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Abstract 
This paper examines the relationship between the lobbying power of different interest groups and public 
education spending in a panel data estimation during the period 1996-2009 for 132 countries. The 
resource rents, manufacture exports, and agriculture value added are used as proxy variables for the 
lobbying power of the natural resource owners, manufacturers, and landowners, respectively, in order to 
substantiate the definition of the lobbying power of the interest groups more with economic fundamentals. 
As lobbying power is mediated through political institutions, different governance indicators are used 
individually and in interaction terms with the proxy variables in the estimations. It is found that when the 
country is more politically stable and the more the rule of law applies, the negative (positive) effect of the 
lobbying power of natural resource owners (manufacturers) on public education spending intensifies. The 
negative effect of landowners’ lobbying power diminishes as institutional quality as measured by 
governance indicators improves.      

Key Words: Public education spending, Human capital, Lobbying power, Interest groups, Governance 
indicators. 

JEL classification: I25, O13, O15, O43, P16, Q00

Introduction 
The Industrial Revolution marked the start of a long series of social and economic transformations leading to 
substantial divergence across countries in terms of income per capita, economic development, and political and 
economic institutions. The period of industrialization both intensified social class stratification by creating new 
classes and increased the demand for human capital, a complementary factor of production to physical capital. Due to 
credit market imperfections, public education spending has become the primary tool for human capital accumulation 
to maintain sustainable economic growth (Galor et al., 2009, Lagerlof and Tangeras, 2008). Nonetheless, human 
capital may not be as beneficial for some sectors in the economy, and the interest groups who operate in these sectors 
as the owners of primary factors of production would not support human capital accumulation through public 
education (Acemoglu and Robinson, 2000). For instance, Galor et al. (2009) argue that given the low level of 
complementarity between human capital and land, increases in human capital reduce the return to land as labor 
migrates from the agricultural sector to the manufacturing sector. When they have political power, the landowners 
would choose to invest little, if at all, in public education unless they also earn returns from the industrial sector. 
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In this paper we examine the relationship between lobbying power of various interest groups and public education 
spending in a panel data estimation during the period 1996-2009 for 132 countries. Furthermore, as lobbying power is 
mediated through political institutions, we explore how different governance indicators affect the overall impact of the 
lobbying power of interest groups on public education spending.  

The choice of the production sectors and interest group stratification is based on the multi-sector, multi-class models 
in Acemoglu and Robinson (2006a, 2006b), and Galor et al. (2009). In this paper, we model three sectors: the natural 
resource, manufacturing, and agriculture sectors. Hence, the three interest groups whose economic power and relative 
political influence on public education spending are investigated are the natural resource owners, manufacturers and 
landowners. In this paper we do not define workers as a separate interest group assuming that the members of the 
three interest groups; natural resource owners, manufacturers, and landowners;   both work and own factors of 
production in their corresponding sectors.      

Different aspects of the link between economic sectors and growth have been analyzed in detail in the literature. 
Matsuyama (1992) examines the relationship between agricultural productivity and economic growth in a two-sector 
model, and argues that agricultural productivity has a positive effect on economic growth in a closed economy, but in 
the case of a small open economy there is a negative relationship between agricultural productivity and economic 
growth. In his model, he does not differentiate between an agriculture sector and a natural resource sector. Lagerlof 
and Tangeras (2008) analyze the trade-off between rent seeking activities, such as resource competition or land 
conquest, and productive activities, such as trade or manufacturing, which use human capital as a factor of production. 
They show that a rise in the availability of natural resources increases rent seeking activities and reduces human 
capital productivity, and is harmful for economic growth in the crucial takeoff period. Bourguignon and Verdier 
(2000) explore in a political economy model the conditions under which the educated oligarchy chooses to invest in 
the education of the poor, and so initiates a transition to democracy by integrating the educated poor into the political 
participation process.  

Empirical studies on the determinants of public education spending highlight various aspects. Busemeyer (2007) 
examines the determinants of public education spending in 21 OECD countries in a pooled time-series analysis. The 
control variables used include the degree of tax revenue decentralization, veto index, and cabinet shares of social 
democrats, Christian democrats, and conservatives. In a study of the determinants of public education spending in the 
US states, Poterba (1997) highlights the importance of the effect of demographic composition on the level of per-child 
education spending.  

The main results we obtain in what follows are that the lobbying power of natural resource owners and landowners 
has a direct negative effect on public education spending, whereas the lobbying power of manufacturers exerts a 
positive one. Moreover, the quality of different dimensions of governance and institutions plays a significant role in 
determining the overall net effect of the lobbying power of different interest groups on public education spending. The 
rest of the paper is organized as follows. Section 2 describes the data set and the econometric strategy. Section 3 
discusses estimation results, section 4 talks about the robustness check measures of the empirical results, and section 5 
presents concluding remarks.   

Econometric Strategy and Data Details  
Our aim here is to estimate the effect of various interest groups’ lobbying power on public education spending 
working through the political institutions. In order to eliminate the possible omitted variable bias and other causality 
problems observed in cross-country studies a two-way fixed effects (FE) model is used. Country and year fixed effects 
are controlled in a panel data estimation covering the period 1996-2009 for 132 countries. For all regressions the 
results of an F test indicate that there are significant country level effects, so the fixed effects panel data estimation is 
a better model specification than the pooled OLS. Moreover, panel data estimation provides more data variation and 
less collinearity, and it better examines the dynamics of changes. The benchmark estimation is written in equation (1) 
as the following,  

푝푢푏푙푖푐	푒푑푢푐푎푡푖표푛	푠푝푒푛푑푖푛푔 =
훽 + 훽 푟푒푠표푢푟푐푒	푟푒푛푡 + 훽 푚푎푛푢푓푎푐푡푢푟푒 + 훽 푎푔푟푖푐푢푙푡푢푟푒 +
훽 (푟푒푠표푢푟푐푒	푟푒푛푡 ∗ 푔표푣푒푟푛푎푛푐푒	푖푛푑푖푐푎푡표푟) +
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훽 (푚푎푛푢푓푎푐푡푢푟푒 ∗ 푔표푣푒푟푛푎푛푐푒	푖푛푑푖푐푎푡표푟) + 훽 (푎푔푟푖푐푢푙푡푢푟푒 ∗ 푔표푣푒푟푛푎푛푐푒	푖푛푑푖푐푎푡표푟) +
훽 푔표푣푒푟푛푎푛푐푒	푖푛푑푖푐푎푡표푟 + 훽 푍 + 휎 + 휇 + 휀               (1)                                                                                                                        

where public education spending is the dependent variable, σ represents country fixed effects, μ captures time fixed 
effects, and 휀  is the error term. The proxy variables, natural resource rents (resource rent), manufacture exports 
(manufacture), and agriculture value-added (agriculture), are used to proxy the lobbying power of the natural resource 
owners, manufacturers, and landowners, respectively. Governance indicator refers to one of the five institutional 
quality indicators discussed in the previous section. The interaction terms of the proxy variables and the governance 
indicator demonstrate how the proxy variables interact with each of the governance indicators.  

In equation (1), 푍 is a vector of explanatory variables which includes the log value of GDP per capita, school-age 
population share in total population, old population share in total population, GDP per capita growth rate, government 
size, population, and openness degree. The use of these variables is standard in the literature on the political economy 
of institutions and public education spending.  

All the estimations in the tables report the point estimates and standard errors in parentheses. The advantage of 
reporting point estimates is that they show the effects of marginal changes in the explanatory variables on public 
education spending. In all regressions in Table 2 the coefficients of log GDP per capita and GDP growth rate are 
negative and significant. This may be due to the situation that when countries become richer private education options 
may be more widespread and preferred compared to public education. As the government size increases it is indicated 
that public education spending also increases within a country. Table 2 reports the estimation results for the 
comprehensive sample and without the governance indicators. Column (1) shows the results of the estimation without 
any interaction term.  

In all estimations in Tables 2, 3 and 4 resource rent shows a direct negative and statistically significant effect on 
public education spending. Controlling for the lobbying power of the manufacturers and landowners using the proxy 
variables, manufacture export and agriculture value added, respectively, the total impact of natural resource owners’ 
lobbying power, proxied by resource rent, on public education spending is measured by its direct effect as well as 
through its indirect effect via institutions.  

The estimations in Tables 3 and 4 focus on the regressions including the governance indicators. The coefficients of 
governance indicators appear negative and statistically significant. This can be due to the situation that institutional 
quality may be perceived as a substitute for human capital within countries (Glaeser et al., 2004). When institutional 
quality improves this negatively affects public education spending. The interactions of resource rent with political 
stability-absence of violence, with corruption control, with government effectiveness, and with rule of law are 
statistically significant. The total effect of a marginal increase in resource rent implied by equation   (1) 
is  
	 	 	

	 	
= 훽 + 훽 푔표푣푒푟푛푎푛푐푒	푖푛푑푖푐푎푡표푟                                                                    (2) 

Hence, when interacted with political stability-absence of violence the effect of a marginal increase in natural resource 
rent on public education spending can be computed as  

−0.0335 + (−0.00782 ∗ 0.0343) ≅ −0.034                                                                                                               (3) 

where 0.0343 is the sample mean of political stability-absence of violence. Working through the channel of rule of 
law the total impact of a marginal increase in natural resource rents on public education spending can be computed as,  

−0.0361 + (−0.0165 ∗ 0.0872) ≅ −0.038                                                                                                                 (4) 

where 0.0872 is the sample mean of rule of law.   

Political stability-absence of violence measures the possibility that a government is destabilized or even completely 
changed by unconstitutional and illegal activities. Rule of law identifies the structure of contract enforcement rules, 
property rights, actions of the police and courts. Based on the numerical results obtained above, on average the 
lobbying power of natural resource owners exerts a negative effect on public education spending. As the levels of 
political stability-absence of violence and rule of law improve this negative effect intensifies. A possible explanation 
for this result can be that, when lobbying power of natural resource owners increases within a country with high 
degrees of political stability-absence of violence as well as the rule of law, politically powerful natural resource 
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owners may prefer to engage in more rent-seeking and kleptocracy activities instead of supporting more public 
education for human capital accumulation. On the other hand, within a country where political stability is weak and 
there is a high risk of illegal activities, when natural resource owners’ lobbying power increases, if they face a threat 
from opposing groups, for example with a demand for a more educated labor force, natural resource owners, facing 
the possibility of losing their political influence and lobbying power, may prefer to support more public education as a 
concession.  

Manufacture export, proxy variable for the lobbying power of manufacturers, exerts a direct positive and significant 
effect on public education spending. The economic intuition works in the way that since skilled workers are needed in 
the industrial sectors, when the manufacturers have more lobbying power they prefer to support more human capital 
accumulation through public education spending. The total effect of a marginal increase in resource rent implied by 
equation (1) is  
	 	 	

	 	
= 훽 + 훽 푔표푣푒푟푛푎푛푐푒	푖푛푑푖푐푎푡표푟                                                                                   (5)  

Working through the channel of political stability-absence of violence the total impact of a marginal increase in 
manufacture exports on public education spending can be computed as,  

0.0134 + (0.0105 ∗ 0.0343) ≅ 0.014                                                                                                                     (6) 

where 0.0343 is the sample mean of political stability-absence of violence.           

The lobbying power of landowners, proxied by agriculture value added, exerts a direct negative and statistically 
significant at the 5 percent level effect on public education spending. This result is consistent with the argument that 
since agricultural production does not require any skilled labor, and educated workers migrate from agriculture sector 
to industrial sectors, when the landowners obtain a stronger lobbying power this negatively affects public education 
spending levels within countries. The coefficients of the interaction terms of agriculture value added with governance 
indicators appear statistically significant at 5 percent level (except for the interaction with political stability-absence of 
violence) and positive. This suggests that the negative effect of the lobbying power of landowners on public education 
spending diminishes as the levels of governance indicators improve within a country. Nevertheless, the magnitudes of 
these effects are not big enough to completely eliminate the negative direct effect of landowners’ lobbying power on 
public education spending, even for countries experiencing higher levels of the above mentioned governance 
indicators. As a similar numerical exercise done above, the total effect of a marginal increase in agriculture value 
added implied by equation (1) is  
	 	 	

	 	
= 훽 + 훽 푔표푣푒푟푛푎푛푐푒	푖푛푑푖푐푎푡표푟                                                                                   (7)  

Working through the channel of government effectiveness the total impact of a marginal increase in agriculture value 
added on public education spending can be computed as,  

−0.081 + (0.0239 ∗ 0.14) ≅ −0.078                                                                                                                     (8) 

where 0.14 is approximately the sample mean of government effectiveness.       
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Table 2 Regression Results – No Governance Indicators 

 (1) (2) (3) (4) (5) (6) 
 pubedu pubedu pubedu pubedu pubedu pubedu 
Resourcerent -0.0270** -0.0356** -0.0341** -0.0335** -0.0311** -0.0361** 
 (0.00617) (0.00757) (0.00721) (0.00745) (0.00703) (0.00735) 
Manufacture 0.0149** 0.0152** 0.0170** 0.0134* 0.0163** 0.0160** 
 (0.00616) (0.00708) (0.00717) (0.00731) (0.00737) (0.00703) 
Agriculture -0.0999** -0.0793** -0.0810** -0.0934** -0.0858** -0.0826** 
 (0.0115) (0.0143) (0.0139) (0.0136) (0.0138) (0.0145) 
Gdp percapita -0.00824** -0.00867** -0.00647** -0.00648** -0.00700** -0.00756** 
 (0.00278) (0.00317) (0.00316) (0.00320) (0.00319) (0.00314) 
Population 0.0136* 0.0138 0.0128 0.0181** 0.0136 0.0139 
 (0.00769) (0.00895) (0.00896) (0.00900) (0.00908) (0.00905) 
Old population 0.0819 0.0692 0.0765 0.0855 0.0816 0.0630 
 (0.0629) (0.0704) (0.0700) (0.0708) (0.0703) (0.0706) 
Gdp growth -0.0114* -0.0147* -0.0152** -0.0153** -0.0169** -0.0174** 
 (0.00677) (0.00765) (0.00760) (0.00768) (0.00767) (0.00765) 
Govtsize 0.0611** 0.0487** 0.0497** 0.0543** 0.0506** 0.0485** 
 (0.0121) (0.0136) (0.0133) (0.0135) (0.0136) (0.0134) 
Openness -0.00490* -0.00688** -0.00661** -0.00762** -0.00662** -0.00733** 
 (0.00253) (0.00292) (0.00289) (0.00290) (0.00289) (0.00291) 
Schoolage 0.0109 0.0142 0.0107 0.0127 0.0124 0.0139 
 (0.00904) (0.00967) (0.00963) (0.00968) (0.00965) (0.00967) 
       
Observations 1012 826 826 824 826 826 
R2 0.188 0.198 0.206 0.194 0.198 0.201 
Note: Public education spending is the dependent variable. Fixed effects model is used in all estimations. Point estimates are reported.  Standard errors are shown in 
parentheses. * Significant at 10%; ** significant at 5%. All regressions include a constant term and year fixed effects (not reported).

 



Guleryuz /International Journal of Research in Business and Social Science  
Vol 4, No 3, 2015 ISSN: 2147-4478 

Peer-reviewed Academic Journal published by SSBFNET with respect to copyright holders. 
 

Pa
ge
33
	

Table 3 Regression Results with Governance Indicators 
 (1) (2) (3) 
 pubedu pubedu pubedu 
resourcerent -0.0270** -0.0356** -0.0341** 
 (0.00617) (0.00757) (0.00721) 
manufacture 0.0149** 0.0152** 0.0170** 
 (0.00616) (0.00708) (0.00717) 
agriculture -0.0999** -0.0793** -0.0810** 
 (0.0115) (0.0143) (0.0139) 
corruption  -0.00477**  
  (0.00189)  
resourcerent*corruption  -0.0131*  
  (0.00790)  
manufacture*corruption  0.00518  
  (0.00460)  
agriculture*corruption  0.0287**  
  (0.0102)  
govteffectiveness   -0.00600** 
   (0.00177) 
resourcerent*govteffectiveness   -0.0127* 
   (0.00751) 
manufacture*govteffectiveness   0.00131 
   (0.00413) 
agriculture*govteffectiveness   0.0239** 
   (0.00877) 
    
Observations 1012 826 826 
R2 0.188 0.198 0.206 
Note: Public education spending is the dependent variable. Fixed effects model is used in all estimations. Point estimates are reported.  Standard 
errors are shown in parentheses. * Significant at 10%; ** significant at 5%. All regressions include a constant term and year fixed effects (not 
reported). 
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Table 4 Regression Results with Governance Indicators 
 (1) (2) (3) (4) 
Resourcerent -0.0270** -0.0335** -0.0311** -0.0361** 
 (0.00617) (0.00745) (0.00703) (0.00735) 
Manufacture 0.0149** 0.0134* 0.0163** 0.0160** 
 (0.00616) (0.00731) (0.00737) (0.00703) 
Agriculture -0.0999** -0.0934** -0.0858** -0.0826** 
 (0.0115) (0.0136) (0.0138) (0.0145) 
Politicalstability  -0.00228   
  (0.00167)   
Resourcerent*politicalstability  -0.00782*   
  (0.00576)   
     
Manufacture*politicalstability  0.0105**   
  (0.00448)   
Agriculture*politicalstability  0.00441   
  (0.00571)   
Regquality   -0.0120**  
   (0.00340)  
Resourcerent*regquality   -0.00788  
   (0.00706)  
Manufacture*regquality   0.00215  
   (0.00472)  
Agriculture*regquality   0.0266**  
   (0.00973)  
Ruleoflaw    -0.0164** 
    (0.00386) 
Resourcerent*ruleoflaw    -0.0165** 
    (0.00727) 
Manufacture*ruleoflaw    0.00508 
    (0.00458) 
Agriculture*ruleoflaw    0.0224** 
    (0.00942) 
     
Observations 1012 824 826 826 
R2 0.188 0.194 0.198 0.201 
     
Note: Public education spending is the dependent variable. Fixed effects model is used in all estimations. Point estimates are reported.  Standard 
errors are shown in parentheses. * Significant at 10%; ** significant at 5%. All regressions include a constant term and year fixed effects (not 
reported). 

Robustness Check 
In order to check further the strength of the proxy variables estimated in previous regressions the baseline fixed 
effects regression shown in equation (1) is performed with a sub-sample consisting of 69 middle-income countries. 
The results are reported in Tables 5, 6 and 7. The coefficients of the log value of GDP per capita and old population 
share are statistically significant at the 5 percent level. The negative coefficient of GDP per capita indicates that as 
countries get richer; this negatively affects public education spending because private education options may be 
favored over public education. The positive coefficient of old population share suggests that within middle income 
countries as the population gets older, in order to replace the lost workforce public education spending increases.  

In all estimations, the proxy variables, natural resource rent, manufacture export, and agriculture value added preserve 
their previously found effects on public education spending at the statistically significant 5 and 10 percent levels. 
Natural resource owners’ lobbying power exerts a direct negative effect on public education spending. However, the 
coefficients of interaction terms of resource rent and governance indicators are no longer statistically significant 
(except for the interaction with rule of law).  

Corruption control, political stability-absence of violence, and rule of law appear to be important channels to 
determine the total effect of manufacturers’ lobbying power, proxied by manufacture exports, on public education 
spending. As the levels of corruption control, political stability-absence of violence, and rule of law improve the 
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positive effect of manufacturers’ lobbying power on public education spending becomes stronger. Compared to the 
estimation results obtained using the comprehensive sample, now with the sample of middle income countries the 
magnitude of the positive effect of a marginal increase in manufacture export on public education spending is greater. 
Consistent with the previously found results, the improvements in institutional quality diminish the negative effect of 
landowners’ lobbying power on public education spending.       

Moreover two governance indicators and their interactions with resource rent, manufacture export, and agriculture 
value added are simultaneously included into the unbalanced panel data regressions (the comprehensive sample is 
used for the estimations) in order to investigate the validity of initial results at a further level. The estimation results 
are not reported in the paper due to space limitations. Resource rent and agriculture value added retain their direct 
negative and statistically significant effect on public education spending. There is a slight loss of significance in the 
manufacture export’s positive impact on public education spending. Regarding the effects of governance indicators 
working through the interaction terms, an increase in the degree of rule of law intensifies the negative effect of natural 
resource owners’ lobbying power on public education spending. Improvements in political stability-absence of 
violence, as in the estimation results with the comprehensive sample, reinforce the positive impact of manufacturers’ 
lobbying power. An increase in the level of regulatory quality diminishes the negative effect of landowners’ lobbying 
power.         
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Table 5 Regression Results Middle Income Countries – No Governance Indicators 

 (1) (2) (3) (4) (5) (6) 
 pubedu pubedu pubedu pubedu pubedu pubedu 
Resourcerent -0.0162* -0.0276** -0.0349** -0.0222* -0.0273** -0.0325** 
 (0.00913) (0.0129) (0.0124) (0.0113) (0.0116) (0.0129) 
Manufacture 0.0291** 0.0357** 0.0379** 0.0300** 0.0356** 0.0472** 
 (0.0102) (0.0118) (0.0118) (0.0118) (0.0119) (0.0120) 
Agriculture -0.105** -0.0720** -0.0876** -0.0851** -0.0991** -0.0809** 
 (0.0177) (0.0229) (0.0227) (0.0207) (0.0216) (0.0236) 
Gdp percapita -0.0185** -0.0195** -0.0146** -0.0159** -0.0157** -0.0181** 
 (0.00419) (0.00489) (0.00488) (0.00502) (0.00500) (0.00474) 
Population -0.0156 -0.0270** -0.0153 -0.0245* -0.0176 -0.0249* 
 (0.0110) (0.0132) (0.0129) (0.0129) (0.0130) (0.0128) 
Oldpopulation 0.524** 0.425** 0.375** 0.510** 0.398** 0.436** 
 (0.125) (0.145) (0.144) (0.149) (0.147) (0.146) 
Gdp growth -0.0156 -0.0153 -0.0198* -0.0176 -0.0208* -0.0195* 
 (0.0101) (0.0114) (0.0113) (0.0113) (0.0114) (0.0113) 
Government size 0.0476** 0.0417** 0.0443** 0.0487** 0.0419** 0.0403** 
 (0.0182) (0.0206) (0.0206) (0.0206) (0.0207) (0.0203) 
Openness -0.0118** -0.0118** -0.0135** -0.0127** -0.0125** -0.0152** 
 (0.00407) (0.00469) (0.00471) (0.00469) (0.00474) (0.00471) 
Schoolage 0.0120 0.0138 0.0136 0.0126 0.0159 0.0188 
 (0.0127) (0.0137) (0.0136) (0.0136) (0.0137) (0.0135) 
       
Observations 524 434 434 432 434 434 
R2 0.203 0.233 0.233 0.238 0.220 0.248 
Note: Public education spending is the dependent variable. Fixed effects model is used in all estimations. Point estimates are reported.  Standard errors are shown in 
parentheses. * Significant at 10%; ** significant at 5%. All regressions include a constant term and year fixed effects (not reported). 
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Table 6 Regression Results with Governance Indicators – Middle Income Countries 
 (1) (2) (3) 
 pubedu pubedu pubedu 
Resourcerent -0.0162* -0.0276** -0.0349** 
 (0.00913) (0.0129) (0.0124) 
Manufacture 0.0291** 0.0357** 0.0379** 
 (0.0102) (0.0118) (0.0118) 
Agriculture -0.105** -0.0720** -0.0876** 
 (0.0177) (0.0229) (0.0227) 
Corruption  -0.0130**  
  (0.00345)  
Resourcerent*corruption  -0.00738  
  (0.0132)  
Manufacture*corruption  0.0418**  
  (0.0121)  
Agriculture*corruption  0.0585**  
  (0.0225)  
Govteffectiveness   -0.0127** 
   (0.00353) 
Resourcerent*govteffectiveness   -0.0122 
   (0.0124) 
Manufacture*govteffectiveness   0.0105 
   (0.0122) 
Agriculture*govteffectiveness   0.0450* 
   (0.0259) 

    
Observations 524 434 434 

R2 0.203 0.233 0.233 
Note: Public education spending is the dependent variable. Fixed effects model is used in all estimations. Point estimates are reported.  Standard errors are shown in parentheses. * Significant at 10%; ** significant at 
5%. All regressions include a constant term and year fixed effects (not reported).  
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Table 7 Regression Results with Governance Indicators – Middle Income Countries 
 (1) (2) (3) (4) 
Resourcerent -0.0162* -0.0222* -0.0273** -0.0325** 
 (0.00913) (0.0113) (0.0116) (0.0129) 
Manufacture 0.0291** 0.0300** 0.0356** 0.0472** 
 (0.0102) (0.0118) (0.0119) (0.0120) 
Agriculture -0.105** -0.0851** -0.0991** -0.0809** 
 (0.0177) (0.0207) (0.0216) (0.0236) 
Politicalstability  -0.00822**   
  (0.00294)   
Resourcerent*politicalstability  -0.0000491   
  (0.00855)   
Manufacture*politicalstability  0.0367**   
  (0.00788)   
Agriculture*politicalstability  0.0233   
  (0.0146)   
Regquality   -0.0120**  
   (0.00340)  
Resourcerent*regquality   -0.00536  
   (0.0107)  
Manufacture*regquality   0.0158  
   (0.0116)  
Agriculture*regquality   0.0602**  
   (0.0227)  
Ruleoflaw    -0.0164** 
    (0.00386) 
Resourcerent*ruleoflaw    -0.00892 
    (0.0121) 
Manufacture*ruleoflaw    0.0439** 
    (0.0116) 
Agriculture*ruleoflaw    0.0667** 

    (0.0239) 
Observations 524 432 434 434 

R2 0.203 0.238 0.220 0.248 
Note: Public education spending is the dependent variable. Fixed effects model is used in all estimations. Point estimates are reported.  Standard errors are shown in parentheses. * Significant at 10%; ** significant at 5%. 

All regressions include a constant term and year fixed effects (not reported). 
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Conclusions 
This paper presents empirical results about the effect of lobbying power of different interest groups on public 
education spending in a panel data estimation during the period 1996-2009 for 132 countries. Macroeconomic 
indicators are used as proxy variables to define the lobbying power of the interest groups in order to substantiate the 
definition of lobbying power with economic fundamentals, and so generate a mapping from the economic contribution 
to aggregate output and portion of resources to lobbying power. The governance indicators, corruption control, 
government effectiveness, political stability-absence of violence, regulatory quality, and rule of law, are used to 
explore how the political power of interest group interacts with the different aspects of institutions, and how these 
interactions affect the overall relationship between the interest groups’ lobbying power and public education spending.  

Natural resource rent is assumed as the proxy variable to represent the lobbying power of the natural resource owners. 
It shows a direct negative effect on public education spending. The interaction terms of resource rent with governance 
indicators also contribute significantly to the overall impact of natural resource owners’ lobbying power. When 
institutional quality increases the direct negative effect of natural resource owners’ economic and lobbying power get 
stronger.  

In most regressions manufacture export, the proxy variable assumed to define the lobbying power of the 
manufacturers, exerts a direct positive and statistically significant effect on public education spending. Therefore as 
the lobbying power of manufacturers increases this positively affects public education spending level. Considering 
estimations done with the middle income countries sample, the statistically significant and positive coefficients of the 
interaction terms of manufacture export with political stability-absence of violence, corruption control and rule of law 
indicate that improvements in these governance indicators reinforce the positive influence of the lobbying power of 
manufacturers on public education spending within a country.    

Agriculture value added is assumed to be the proxy for the lobbying power of landowners. It shows a direct negative 
effect on public education spending indicating that when the lobbying power of landowners increases this negatively 
affects the level of public education spending. Improvements in institutional quality diminish this direct negative 
effect, but they are not sufficient to completely crowd it out.  

In the cases of controlling multiple interaction terms simultaneously and repeating the benchmark regressions with a 
sample of middle income countries as robustness checks, resource rent, manufacture export, and agriculture value 
added preserve the nature and significance of their effects on public education spending in most of the estimations.  

Regarding how this paper is related to the natural resources, institutional quality and economic growth literature, 
Mehlum et al. (2006) argue that resource abundance is beneficial for economic growth when the institutions are 
producer friendly and harmful for economic growth when the institutions are grabber friendly. They use the share of 
primary exports in GNP in 1970 from Sachs and Warner (1995) as resource abundance indicator and a composite 
index for institutional quality. Other studies draw attention to the interactions between institutional quality and 
different types of resources, and their varying effects on economic growth (Boschini et al., 2007 and Stijns, 2006). 
Brunnschweiler (2008) uses subsoil wealth per capita as resource abundance indicator, and rule of law and 
government effectiveness from the Worldwide Governance Indicators to define institutional quality. She finds that 
resource abundance has a direct positive effect on economic growth although the negative coefficients of the 
interaction terms suggest that this positive effect diminishes as the quality of institutions improves. In all these studies, 
the dependent variable is an economic growth indicator. Aslaksen (2007) uses panel data specification controlling for 
country and time fixed effects to estimate the impact of resource abundance on corruption. In this respect, this paper 
provides a contribution to the natural resources and economic development literature from a political economy 
perspective.   

In order to explore different aspects of the interaction between institutional quality and political influences of the 
interest groups, five governance indicators are used in the regressions. The estimation results examining the effects of 
proxy variables show that through the interaction terms the governance indicators play significant roles in determining 
the total impacts of natural resource owners’, manufacturers’, and landowners’ political influence on public education 
spending, referring to the argument that the quality of political institutions is an important factor in determining 
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economic development (Glaeser et al., 2004) which is discussed in detail in economic growth and political economy 
literature.  

Future research prospects include single country case studies to find out how country-specific political party platforms 
and interest group structure affect economic development; country-group studies to explore how similar geographical, 
regional or economic conditions, potential political conflicts between countries affect economic growth. Moreover, 
the integration of political coalition structure into the empirical framework would be useful.   
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