US oil leases: L selection or enter an auction
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“one can let people pay for a chance of being selected. This

is the practice followed in the U.S. oil-lease lottery program. At

the present, each person can buy only one lottery ticket for a given

parcel of land, but it has been argued that the system could be

improved by allowing any number of tickets to be bought, thus

more closely approximating a market system”.   (given in Elster 1987)

from   Haspel, Abraham E. (1985) Drilling for Dollars: The federal oil-lease lottery program Regulation ( american enterprise institute journal of government and society) July/Aug 1985.

at:  http://www.cato.org/pubs/regulation/regv9n4/v9n4-5.pdf 

also   Drilling for Dollars: The New and Improved Federal Oil Lease Program," by Abraham Haspel, Regulation 13:3, Fall 1990. 

Re: Haspel ‘Drilling for Dollars’   http://www.cato.org/pubs/regulation/regv13n3/v13n3-7.pdf 
Many thanks for drawing this paper to our attention. As an economist my view has always to be against government agencies giving away public assets by a Lottery. An auction, such as that conducted for the use of the 3G radio spectrum, was always, in my view the right way to do it. Designed by economists, this auction in 2000 raised £22 bn for the UK Treasury.  My example of a Bad Lottery was the UK Government’s give-away of Directory Enquiry Numbers, which applicants could enter for free. But Haspel’s paper has caused me to re-examine that simplistic notion.

As Haspel showed, if leases for potential but un-promising oil-drilling tracts are distributed by lottery, then the Authority (in this case Wyoming State) can make more revenue, if they charge for the tickets to enter the lottery. Conditions about 1 ticket per US citizen were easily evaded. The alternative of inviting bids from qualified applicants resulted in less revenue, because of the costs of assessing the potential of unpromising tracts.

This has come as a blinding revelation! Of course, if government charges for entry tickets, and sells them as widely as possible, public revenue can be optimised, and sometimes in better ways than an auction. (Haspel explains conditions for this in his last section). Although the public revenues are fully compensated, the benefit will fall to one lucky winner of a lease, which can be then sold on. The crucial element is charging for tickets, and selling them widely.
Other benefits of a charged-ticket-entry public-asset Lottery are, according to Haspel that it is quick, cheap and gets more drilling done sooner. We would add that it avoids possible corruption through the connivance that might occur between the oil-barons and the legislators in allocating leases. 

Again, thanks for producing this paper. There are others papers on this topic, including another by Haspel (I can supply details), but this has really been an eye-opener!
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