

earliest policy debates.   

Finally, the funds allow jurisdictions to promote long-term 

economic growth. As discussed earlier, booms and busts in 

MRE markets occur regularly. Eventually, a permanent bust 

will occur when the mineral resource is exhausted. Thus, 

permanent or trust funds provide an opportunity not only to 

smooth out revenue during cyclical booms and busts but also 

provide income from the resource in perpetuity once the 

resource is gone (Bishop, 2014). Jurisdictions with vast 

reserves of mineral resources may utilize the fund to address 

environmental and socioeconomic issues. For example, 

jurisdictions may wish to invest the funds in education and 

workforce development, economic diversification measures, 

and/or social programs (Alsweilem & Rietveld, 2018). In 
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doing so, jurisdictions will be able to avoid or ameliorate the 

long-term issues associated with MRE.  

Costs of Permanent or Trust Funds 

Given the benefits of permanent or trust funds tied to MRE, 

it may be difficult to understand why more states have not 

established such funds. The answer is that a number of costs 

or drawbacks to establishing such funds exists. Establishing 

permanent or trust funds in most cases quashes the ability to 

address short term issues in a jurisdiction with MRE. 

Furthermore, effectively managing the fund may prove 

difficult and preclude the establishment of a permanent or 

trust fund.   

The first issue, the inability to address short-term issues may 

prove the most difficult for jurisdictions with MRE to 

overcome. As discussed earlier, MRE may necessitate the 

completion of new roads, bridges, pathways, 

telecommunications infrastructure, etc. as well as an 

expansion in public services provided. Since most of the 

costs must be absorbed by the government and people rather 

than the industry itself, the temptation to use monies 

generated by taxes on MRE may prove overwhelming for 

citizens and public officials alike. Research suggests that 

local and state government leaders regularly cite 

infrastructural improvements (e.g. road and bridge repair) 

and service expansion costs (e.g. expanded police, fire, and 

health services) as primary uses for revenue generated by 

MRE (Newell & Raimi, 2018). Thus, in order to save at least 

a portion of the monies for a permanent or trust fund, public 

officials must be convinced to forego repairs and cost 

reimbursements in the short-term, which may prove 

politically untenable.  

The second issue, effective management of the fund, may 

also prove daunting. Governmental entities that establish 

funds for future generations may find it difficult to maintain 

the funds even after their passage. Not only must government 

officials create funds that are fruitful, but they must ensure 

that they continue to yield a significant benefit. This requires 

knowledge about investing, fund management, and other 

financial instruments. Furthermore, managers of the fund 

must avoid political whims that may interfere with the 

investment process or the fund itself (Alsweilem & Rietveld, 

2018). Thus managing the fund may prove difficult and 

require a complex set of skills that may not be readily 

available in some administrative and political environments 

(Thomas, Savatgy, & Klimovich, 2016).  

 

 

Permanent Fund Best Practices: Lessons 

from Alaska 

Perhaps the best example of a successful permanent or trust 

fund in the United States is the Alaska Permanent Fund, 

established in 1976. The Alaska Permanent Fund came to 

fruition as a result of an amendment to the State’s 

constitution. The amendment required an approval by two-

thirds of the legislature and a majority of voters at the ballot 

box. As a part of the amendment, the government established 

that monies deposited would serve as the principal of the 

fund and that only interest generated would be available for 

expenditure. Thereafter, a debate occurred as to how to spend 

the interest generated by the deposits. Ultimately, 

policymakers and voters settled on the creation of a dividend 

for all Alaskans. The modification established that 50 percent 

of the interest yield would be distributed as dividends, with 

the rest going back to the principal or residing in an Earnings 

Reserve Fund, which may be appropriated by the legislature. 

Since that time, Alaska has mailed dividend checks 

averaging $1,100 per year to its citizens while 

simultaneously building a fund in excess of $54 billion 

(Bishop, 2014).  

The birth of the Alaska Permanent Fund can be attributed to 

the political distaste for the perceived squandering of some 

of the state’s earliest oil revenues in the 1960s and 1970s. 

When oil production commenced in Prudhoe Bay in 1969, 

the industry generated a whopping $900 million in revenue 

for the state. Within only a few years, that entire sum had 

been consumed by the legislature (Rabe & Hampton, 2016). 

Turned off by how quickly the money came and went, 

political leaders, including the governor, sought to establish a 

fund that would benefit all Alaskans far into the future. By 

1976, political leaders had coalesced around the Alaska 

Permanent Fund and saw its passage (Anderson, 2002).  

The primary factor that has made the Alaska Permanent Fund 

so successful over time is its design and implementation. 

Policymakers designed the fund in such a way so as to isolate 

the monies from normal political pressures and political 

leaders. Just by requiring a constitutional amendment to 

modify the fund, public administrators ensured that any 

changes would warrant a tremendous amount of effort and 

public discourse. Public administrators further solidified the 

fund by designating the revenue as the ‘principal’ which 

could not be touched. Adopting this terminology in the 

language of the amendment provided very little leeway in 

how the government would be able to handle the monies. To 

further ensure that the fund would stay safe and untouched, 

policymakers established the Alaska Permanent Fund 

Corporation (APFC). The APFC oversees all investment 

decisions with a stated purpose of preserving the principal 

and securing a return on investment. By creating the APFC, 
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the legislature further insulated the fund from the demands of 

political leaders and other economic pressures (Bishop, 

2014).  

Secondary to the fund’s design is the transparency of the 

fund, which has also contributed to its success. In many 

ways, the fund is highly transparent in Alaska and Alaskan 

politics. Citizens are aware of the fund’s existence, its health, 

and those who manage the funds at the APFC. Such 

knowledge about a particular fund or revenue stream in local 

or state government is extremely rare. The high level of 

transparency ensures that citizens act as a watchdog for the 

fund and advocate on behalf of its continuation. In fact, over 

time, citizens have regularly voted down provisions and 

candidates who wish to alter the fund (Anderson, 2002).  

Finally, the fund has been successful because of its salience 

in public life. In Alaska, the dividend system created a 

tremendous amount of public buy-in for the fund. Even when 

revenue shortfalls have occurred or the state’s economy has 

contracted, the fund has maintained strong support because 

of its high level of salience in the lives of everyday Alaskans.  

Without the dividend system and its annual payouts to 

residents of Alaska, it is unclear if the fund would be as 

successful as it is today.  

For states with MRE that do not have a permanent or trust 

fund, considerations should be made to 1) establish such a 

fund and 2) model at least some of the fund on Alaska’s 

Permanent Fund. Key attributes that should carry over into 

new proposals in other states include the passage by 

constitutional amendment, the separation of the funds from 

day-to-day political pressures, and transparency/salience of 

the fund in citizens’ lives. Adopting these characteristics will 

help ensure that the fund grows over time and benefits 

citizens far into the future.  

Conclusion and Future Research 

This paper contends that because MRE has a mixed 

economic record and may also lead to a host of negative 

externalities (e.g. environmental degradation, health issues, 

infrastructural stress, and expansion in the provision of 

public goods and services), it is imperative that jurisdictions 

engaged in MRE save at least a portion of the revenue 

collected from the industry through taxes (e.g. severance, 

sales, and property taxes) and/or royalties from MRE on 

public lands in a permanent or trust fund. In setting up that 

fund, public administrators should consider reviewing the 

Alaska Permanent Fund as it has proven to be successful in 

terms of its long-term growth, ability to withstand changing 

conditions, and benefit to citizens of the state.  

Future research in this area should focus on permanent fund 

regimes at the local or municipal level. In some states, 

including Pennsylvania, there may be a greater appetite to 

establish such a fund at the local level than at the state level, 

given distrust of the state legislature and other leaders. If 

municipalities established such funds, they would 

presumably never grow to the size of the state funds explored 

here, but they could have a real impact on improving 

conditions for communities severely impacted by MRE. 

Thus, understanding the opportunities and impediments for 

such funds at the local level would provide clarity for public 

administrators of municipalities who face the problems of 

MRE and wish to maximize the benefits of MRE in the 

future.  
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