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Abstract

The rentier state is a state deriving most offit®ime from the sale of natural resources.
Rentier states commonly exhibit dysfunctional shgialitical and economic systems. The
symptoms of a rentier state have been extensitadifes in the literature. However, there are
not many studies on the causes of the conditidardstingly, not all states with these negative
features become rentier states. So, what are thar$aexplaining the different outcome? This
study attempts to answer the question, by identifydgausing factors and testing them in two
case studies with a most-similar n design, Boligia Venezuela. The results showed a
covariation between all the identified factors &igher degrees of rentierism. The suggestion

is to repeat the study with a larger populatiostates, to confirm the validity of the findings.
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Chapter One — Introduction

Background

One of the objectives of development studies isléatify the factors that enable said
development (Currie-Alder, Kanbur, Malone & Medha2814). Development can be studied
from several dimensions, one of which is at coutemel. Another conceptual distinction is

between endogenous and exogenous factors.

One type of endogenous factor is hydrocarbon mimesaurces, such as oil and natural
gas. Hydrocarbons played a crucial role duringSkeond Industrial Revolution, as driving
engines of the economy, fuelling industrializatioand consumption processes.

In considering the role of hydrocarbons as anrengf the industrial revolution, one may
assume that a nation possessing significant reseotehydrocarbons would possess a
significant developmental advantage compared tiomatacking such reserves. Indeed, even
in the last half-century, there have been relecases of successful economic, political and
social development of a nation, driven by the rexeeof hydrocarbon sales on the international
market.

However, this positive assumption has been chadiéiy a development theory called
rentier state theory [RST]. RST posits that devielpstates possessing significant reserve of
hydrocarbons - especially oil - are actually atsadvantage, compared to states that do not
possess such reserves (Luciani, 1990). The reasoimis disadvantage is that widespread
availability of hydrocarbons corrupts the normabgesses of development of a country’s
economy, society and political system. For examfie, revenue from the sale of these
hydrocarbons is appropriated by government eléswing the ruling class to insulate itself

from its people and neglect improving its condition

Rentierism is another word for the wide range ofjaiwe effects on a country's
economic, social and political systems, brought thg hydrocarbons economic sector
(Wantchekon, 2002). The theory was originally deped to explain the development
trajectories of Arab oil-exporting countries in t@alf. Despite its geographical peculiarity,
however, this theory has been expanded and adapiattier development contexts, such as

Latin America. The region possesses abundant miéana hydrocarbons. In the past, these



resources helped fuel the economies of Europeanniabl powers and, successively,
independent countries in the region (Sinnott, N&sibe La Torre, 2010). It is natural,
therefore, that political commentators have frediyequoted developing countries in Latin
America as examples where natural resources playez) role in development. Across the
continent, in the past two decades, the debat@antd use natural resources to drive growth

and improvement of a country’s condition has besived.

From the beginning of the Zicentury, new political leaders have emerged is thi
region. Many of these have presented comprehernmligcal projects marking a radical
change from the past. To a certain extent, theye hajected traditional development
paradigms. A particular thread of new Latin Amenigmlitics has been called ‘2tentury-
socialism’ (Eaton, 2014, p.1133). Two countriesli\Ba and Venezuela, have seen the election
of political leaders who appear to follow s2&entury-socialism. Evo Morales was elected
President of Bolivia in 2005. Hugo Chavez was eédarlier, in 2001, in Venezuela.

The new development discourse in the two countadially broke with the paradigm
of neoliberalism and private market forces, whiel klominated Latin America since the late
1970s (Green, 2003). One aspect of this new disedormulated that natural resources should
be used to foster economic growth and improve thtane of the population. Bolivia and
Venezuela are endowed with vast quantities of hyahtmons. According to recent estimates,
Bolivia possesses approximately 18.1 trillion culeiet of natural gas reserves (Yacimientos
Petroliferos Fiscales, 2013). Venezuela possesees timan 300 million barrels of crude oil in
reserves (Organization of Petroleum-Exporting Coest 2014). 2% century socialism
advocated the end of a neoliberal-type managenfaemitaral resources - where control and
profits go mainly to private multi-national corptioms — and aimed to reassert state control
over them. Morales described the day when the igédsfreturned to his government as a
“historic day for Bolivia” (Campbell, 2006). Withhé increased profits, the Bolivian and

Venezuelan governments were then able to finandfameerojects in the two countries.
The development contexts of the two countries pitdseth similarities and differences.

Both countries are endowed with vast natural ressjralthough these resources have
historically played a greater role in Venezuelasvelopment, rather than Bolivia’s.
Venezuela’s discovery of its oil dates back to 1880s, whilst Bolivia’s discovered the first
gas reserves in the late 1990s. The two countraege rexperienced similar shifts of

development paradigms: a move from statist-ledstréhlization in the 1960s, to neoliberalism



until the late 1990s, and a new leftist turn in gagly 2000s. Levels of poverty have been
different in the two countries, with Venezuela ImgJimg closer to the middle-income category

of countries according to per capita income, comgao Bolivia.

A key similarity in the projects of Morales in Bah and Chavez in Venezuela has been
to sign law decrees increasing the level of statgrol over the hydrocarbons sectors. This act
is one of other similar features, such as governpojects to tie revenue from the
hydrocarbons sectors to the financing of new welfaojects, promoting anti-imperialist and

pro-indigenous language and symbols, and bringitiget new forms of political participation.

By surveying recent political commentaries on thehievements of the two
governments, there appears to be a tendency foizzitVenezuela as a new rentier state
(Weyland, 2009). Lander (2016, p.3) summarises gheation: “[...] the Bolivarian
government took forward a series of nationalizegiaich expanded the scope of the state far
beyond its capacity to manage everything. As dtigbe state today is bigger but also weaker
and more inefficient, less transparent and moreupbt The same, however, cannot be said
for Bolivia. In fact, there appears to be a muclalsn body of literature on the state of
development in this country. Moreover, none ofdbmmentaries seems to suggest that Bolivia
has become a rentier state. If we consider thatMsrand Chavez reformed their countries in

similar ways, it is remarkable to notice such dedént outcome.

Objective

The degree of difference in criticism between Baliand Venezuela raises the question
of whether such a difference in development outcerigts, and why. Therefore, the essential
objective of this research is to research intodénvelopment trajectories embarked by Bolivia
and Venezuela’'s leftist governments from 2005 ta320The period roughly reflects the
simultaneous terms in office of Morales and Chavé® main objective is to understand the
differences between the outcomes of Venezuelan Bolivian development projects,
investigating which factors caused this differednehis way, the research is filling the gap in
recent commentaries, which regard Venezuela agtiarstate, but not Bolivia. Also, there are

three sub-objectives.

The first one is to understand the recent trajezsoof Bolivian and Venezuelan

development more clearly, by specifically focusamgthe trends in the two countries.



The second one is to link these trajectories wabetbpment literature. Without a link
to the literature, it is hard to make sense ofnmi@tion about development. Literature allows
researchers to choose which information is relevaw to look for this information, and how

to make it relevant.

The third one is to investigate the evolution aftier state theory and assess to which
extent Bolivia and Venezuela have become rentaest The main theory for this paper is
rentier state theory. To understand the relevarfcRS, it is necessary to look at the

contributions of authors over time. The theory ttan be applied to case studies.

Research question(s)

From the objectives, the main research questiabtained. There are also three sub-
questions. As said, the main objective is to urtdardsthe reasons for the different development
outcomes in two similar case studies. Therefdre nain research question\Which factors

cause the different extent to which Bolivia andazerela have become rentier states?

The first sub-question relates to the theory, artieé foundation for our understanding
of the entire research process. The answers didrethe literature on these concepts. The
first part of the answer defines a rentier statee $econd part of the answer identifies the
factors that cause a rentier state to occur. Adlitee review and a theoretical framework are
written for both parts. The first sub-question\ghat is a rentier state, and which factors

explain the different extent to which countriesileitlieatures of a rentier state?

Once the features and causing factors of a restiaés are defined, it is possible to apply
the findings to the cases of Bolivian and Veneauglavelopment. The second sub-question
determines to what extent Bolivia and Venezuelarangier states. This entails a descriptive
case study of both countries and a comparison leetvilee two cases. From the literature
framework, a series of hypotheses are derivedesbwhether the two countries are rentier

states. The sub-question 1 what extent have Venezuela and Bolivia beconteerestates?

After determining the extent to which Venezuela @alivia have become rentier
states, eventual differences can be identified thedfocus of the study shifts to explaining
these differences. This is the main research quresthe literature framework provides a series
of hypotheses to test which factors cause diffedentelopment outcomes. These hypotheses

are applied to the two case studies to determirgthvein the factors hold. To recap, the third
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and final question isTo what extent do the factors identified explaim differences between

Venezuela and Bolivia in becoming rentier states?

Introduction to methodology

The answer to the first question — over what cturte$ a rentier state and which factors
cause one to occur - lies in the literature. Aiditere review is conducted. Specifically, for the
first aspect, the review examines how rentier stadery was originally formulated, and how
it evolved over time, through a series of contiitbgitauthors and applied case studies. For the
second aspect, the review focuses on the conwitmitf authors, to identify those factors that
cause the symptoms of a rentier state. After tiegaliure review, a theoretical framework is
formulated for the features of a rentier statethedunderlying causing factors. This constitutes

the answer to the question.

To answer the second question, a comparative gésericase study is conducted, to
capture the processes of Bolivian and Venezuelaeldement over the period of Morales’
and Chavez’s governments from 2005 to 2013. Indhse study, the hypotheses of the features
of a rentier state identified in the literatureieav, are be tested for both countries. The results
provide an indication of the extent to which Baddivand Venezuela have been rentier states
over the period 2005-2013.

The answer to the third question is an investigatb causality. Furthermore, it is a
comparative investigation between two countriescdmparative case study analysis is
conducted for the two case studies, over the samedias the previous question. This analysis
tests whether the hypotheses derived from theatitee framework on explaining different
degrees of rentier state features hold for Bolana Venezuela. In other words, the analysis
tests whether the factors identified from the &tare framework hold for the two cases. More

details on methodology are provided further orhis paper.

Finally, this study relies on a combination of smg. Academic articles and working
papers from think tanks and universities provide lthlk of the information regarding rentier
state theory and the state of development in Bokwid Venezuela. More specific information
on the statistics of the hydrocarbons sector intloecountries - and macroeconomic indicators

in general - are retrieved from databases foriaffgovernment statistics and the World Bank.
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Relevance

Relevance of research constitutes the primary ratitin for a researcher, and involves
associating research to the needs of various stédexis. Three types of relevance are

identified for this paper: academia, policymakers] society.

The academic utility of this research lies in thetfthat it tests theory and contributes
to the literature on various aspect of the subjécstly, it is a new contribution to rentier state
theory, in the sense that it both provides an appbn to the Venezuelan and Bolivian cases,
and provides a way to conceptualize the tenetshef theory comprehensively. This
conceptualization is potentially useful to fututadies. Also, since the paper is focused on
Latin American development, it maps out developnmritomes of two important countries
such as Venezuela and Bolivia. Much was writtethatonset of Morales’s and Chavez’s
projects — in 1999 and 2005, respectively — pradictheir contribution to the rise of a new
continental-wide political paradigm, together witbaders from Peru, Brazil, Ecuador,
Argentina and Chile (Yates & Bakker, 2014). Howewerecent years, these high hopes have
been dampened by recent criticisms of governmesfzcially in Venezuela (Maya, 2014). In
this sense, this paper contributes to a hindsighluation of the political projects of Morales
and Chavez.

The policy relevance of this paper lies in its oa#l-level analysis of government
choices in the field of development. There are types of policy-level contributions. Firstly,
once the causing factors of rentierism are idexdifit is suggested to policy makers which
mistakes should be avoided at a national levehraigg the decisions over governance and
management of natural resources. Implicitly to ffoet, there is the benefit of highlighting
those positive aspects of governance that prevehtesg same mistakes from occurring. The
hope is that the results of research may const#dgsson for national policy makers and a

contribution to good governance internationally.

Lastly, there is a societal relevance. The termlisspa contribution of research to a
society’s set of norms and values (Bornmann, 20l8re are two main types of contributions
of this paper, related to aspects of ethics andbdegwey. For the first point, the relevance stems
from potentially highlighting pathways for developnt in areas with widespread poverty.
Bolivia was long considered one of the poorest ties of the world (Collier, 2008). Whilst
featuring lower average poverty levels, Venezuasa $truggled with pockets of poverty in

rural areas and urban slums (Weisbrot, Sandovab&niRk, 2006). The degree of severity in
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poverty was itself a driving factor behind Moralesid Chavez’s decision to increase state
control over the hydrocarbons sector. Howeversiimportant to highlight that negative
development trajectories have a significant neegaitmpact on a country’s poor population.
Thus, by potentially suggesting ways to improveuratresource management, this paper can

provide an ethical contribution to the issue of gy reduction.

Overview of the thesis structure

This final section is an overview of the structofehis study. The structure is laid out

essentially to answer the questions in order,graaual way.

Chapter 2 is a literature review of the concepta oéntier state and of the factors that
cause a rentier state to happen. Chapter 3 forasulheoretical frameworks to define a rentier
state and identify its causing factors. It is ascanswer to sub-question number one. Chapter
4 is about methodology, where more informationrsvigled on the type of method chosen,
how to operationalise the variables, and how téecbdata on answering sub-questions two
and three. Chapter 5 is a descriptive case anagsesssing the degree to which both Bolivia
and Venezuela have become rentier states. Thie iariswer to sub-question two. Chapter 6
is a comparative case study analysis where ansarersprovided to sub-question three,
regarding the identification of factors that cadgterent degrees of rentierism in Bolivian and

Venezuelan development. Chapter 7 provides a csiocido the study.
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Chapter Two — Literature Review

The term “rentier state” and rentier state the®$T] have been critical concepts of
the literature in various fields of the social s@es, ranging from political economy to
development and international public managemenliesuWith a vast body of literature and
many contributing authors, it is sometimes diffictd separate the concept in its various

connotations: its core definition, its features,gffects.

This review attempts to provide a comprehensiveetstdnding of the literature
surrounding the concept. It is structured in tH®W@ing way. Firstly, it provides an overview
of the definition of a rentier state and its asatsx key concepts. Secondly, it discusses authors
focusing on the economic dimension of the rentiates These contributions can be further
broken down into those about economic performana# growth, and rent distribution.
Thirdly, it discusses authors writing about theitpdl and social dimension. Specifically, it
touches on the relationship between rentierismd@mdocracy or authoritarianism, the quality
of governance and institutions, societal interestigs, political opposition, and conflict. The
fourth part focuses on country-specific case stidite fifth and final part details remarks on
the findings.

1. The definitions
Rentier state theory is associated with two otleacepts: natural resource rent and the

resource curse.

1.1 Natural resource rent

In economics, a natural resource rent is defingdeaszvenue from the export of natural
resource, the ‘gift of nature’ (Beblawi & Luciari990, p. 85). A rent is understood to be
external to the normal structure of an economglolts not derive from the productive sectors
of a domestic economy, but instead relies on thetdlting prices of the international market

for whatever product is the subject of rent.

By definition, natural rents are different from ethtypes of income, such as tax
revenues or profits from industrial or agricultupgbduction. This is down to two reasons.

Firstly, there is no element of sacrifice and dfforgenerating rent, such as there is for labour,
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capital or profit. The rentier, on the other haddes not carry these endeavours. The purest
rentier is, essentially, a parasite feeding onpreductive activities of others (Waldner &
Smith, 2013). Secondly, the generation of rent lve® the population to a minimal extent.
Natural rent is associated mainly with mineral teses, whose extractive-type economy is
very poorly labour-intensive. From this, it candaed that the majority of a people living in a

country only see the benefits of rent if its profire distributed to them through welfare.

1.2 Rentier state theory

The concept of a “rentier state” was first formathtby Hossein Mahdavy, in his
analysis of the political economy of pre-revolutoy, Pahlavi Iran, in 1970. He explained
(Mahdavi, 1970) that, in a rentier state, the gorent received substantial rents from foreign

individuals, concerns or governments.

In 1987, Hazem Beblawi, in his analysis of the esoes of Middle-Eastern Arab
states, then further built on Mahdavi’s idea. Headibed a rentier state as possessing three
fundamental conditions. Firstly, the economy is d@ted by rents, the rents are paid from
international companies abroad, and the governisehie principal recipient of these rents.
Secondly, only a small number of individuals ar¢ivacin generating this rent, while the
majority is involved in the distribution or utiligan of it. He further clarified the phenomenon
of rent-seeking, as ‘the search for financial gainprofit from non-productive economic
activities that are especially prevalent amongehelso depend on state privilege for access to
credit, grants, licenses, contracts, and, oftemapoly markets’ (Sandbakken, 2006, p.136).
Thirdly, this phenomenon of rent-seeking, alba&tiirently found in rentier states, is not strictly

encompassed in the definition of a rentier state.

As we can see, the notion of a rentier state wasditrapolated from an analysis of

resource-rich countries in the Middle East.

A classification can be made between rentier s@ateording to the different types of rent
income they receive. ‘First grade’ or pure rensi@tes, which obtain rent income mainly from
natural resources, such as oil or gas. ‘Seconcegoagemi-rentier states, do not possess these
natural resources (Beblawi & Luciani, 1987, pp. @&B- Government revenue is obtained
through other rent-type economic activities, susteasing military bases on their territory to

other countries.
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1.3 The resource curse

A concept connected to the rentier state is thedliece curse” (Basedau & Lay, 2009,
p.757), It refers, as does the rentier state, eondgative implications of an economy that is
largely natural resource-dependent, particulariyhgdrocarbons. Whilst rentier state theory
mainly addresses the societal and political imgilece, the resource curse theory is more

concerned with the economic implications.

Terry Lynn Karl best defines the term, the “reselirar “oil curse”. It is “the inverse
relationship between high natural resources [adpehdence and economic growth rates.”
(Schubert, 2006, p.65). Over the years, more anck recholars have applied this term to a
series of case studies in resource-rich countpgicularly in Africa, the Middle East, Latin

America, and the former Soviet Union.

2. The economic dimension

Over the years, authors have analysed the relaiprizetween a rentier state and
economic performance, particularly regarding ecacognowth. Most of the debates have
focused on establishing whether there are causa between a rentier state and negative
economic performance. Moreover, a second branditecdture has focused on analysing the
nature of state-owned enterprises in rentier c@as)twhilst a third one has analysed the

mechanisms of rent distribution in rentier societie

2.1 Economic performance and growth

Sachs and Warner theorized (Sachs & Warner, 1994 dbundance of natural
resources in an economy is connected to econorvethyr In a quantitative study of national
economies over the period 1971 to 1989, they sawthiose economies with a higher ratio of

natural resource exports featured lower levelsrafvth. This also held for other variables.

Auty (2001) presented a stylized facts-model ahpetitive industrialization, comparing
development trajectories of resource-poor countrigs resource-abundant ones. He found

that the former had outperformed the latter.
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Stevens (2003) identified five causative effectgasftierism: a long-term decline in
terms of trade; volatility of revenues; Dutch disegan increasing role for the state; and social,
cultural and political implications. He stated thide nature of results did not allow
generalizations to be made over whether mineralures abundance provided a blessing or a
curse to the economy in question. He argued thstiead, evaluations and conclusions should

be made on case-by-case basis.

Rosser (2006) advocated caution when analysinfirtliegs of the resource curse. He
clarified that findings highlighting correlation taeen abundance of natural resources and bad
development outcomes did not prove that the forcaeised the latter. Correlation does not
equal causation. He even mentioned that, in soreesca@vidence went against the normal
assumption of the resource curse, in the sensestirae countries with high resource
abundance had had a better history of developmeribnqmance than countries with low

resource abundance.

Di John, who has written many pieces on the regoaucse theory and rentierism, in
2010 (Di John, 2010) wrote a critical survey of tegource curse. He analysed whether mineral
and fuel abundance generated growth-restrictingdasf state intervention and large levels of
rent-seeking and corruption. He found that theditere on the rentier state and its associated
corollaries presented significant shortcomingshioty and evidence. This literature could be
summarised in three points. Firstly, higher rentsrespond to higher rent-seeking and
corruption, in resource-rich countries. Secondhgreéases in rent-seeking and corruption
produce lower growth rates. Thirdly, rents genesaféicient income for the state to reduce its
need to tax the population. Consequently, politigatjaining between state and interest groups
causes governance to be more arbitrary, patelicadistl even predatory. Lastly, the lack of
incentives to tax a population weakens the admmatise capacity of a state. Di John’s response
to these arguments was the following. First of edhtier state theory cannot explain the
variation and change in growth patterns in reseuatecountries such Venezuela, Nigeria or
Malaysia. Furthermore, it cannot account for theettgoment trajectories of countries lacking
natural resources, such as India or China. To m®dpmowth, the type of policy pursued is
more important than whether an economy is resoucteer not. Furthermore, the causal
relationship between corruption and growth is inect, since he found that there was no

evidence to suggest oil abundance caused corruptidment-seeking.
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In 2011, the same author (Di John, 2011) builtlm argument, by adding that, just as
there had been centralized and corrupt resourbestiates that had experienced economic
stagnation, so there had been some that had enpedgrowth.

Alkhater (2012) analysed the rentier predatoryestaypothesis, a sub-theory of
rentierism investigating the net economic effedtpditically repressive rentier states. This
theory states, incidentally, that in an autocreggime, the combination of political power and
resource abundance leads to economic mismanagememgolitical repression. If the levels
of repression are very high, the state becomesdafory state. His findings were that a
resource-rich state with a high-enough level oftiall repression would experience negative
economic growth, whilst a state with low and averégyels of repression would experience

positive economic growth.

Regarding the management of state-owned entes(i8@Es), Ross (1999) reviewed the
propositions of the resource curse and contribttenl explanations as to why resource-
exporting governments seemed to fail economica@le first explanation was that the resource
curse was specifically attributable to the ineffiraties and unproductivity of SOEs in charge
of running the natural resource sector, in rergiates. The second one was that governments
were unable to enforce property rights in thesentrees, thus discouraging foreign direct
investment and a business environment conducigeototh.

In 2010, Hertog (2010a) contributed an innovatittelg about SOEs. He focused his
attention on a group of SOEs in the rentier ecoesrof Middle Eastern Arab States, in the
Gulf. He found that many of the governments in ¢hesuntries - hereditary monarchies, for
the most part - had attempted successfully to ematl-managed and highly-profitable SOEs,
thus defying both the general idea that SOEs &aféigient, and that SOEs in rentier economies
are necessarily a development hindrance. He asktiti® surprising outcome to two factors.
The first was that there had been no history ofiispmobilization in these countries. Populist
mobilization, he explained, was an attempt by erngiovernments to use SOEs to rectify
perceived social injustices through mechanisms asgrice controls, employing labour based
on political loyalty, and providing welfare. Howeyethese mechanisms led to severe
macroeconomic inefficiencies and compromised theagament of SOEs. The second was
that there had been significant autonomy for thenagars of these SOEs from their

governments. Managers were free to focus the rgnofirSOEs on making profits and being
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economically viable, as opposed to having to subatd corporate interests to those of the

government.

In a study, Waldner and Smith (2013) denied theterce of a causal relationship

between the abundance of natural resources antiveegaonomic performance.

2.2 Rent distribution

In 2002, Lam and Wantchekon (2002) found that resmabundance increased income
inequality between the ruling elites and the potora

Dunning wrote about rent distribution in rentieatss (Dunning, 2010). He stated that
occasionally, a surge in international commoditicgs provided a “manna from heaven”
(Dunning, 2010, p.379) for rentier states, in tlent of higher fiscal revenues. Normal
assumption would be that rentier elites would trycapture as much of these revenues as
possible. His study found out that, despite thsuiagption being reality in most cases, in others

the elites behaved counter-intuitively, by not segko maximize the capture of revenues.

Gillies (2010) examined the possibility that govasants in resource-rich countries
could redistribute the revenues of these resolngésnding out the profits directly to citizens,
through cash transfers. The goal was to shed dightew ways to counter the corrosive effect
of rentierism on governance. The effects of rersierwere here defined as weak institutions
and high corruption. Through this paper, he asset®e political feasibility of such an option.
He found that, in rentier states, such cash tramsfeuld be harmful to the economy, as they
would reproduce rather than alleviate rentierism.réntier states, he argued, there is a
principal-agent problem, wherein state administsatare allowed to engage in fraud and

misappropriation of state revenue.

Moss (2010) deepened the enquiry on the feasibilitgash transfers. His findings
contradicted Gillies’, since he found that casimdfars might dampen the negative effect of
natural resource revenues on governance. By amgngechanisms to transfer direct payments
from state coffers to citizens, the first beneditd bypass corrupt officials, the second is to

create a demand for accountability and transparency
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3. The political dimension

Simultaneously to the enquiry on the links betweamtier states and the economy,
there has been another major branch of researckifagits efforts on the political dimension

of the rentier state.

A key postulate of the definition of rentierismyeped after Beblawi, was that, when
governments gain most of their revenues from eatesources, such as resource rents, they no
longer need to levy taxes from their populationng€amuently, governments, according to
theories of state formation (Waldner & Smith, 2Q183come less accountable to the societies
they govern. As a result, ruling elites are mdtelli to get away with siphoning off government
money to fund their own expenses and privilegesemse their power as rulers and their access

to rents, and to invest in short-sighted publicemditure projects.

3.1 Democracy and authoritarianism

Ross (2001) wrote about the links between a restee and democracy. The study
featured four findings. The first was that oil iedehindered democracy. Specifically, it
hindered democracy more in poor states than inaies. The second was that the tenets of
rentierism could be extrapolated from the Middlesttand applied to the context to other
resource-exporting countries: Indonesia, Malayaia, Nigeria, for example. Oil had its effects
in these countries, too. The third specificallyatetl to democracy: many resource-rich states,
scattered across global regions, have seen thegrgss towards democracy hampered. The
fourth finding provided plausible claims for a caufink between a rentier state and three
outcomes regarding democracy: a rentier outcomeayhigh governments use low tax rates
and high spending to block pressure for democracyepression outcome, by which
governments foster their internal security forcesrepress democratic pressures; and a
modernization outcome, in which the failure of fp@ulation to move into industrial and
service sector jobs makes them likely to push fmdcracy. Concerning the link between
rentierism and authoritarianism, however, causatias hard to prove, due to there not being
a correlation between wealth abundance and a i@pregffect in a series of regression

analyses.

Herb (2005) reviewed these findings and came tmeermoderate conclusion. There

was, for him, no consistency in the claims thatiezism hurt democracy, with democracy
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being measured with democracy scores. By definitientierism included some of the world’s
poorest states. It was this poverty, not the presehabundant minerals, that made these states
authoritarian. Political outcomes would not haveerbegositive in these poor countries,

regardless of resource abundance. Rent wealthnwaest cases neither a blessing, nor a curse.

Sandbakken (2006) analysed more in depth themtstad oil rentier states possess specific
characteristics making them unlikely to support deratization. In his study of three African
countries, his conclusion was threefold. Firstintrer states do not rely on taxation for income
and thus are released from democratic obligatiotisgir taxpayers. Secondly, the state spends
oil revenue to repress and stabilize its populafidnirdly, the social configuration of rentier
states largely precludes the emergence of demoapposition. This is because rentierism
causes an independent middle class to disappebg teplaced by a politically-subservient
rentier class. Furthermore, labour unions are wnébldevelop and constitute a democratic

opposition to the regime.

The following year, Smith (2007) argued that oilalkk generated two alternative
political trajectories. He analysed the politicabromies of Iran and Indonesia in the 1960s
and 1970s. The nature of these trajectories wasngemt to timing. The main trajectory
amongst oil-rich states was durable authoritarranisvhich prevented the fall of several
authoritarian regimes in the area. Political changeurred, he found, when the alternate
trajectory occurred, vulnerable authoritarianisrhisTvulnerability ensured an authoritarian
breakdown. However, this breakdown tended to predwev authoritarian regimes. This was

the base of the argument of oil-based authoritgresistence,

Schubert (2006) introduced his study by claimirag tommon assumption would have
it that natural resource-rich nations, particulaoiy-exporting ones, would enjoy a clear
development advantage and therefore shine brigistigxamples of democracy and freedom.
His study was an additional confirmation that #ssumption does not hold true. He found that
among the world’s top-ten oil exporting countries)ly Norway and Mexico could be
realistically defined as democracies. Other thidmeria, Russia, and Venezuela, were
democracies only in name. Oil dependence encourdgedgovernment and a massive
imbalance of power. He found that oil could fundataély alter the structure of an economy
and political system in a country. Oil rents weas\eto capture for rentier elites. In the less
extreme examples of rentier economies, such as 2dete or Russia, these features were

reproduced, albeit on a minor scale. Chavez anih,Phbwever, have been accused of
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appropriating oil revenue to pursue their own jpaitgoals, which suits the rentier theorem.
Schubert repeats the argument that political leaderent countries do not have the same
imperative to tax the population. Therefore, heeegpd, leaders have little incentive to provide
for a population’s property, political, or civilgiits. One additional, massive feature of the
rentier state is the lack of accountability. Thesults from and generates, simultaneously,
massive corruption. Ruling elites stayed in poveerdiecades, sometimes becoming presidents
for life. Corruption took the form of kickbacks,ibery and patronage. As a result, institutions
became weak and governance poor. The rapid sukgedlth was distributed unevenly among

the elites.

Ulfelder (2007) followed on Schubert’s study, askinimself the same question of
whether natural resource wealth impeded the tiangib democracy. He revisited the question
with an event history design. This design diffefedin other approaches used so far in
statistical case studies of rentier state theod/damocracy. With the new design, Ulfelder
found similar results to other authors, that awogrwas more lasting in countries with

abundant natural resources.

Dunning, (2008) however, went against these dastad findings. He suggested that
natural resource wealth did not necessarily proraatecracy. Mineral resources - such as oil
and natural gas - could promote either processeagewfocracy or authoritarianism. These

processes occurred under different circumstances.

In 2010, Tsui (2010) suggested that, despite nmarlished studies, there were still
significant disagreements on whether a causaloaktiip between rentierism and democratic
outcomes existed. He re-examined the oil impedesedeacy hypothesis with a singular and
innovative industrial dataset detailing global discoveries, exploration, extraction and
endowment. His findings were that larger oil disewes correlated to slower transitions to
democracy. Precisely, for every 100 billion barrefsoil discovered, the democracy score
would decrease by 10 points, after an averageiny tyears since the oil discovery. Despite
suggesting statistical significance, this connectippears to be less relevant than the previous

thread of research going back to Ross’s articlOil.

Oskarsson and Ottosen, (2010) provided an additrer@xamination of the resource
curse thesis on democracy. Their quantitative stweg conducted along two routes: one
conceptual and one temporal/contextual. The typgtudy was a time-series analysis, using

cross-section data from 132 countries, over the@dr977 to 2006. The results, interestingly,
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were mixed, since the level of correlation betwaemeral wealth and democracy varied, based
on the definition of democracy. According to thethews, this left the theory in a more
inconclusive state than before. Their remarks $ipatly addressed three points. Firstly, in
previous studies, the concept of democracy had beroeptualized in an overly-simplistic
manner, as only the set of political rights. Theref the authors argued, it was necessary to
broaden the conceptual definition of democracynatude civil rights. Secondly, all previous
studies had relied on the same dataset used by &wagsally, in 2001. The critical
shortcoming of this widely-used dataset was tHatftibut the last decade, potentially distorting

results.

Liou and Musgrave (2014) used a quasi-experimeasgarch design to better identify
causative links between rentierism and democraaysttion periods. Again, in this study,
findings failed to provide conclusive evidence owbe existence of causation between
indicators. However, they remarked, in some casegas true that natural resources had
contributed to institutional change in countrigs.sbme states, there had even been a move

towards democratization.

In a 2015 study, (Wright, Frantz & Geddes, 2015)esv causal link was identified
between rentier states and autocracy. The studgdteghether increases in oil revenue in
rentier states improved the chances for survivautbcracies, by decreasing the chances for
democratization, reducing the risk of transitiostabsequent dictatorship, or both. The authors
used a new indicator for autocratic durability. Thsults were that oil revenues increased the
chances of regime survival, by lowering the risktthival groups might take over power. As a
side corollary, the research showed that moreesiemues were linked to higher levels of
military spending in autocracies, suggesting thatdases in oil wealth could deter a regime

takeover by a rival group.

Omgba (2015) summarised this inconsistency ofirfigel He attempted to explain why
this was the case, through a regression analygisné&asuring the number of years between
the start of oil exports and the attainment oftpal independence in oil-exporting countries,
the result was that the larger the number of ypassed, the higher the level of democracy.

This study controlled for all other intervening izdnles.
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3.2 Quiality of governance and institutions

In 2002, Isham, Woolcock, Pritchett and Bushby (3a@5ted both the assumption that
countries with higher natural resource abundanak weaker institutions, and its opposite
statement, that countries with lower resource ahnoe had stronger institutions. This
assumption had emerged from previous studies ifatee1990s (Karl, 1997). Their study
confirmed the validity of the assumption. Findirggecifically contained three main points.
Firstly, if the country featured an economic systegavily dependent on mineral exports, the
same country was more likely to have worse instingg Secondly, a lower level of
institutional quality was associated with lowerdéss of GDP per capita. Specifically, on
average, after 25 years since the discovery offgignt mineral deposits, the per capita GDP
levels of countries with poor institutions were @cent lower than those of countries with
good institutions.

Moore (2004) approached the relation betweenegstn and governance from the field
of fiscal sociology. The study investigated theeextto which a higher reliance on tax revenue
as opposed to rent, in developing countries, ie@ated with higher quality of governance.

Due to extreme variety of results between counttiesresults were inconclusive.

Tompson (2005) attempted to explain why resourcse@@conomies were more likely
than others to suffer from bad policies. His a tigesting case study analysis, using an
approach from political economy rather than fissatiology. The result was that natural
resource abundance seemed to generate instituaodapolicy failures across countries. He
cautioned, however, against inferring causationp@naturely, like in previous studies. He
identified the problem of previous studies: too mdarge-scale quantitative cross-national
studies had been conducted. This type of studgldumed, is unable to effectively capture the
nature of political mechanisms in these countriestast the true validity of hypotheses on the

rentier state.

Karl (2007) attempted to improve Moore’s study. fidemulated a better design for a
fiscal contract that would improve governance imtiey states. The problem could be
overcome by establishing a new fiscal and socialract between the population, the resource
sector and the government. This contract would lirevdransparency and monitoring of oil
revenues, both domestically and internationally.

Schwarz analysed rentier states by comparing tlodugen of state institutions in
Middle Eastern rentier economies with those of o#lreas (Schwarz, 2008). He found that the
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formation path of Middle Eastern states was unusQalicially, Schwarz identified the
difference between Middle Eastern rentier statesaiher states. This difference was that, in
Middle Eastern states, there lacked political antahility between a country’s population and

its rulers.

Kolstad (2009) assessed the impact of public andige institutions, in an attempt to
determine which of the two types had a greater enjpaincreasing quality of governance in
rentier developing countries. He used cross-coudiétha available from Sachs and Warner
(1995). The result was that only improved privagetsr institutions improved the situation of
the resource curse.

In a sample of 65 developing countries, Yang (20foind yet another result. In
developing countries affected by the resource c¢tingequality of institutions did not seem to
yield significant effect on a country’s economidaolitical situation. Rather than institutions,
Yang identified policies as the key driver to amedie the negative conditions brought by the

resource curse.

Deacon and Rode (2015) continued investigatinditikebetween the resource curse and
political institutions. Their contributions highhted that the predictions of the political
theories of the resource curse did not fit wellhwthe evidence. Additionally, the negative
effects of the resource curse could be overcomgerdéing on the quality of the political
institutions in the country before the discoverymuheral windfalls. Finally, these windfalls

were capable of negatively altering the structuineatitical institutions.

Anthonsen, Loéfgren, Nilsson and Westerlund (20&@psidered another aspect. In a
sample of 139 states over the years 1984 to 206¢,formulated that quality of government,
rather than regime type - alias, democracy or aitéhi@n regime - should be considered as
the independent variable, with an effect on thétipal context of resource-rich country. Their
study had two findings. Firstly, oil and gas resmisouraged fiscal dependency on rent revenue.
Secondly, these hydrocarbons had negative effectisree governance indicators: corruption,

bureaucratic quality and legal impartiality. Thedst controlled for intervening variables.

In 2013, Torres and two other scholars (Torrean&bd & Soares, 2013) performed an
additional survey of the literature on the resouccese, and restated that the quality of
institutions and policies - especially fiscal pglie was the best suggestion to explain the
resource curse. In particular, the authors advisatithe traditional indicators for measuring

institutions should be complemented with those mag the quality of policies, as both are
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crucial to explain the resource curse. In particubaudgetary policy measures should be
considered more, since it had now been provenbéteér institutional quality in managing

resource revenues was key to avoid the resourse.cur

3.3 Interest groups

In 1994, Shambayati (1994) wrote that rentierisnaréased the autonomy of
governments, in the sense that it pushed out econ@messure groups from power
aggregations and made a section of the middle diegsndent on the state. Simultaneously,
rentierism encouraged the rise of opposition parédong cultural and ideological lines. His

case study focused on analysing the rise of Istaimmisyements in Turkey and Iran.

In 2006, Omeje published a case study of intenesigs in the rentier context of the
oil-rich Niger Delta (Omeje, 2006). He identified/d key societal groups in the area: state
elites and compradors. The former were represeataf the ruling class, the latter were
agents of foreign hydrocarbon companies operatirthe Niger Delta. Omeje theorized that,
together, these two groups enforced societal daman local communities. In the process,
they obstructed development, by looting state regemnd engaging in other unproductive
activities. Thus, he summarised, small sectiondNigferian society pursued their narrow
interests, to the detriment of the general interessociety in the Niger Delta and Nigeria as a

whole.

Hertog (2010b) analysed the histories of “resolncéerage” (Hertog 2010b, p.282)
in a number of Gulf monarchies, to expand on thesgfive postulations of the rentier state.
Following with the hypothesis that there is an itabae in resource distribution between the
state and society in rentier states, he formuldked, due to the inaccessibility of local
bureaucracies through normal access channelstalai¢ors sought alternative ways to access
state resources. These alternative ways involvedgusrokers, or intermediaries with a
privileged societal position, whose job was to msiate resources available to actors lacking
connections. Hertog concluded that the presenceerimediaries was an important feature of

state-society relations in rentier states.
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3.4 Political opposition

Karl (1997) suggested that one of the effects efrémtier state is to bring stabilization
in its society, by repressing or buying off poli©@pposition, particularly through wide-scale
distribution of rent in society. This is the notiofrentier peace.

In 1999, Okruhlik (1999) confuted this assumptibp,saying that there had been no
established connection between state wealth acatioland a particular social outcome. In
reality, rentier states often had problems withtjwall opposition, due to perceived injustices
regarding the way revenues were distributed.

Basedau and Lacher (2006) remarked that the tlseofieentier peace and resource
curse predict different outcomes in societies:ftmmer expects peace and stability, the latter
anticipates conflict. Since these findings were t@hctory, the authors focused on
harmonizing the results. They combined the two tleso The results were that, depending on
the circumstance, governments in resource-richtci@scould achieve either internal stability
or conflict. The key factor was availability of wia only the wealthiest governments were

able to foster enough resources to buy off politiggoosition.

In 2012, (Levins, 2012) Levins concentrated onl@rng how the repressive rentier
governments in Arab Gulf states had helped nem&rdhie challenge of the civil opposition

during the Arab Spring.

3.5 Conflict

Di John wrote on the relationship between the eergiate and conflict and violence.
In 2002, he (Di John, 2002) proposed a corollaryhefrentier state, concerning its effect on
violence. Late-developing countries with plentifuineral resources were more likely to

experience internal violence.

Basedau and Lacher (2006) reviewed the claim tésdurce abundance encouraged
conflict, with a study on 37 oil-producing coungié hey found that oil-dependent states were
actually very stable internally. The authors theexdi a type of rentier state, with governments
involved in large-scale distribution and patronafleese mechanisms, they argued, brought
internal stability.
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Omeje (2008) attempted to map out the geographemfer conflict. He theorized the
notion of a “rentier space” (Omeje, 2008, p.9).sTHE an intersecting dimension in rentier
societies, wherein the interests of the rentigegli often allied with foreign oil companies -
clash with those of the poor populace. The latedémanding a higher share of mineral
revenues for itself. The rentier space, accordin@meje, was significantly associated with

social conflict.

Three years later, Bjorvatn and Naghavi (2011nhaekedged that the literature on the
relation between a rentier state and conflict wagradictory. On one hand, empirical studies
had shown that rents from natural resources wesmgraficant determinant of civil war in
developing countries. This was due to the destbgieffect of rent-seekers putting a strain
on traditional society relations. On the other hamavever, other studies had supported the
notion that rentier states pacified the state logiiporating civil opposition into the system of
rent distribution, placating its demands. The argladtempted to solve this contradiction. The
findings were that, in countries with higher retit® larger number of interest groups in society
and thus the larger power struggle to control tmests, is associated with an increased cost of
conflict. These increased costs promote regimdlisyaliPeace, in particular, was guaranteed

through patronage employment.

Ross (2013) summarised the most recent findingd®impact of mineral abundance
impacted on democracy, governance, and conflicfoded that, at least, one type of mineral
resource - oil - had three negative effects: ilgprged the duration of autocratic regimes, it
increased certain types of corruption, and it priadaconflict in poorer countries. In 2015
(Ross, 2015), the same author confirmed his firglinganother literature review. He added
that, although sometimes it was difficult to verifye validity of causal claims based on
observational data - such as that used by the ahitimself - the theory of a correlation between
more oil and less democracy, more corruption antflico were quite correct compared to

alternative explanations.

4. Empirical studies

A branch of literature has focused on determinmgvhat extent national economies

and societies fit the model of the rentier state.
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In 2002, Kuru (2002) published a case study of mekistan. The results were that
Turkmen rentierism showed two facets: domesticat$ypolitical regime was authoritarian;
internationally, rentierism shaped Turkmen foregpgricy in three ways. These were: Central
Asian integration, neutrality, and pipeline progctinterestingly, Kuru remarked that the
Turkmen rentier state was different from that obB&vi and Luciani (1987) in two ways: it
featured a strong personality cult in favour oféder, and the system entailed that elites were

loyal not to the rentier system, but to the pdditieader.

In 2005, Estrada and De La Camara Arilla (2008¢stigated the Russian economy. The
results were mixed. Although the results confirrtteat Russia’s economy had descended into

a rentier condition, there was uncertainty regaydire future path of the Russian economy.

Weyland (2009) focused, innovatively, on Latin Atoa. He sought an answer to why
two types of leftist governments had emerged inrdgon over the last decade. Weyland
distinguished between radical, “right” left, andaeoate, “wrong” left (Weyland, 2009, p.145).
The distinction was based mostly on the criteridriirancial responsibility: the moderate,
“right” left was financially responsible, the radi¢c “wrong” one was not. Despite other
scholars claiming that this radicalism derived frim rejection, in the region, of neoliberal
politics, Weyland argued that this radicalism aragied from the presence of abundant natural
resources in these countries. According to hing theory explained the presence of radical
leftist governments in Bolivia, Venezuela and Earad hese countries were dubbed new

examples of rentierism.

Franke, Gawrich and Alakbarov (2009) analysed twomer Soviet countries,
Kazakhstan and Azerbaijan. They identified them‘@sst-Soviet rentier states” (Franke,
Gawrich & Alakbarov, 2009, p.109). Their findingghlighted that the two countries had huge
reserves of gas and oil, low economic diversifmatiand strong autocratic regimes, with
patronage structures. Two more features were ndétestly, there were low numbers of
political interest groups in these societies. Sdgithe population was oriented hierarchically.
Combined together, these characteristics madeviheduntries specific post-Soviet examples

of rentierism.

A study in 2011 (El-Katiri, Fattouh & Segal, 20Zalysed Kuwait. The country was
described as a prime example of rentierism, dueméghanisms such as the government

subsidizing utilities and providing public employnte
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Gray (2011) provided an innovative study on thetiegrstate. He upgraded RST, by
considering the latest economic, technologicaligd@nd political transformations in the Gulf
rentier states over the last two decades. Thesatres; as we have seen, were the original
case studies that gave birth to RST. Gray studiedekamples of Qatar and Abu Dhabi. His
findings were summarised in what he called “newtiezism” (Gray, 2011, p.2). A new rentier
state possesses seven features, some of whictedidrom the traditional rentier literature,
some of which were innovative. These features weeresponsive and authoritarian state, an
economic openness to globalization with pocketgprotectionism, an active development
policy, an energy-focused economy, a state strecilong the entrepreneurial state capitalist

model, a long-term planning government, and anvatiee foreign policy.

Mazzuca (2013), like Weyland, examined Latin Amerispecifically Argentina,
Venezuela, Bolivia and Ecuador. He investigated thgins of alleged electoral
authoritarianism in these countries. He ascribésiglocess to a rise in commaodity prices in
the early 2000s, especially concerning hydrocarb®hs surge in prices incentivized local
governments to expropriate revenue from the wihdf&lnatural resources. In turn, this

temptation spawned authoritarian and populist dyosm

Neves (2014) found that the political economy ohdr Leste also corresponded to that
of a rentier state. In particular, he noted thdliggree of independence of the rentier economic
sector from the rest of the economy, since the dgtimeconomy contributes only 10% to the

country’s GDP. The rest derives from the hydrocasbsector.

Rutledge (2014) analysed both the rentier statethedesource curse theories. He
considered them to be two facets of the same garadiecause “because only states with
abundant mineral resources have the capacity¢atsed by such endowments and, only states
with such endowments are capable of deploying &nd exhibiting rentier characteristics”
(Rutledge, 2014, p.2). He also pointed out thaieeArabic countries in the Gulf had, contrary

to expectations, performed economically quite wethpared to their non-rentier neighbours.

Barma (2014) published a comparative case studyhimg Timor Leste, Laos, Papua
New Guinea and Mongolia. In this study, it was higjited that countries experienced the
resource curse in different ways. Also, naturabueses did not inevitably lock countries into
a negative economic spiral. To avoid this spita, $olution for governments was to make the

best institutional and policy choices to managenteiral resources sector.
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5. Remarks

In summary, the literature on the rentier stater@gghes the subject from several
perspectives. Concerning the economic dimensioa, dbbates have focused mainly on
determining whether the rentier state is associatédnegative economic performance. To be
more precise, the indicators for negative econopgdormance have been identified as
sluggish growth rates and economic mismanageme®Qis. The findings tend to point
towards there being at least a significant coni@iabetween natural resource dependence and
negative economic performance. However, in receats; authors like Di John have pointed
out that, despite this assumption retaining a gemnalidity, there are significant shortcomings
in the theory. It seems more and more that the oblenstitutions is highlighted, as the
determinant of whether a state descends into resmtieand whether it is able to drag itself out
of this condition. Additionally, the literature state-owned enterprises points out that, despite
previous studies stating that rentierism impliegdeng inefficient SOEs, the cases of modern
development in the Arabian Gulf suggest that SCGiasatso be successful in rentier economies.
Here, Hertog’s contribution is important, as he marises that SOEs in rentier states can be
either good or bad. However, whether they becoreessful depends on policy, specifically
by making them autonomous of populist demands bigmea governments, and by seeing them

focus on profits.

In the political dimension, many relationships wesgplored between the notion of a
rentier state and associated effects. All in B#, trend is that rentierism encourages the rise of
new social groups, such as compradors or brokeasntediate between the state and society.
Regarding political opposition, it seems that mstidies highlight that rentierism causes
political repression. There are also some stubigscontradict this, and it is difficult to remark
how these different conclusions can be harmonizkd.degree of divergent outcomes seems
to depend, as some authors suggest, on how corsiggtsas political opposition, conflict or
democracy are operationalised. The same storyfgod®e enquiry on the relationship between
rentierism and authoritarianism and conflict. Megidies here suggest that rentierism does
indeed, as a corollary of more political repressioonsolidate autocratic regimes, as the
context of regimes in certain world regions sho®sr conflict, the results are extremely
contradictory, and ultimately inconclusive. Conéegndemocracy, it is clear that rentierism
suppresses or significantly hampers democratizgtionesses in non-democratic developing

nations, and the mechanisms for this are laidrodetail.
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Chapter Three — Theory

1. Features of a rentier state

In the literature review, it can be noted that saM&uthors conduct studies on the social,
political and economic effects of a rentier stateose who aim to identify the defining features

of a rentier state, however, are relatively fewis®ection discusses these features.

Aartun referred to Gary Sick’s seven “structurataitions” (Aartun, 2002, p.5), in his
analysis of the political economy of the United Bfamirates. Firstly, rentier states feature
budgetary uncertainties. Since rentier governmegiis so much on revenue from exported
commodities, and since these commodities are dutgethe fluctuations of prices on the
international market, the stability of governmeuntigets is compromised. Secondly, the public
sector is dominant over the private sector. Thie sfens most means of production, since the
most important economic sector is natural resowetaed, and this sector is in the hands of
ruling elites. Thirdly, foreign labour is massiveiyiported into rentier economies. Fourthly,
there is widespread unemployment in rentier sasetince the hydrocarbons sector does not
employ large sections of the population, and stheedevelopment of hydrocarbons comes at
the expense of other economic sectors, thoser#izremployed by this industry are met with
poor alternative job prospects domestically. Ffthientier governments provide incredibly
generous welfare programmes to the domestic pdwsd& programmes are a huge strain on
the state budget, raising uncertainties over lemgitfinancial sustainability. Sixthly, popular
participation in domestic politics is absent, sitice state “buys off” (Aartun, 2002, p.5) any
opposition from internal parties or movements. lyaghe fact that ruling elites have total

control over state finances, implies there is &serlack of accountability in budgeting.

Moore (2004) identified six features, partly oegbing with Aartun . First of all, the state
is autonomous from its citizens, since it buyspadfitical opposition and builds up its army
and secret services, in a costly bid to insulafifrom the challenge of political opposition
and rival power coups. This strategy is dictatedhgyfact that the ruling regime is extremely
vulnerable to power takeovers if it does not invegfuaranteeing its security. Moreover, there
is no incentive for normal citizens in rentier ®i@s to engage in civic politics. Also, public

expenditure is non-transparent. Lastly, rentietestpossess ineffective public bureaucracies,
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since public-sector jobs are distributed accordmgriteria of political loyalty and patronage

rather than merit.

Estrada and De La Camara Arilla (2005) distingeisbetween economic and political
tenets of a rentier state. Concerning the econamgntier state features hydrocarbons as the
main productive component of a state’s GDP. Hydilomas are the dominant sector, and there
is little to no economic diversification. An impéiton of this condition was that the state relies
heavily on hydrocarbons sales to make up its figoadnue, rather than taxation. In the political
realm, the authors mentioned that natural resoexperting countries congregated in
international institutions, like OPEC (Organizatioh Petroleum-Exporting Countries), and
that within these institutions, the governmentstioése countries agreed on setting the
international price for their exported communiti€se price-setting mechanisms aim to ensure
exporters gain the most profit from selling comntiedi on the international market. Also, the
management of hydrocarbon companies, regardleshether these companies are privately
or publicly owned, follows criteria of political déstribution rather than private profit.
Government and the ruling elites maximize theireraxes from these companies through
property income or direct taxation. Finally, rentgpovernments design public expenditure
policies in such a way that, through these samehareésms, they can allocate resources for
the welfare of the population. This welfare sagisfihe needs and demands of this population,
especially those of its poorest constituents, and tontributes to keeping social unrest and
popular dissatisfaction with the ruling regime dowm conclusion, Estrada’s points can be
summarised as follows: firstly, the economy is meaaonstituted by unrefined natural resource
exports; secondly, the income from these exportssésl by the political establishment as the
main driver of state intervention, in the form eitic expenditure policies aimed to legitimize
and consolidate the ruling elite; thirdly, as a ssouence of the first two points, a non-
productive economy is created in rentier stateth) thie hydrocarbon sector as pivot; fourthly,
as a consequence from all these points, the tremdhcroeconomic indicators in a rentier state

largely follow the trends of international hydrolsan market prices.

Hertog (2010a) defined a rentier state through fmacro-aspects. Firstly, a rentier
economy has high rates of rent dependence. Thenahteconomy is highly dependent on
revenues from hydrocarbon sales. Secondly, restages possess inefficient and bloated public
sectors and bureaucracies. Thirdly, since the pgllctor is inefficient, it derives that SOEs in
rentier economies are also inefficient. SOEs atenmenaged according to criteria of private

corporate profit, but according to their abilityttansfer these same profits to the state treasury,
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prioritizing political over corporate interests. Uthly, rentier states experience a condition
called “economic populism” (Hertog, 2010a, p.27Bronomic populism is measured by
indicators, such as: the fact that consumer pacescontrolled and kept artificially-low, the

state intervenes in the economy directly to creatployment, social services are distributed
generously and often unsustainably to the populatibe low classes of the population
organize themselves to provide political suppod arobilization for the ruling elite, political

leaders use symbols of egalitarian rhetoric inrtheblic discourse, and the ruling elite impose

political redistribution goals on the profits of E&

2. Factors causing a rentier state

Similarly to the scarcity of literature on the fes of a rentier state, only a few authors

analyse the causing factors of a rentier state.

Moore (2004) argued that the key to understandmehtier states spring into existence
is the North-South global divide. Defining a rensgate as one wherein government lives off
unearned income and the state structure is litijgpsrted by political effort towards the
domestic population, he ascribed its formation s&rine South of the world to mechanisms
left over by the North colonizing the South of therld. Through these mechanisms - namely
the bureaucratic legacy of direct colonial rulegremmic dependence, military alliances and
interventions, and foreign aid - Southern statesldvemerge, many of which would go on to
become rentier states. Moore also identified thauton of military technology as a factor
shaping the rentier state. As it became more dapiensive, more destructive, and quickly
projectable over long distances, this technologatad a great imbalance of power between
ordinary citizens and the ruling elites, sinceeslibecame more capable of repressing civil

dissent using military force.

Estrada and De La Camara Arilla (2005) distinguishetween non-rentier and rentier
petroleum-exporting countries, with a rentier coypossessing a heavily resource-dependent
economy and a government that steps in to incriéasentrol over resource export revenue.
For the two authors, oil companies in non-rentiates are able to maintain relative autonomy

from state demands and rent capture. Whilst coneganirentier states are not.

Robinson, Torvik and Verdier (2006) identifiedtingions as key to determine whether a

resource-rich economy descends into rentierismotr They pointed out that countries with
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strong institutions can prevent this descent bynating accountability and state competence
in the economic sectors. Without these strongtuntstins, it is easier for economies to acquire

rentier features.

Following on this study highlighting the role afstitutions, Mehlum, Moene and Torvik
(2006) concluded that better institutional quailityhe form of stronger rule of law determined
how the institutional system of a state reacteiti¢aliscovery of significant reserves of natural
resources. Higher levels of institutional qualitgre associated with better reactions to the
discovery of natural reserves. In other words, teemwith high-quality institutions were able
to preserve the quality of their institutions arebcracy and resist the descent into negative
institutional conditions such as authoritarianistorruption and lack of accountability and
transparency. Examples of such countries were Botavand Norway (Mehlum et al., 2006).
On the other hand, lower levels of institutionahlifly implied that states were more likely to
suffer the traditional negative effects of a reseudsoom, and descend into a rentier condition.

Examples here were Nigeria and Mexico.

The same year, Robinson, Torvik and Verdier (2@06) suggested that institutional
quality was the key factor for states to override tesource curse. However, compared to
Mehlum’s study, institutional quality concerned migi public institutions, since it was
measured through levels of public accountabilitpl{Rson et al, 2006). States with better
public institutional quality tended to preserve ftteality of their governance even after
resource booms, whilst those with lower qualitypablic institutions tended to descend into

rentierism.

Dunning (2008) explained that the variation in éxtent to which resource-abundant
countries have become rentier states is due tddwtors: the rates of resource dependence,
and levels of private inequality. The assumptiors Wt a rentier state had an authoritarian
government. Countries with an economy more depdndenhydrocarbon revenues - as
measured by the percentage of hydrocarbon revenuetal GDP - tended to experience
rentierism more thoroughly. Also, countries withliner levels of income inequality in society
were associated with higher pressure to establesttier-style revenue redistribution
mechanisms. This was because citizens who percehardselves to be much worse-off
economically than their peers, were more motivatelkgitimize politicians or rulers whose

goals were to bring hydrocarbon profits under stat&rol.
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Torvik (2009) had a more moderate conclusion tadsgarch. Amongst the first wave
of industrializing countries in the 19th centurg, found there was a combination of plentiful
natural resources and effective institutions. Ie thost recent wave of industrialization,
however, developing countries with plentiful natwessources happened to be plagued by poor
institutions. This shortcoming, seemingly, did nptevent them from industrializing
successfully. Torvik therefore concluded that cdestwith either strong or weak institutions

are capable of developing successfully.

Hertog (2010a), whose definition of a rentier stads been discussed in the previous
section, used the examples of Algeria, Iran, Nayand Kuwait to explain how a rentier state
arises due to different factors. In the cases gjeAh and Iran, rentierism spewed out of a
populist state-building initiative. In Nigeria, @merged out of a coalition between political

groups. In Kuwait, it came out of a legacy of pbikrel politics and middle-class mobilization.

In another study, he (Hertog, 2010b) added thépagh resource-abundant states with
considerable hydrocarbon reserves were prime &tgebecome rentier states, they could
avoid this condition - with all its negative impitons - if the management of SOEs in these
states fulfilled two conditions: that it followediteria of profit-making rather than political
redistribution, and that it be kept autonomous ftberuling political establishment. In other
words, political autonomy in SOEs was an additiaalsing factor of a rentier state. It refers
to the ability of state managers to direct SOEsarolw corporate gains in the shape of profits,

rather than subordinating them to the redistribupatterns of its government.

3. Remarks

Concerning the factors causing a rentier staghatild be said that literature is scarce.
Most of the authors on the rentier state seemve facused, as we have seen, on defining the
rentier state and applying the definition to casedies, as well as determining causal
relationships between rentier states and otherom#s. The significant feature here is that
rentierism is mostly being considered as the inddpst variable, rather than the dependent
one. Nevertheless, there are have been some aditn discussing rentierism as an outcome.
The results seem still scarce. They highlight thatier states are either born out of the colonial
legacy of Western countries, or the absence inrgéé strong institutions. The theme of
institutions seems to run deep when discussingethier state, both the factors that define it

and those that make it.
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4. Propositions

This section now conceptualizes the rentier state propositions testable for this
study. A theoretical framework for the features eadsing factors of a rentier state is provided,

thus providing an answer to sub-question one sfghidy.

The design of the framework considered two nedessito produce propositions that
could be reasonably tested within the logisticad &me constraints of this study, and to

underline the negative connotation of a rentietesta

The final results are twofold. A rentier state &ided essentially by three conditions.
Firstly, it possesses an authoritarian, anti-deat@cgovernment. This condition holds for both
cases of political regimes that are formal demaegae like Russia or Venezuela - or those
where formal power is highly concentrated in ondividual, as in the Gulf monarchies.
Secondly, it is plagued by serious corruption. Tiied condition follows three assumptions:
that rentier states enjoy windfall revenues from éxport of natural resources, that rentier
governments need to legitimize and consolidater thesition at the top of the rentier
distribution system in the eyes of their domestmpydations, and that several rentier
governments offer generous welfare programmesegdpulation to gain their support. The
third condition therefore is that governments @s®urce revenues to fund patronage networks
in the provision of welfare, since it consolidatks government’s position as the head of the

rentier distribution system.

Moreover, four causing factors of a rentier stagéeidentified. Firstly, a political system
with a stronger rule of law is more effective irepenting its degeneration into rentierism.
Secondly, a political system with stronger accobifitg mechanisms is better able to resist
rentierism. Thirdly, within a country’s economys itate of dependency on the revenue from
the sale of natural resources as opposed to afitat fources, determines how likely it is that
such a country will experience rentierism. A lowlegree of dependency, or - in other words
- a higher rate of economic diversification - reesithe chances of becoming a rentier state.
Finally, if SOEs are able to resist redistributidemands from government officials and
continue operating for profit, then chances of isgigm diminish. Therefore, the political

autonomy of SOEs is the crucial factor.
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To summarise and to provide an answer to sub-gmeshe, a rentier state is defined
by authoritarianism, corruption, and patronage @ifare provision. It is caused by weak rule
of law, low accountability, high resource dependenad the subservience of SOEs to the
whims of the ruling elite.

Each of the conditions and factors are now traedlatto a corresponding proposition.
These propositions are tested in the study. A miffee can be traced between propositions 1-
3, and 4-7. The first three describe the rentigtiestwhilst the last four are explanatory. These
two groups of propositions are summarised in tablasd 2.

Given the discrepancy between evidence of rentieiisVenezuela and Bolivia in the
literature, it is expected that the findings wik llifferent for the two cases. Specifically,
Venezuela is hypothesised to possess higher degfeestier features than Bolivia: higher
levels of authoritarianism, corruption and patranagwelfare provision. Also, it is expected
that Venezuela correlates with weaker rule of lawger accountability and political autonomy,

and higher resource dependence.

Table 1 — Summary of rentier state propositions

| Proposiion . Statement |
1 (descriptive) Country is a rentier state if there high levelswothoritarianism.

2 (descriptive) Country is a rentier state if there are high lewélsorruption.

Country is a rentier state if there is evidenceaifonage in th
provision of welfare.

Strong/weak rule of law is associated with lowegfiar levels of
rentierism.

Higher/lower levels of accountability are assoaatgth
lower/higher levels of rentierism.

3 (descriptive)

4 (explanatory)

5 (explanatory)

Higher/lower rates of natural resource dependereassociated

6 (explanatory) with higher/lower levels of rentierism.

Higher/lower levels of political autonomy in SOEe associate

7 (explanatory) with lower/higher levels of rentierism.
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Chapter Four - Methodology

1. Research method
As stated, the main research question is: “Whackoirs cause the different extent to which
Bolivia and Venezuela have become rentier stat@$® research question has three sub-
guestions. The first one aimed to establish a #teal understanding of the features and
causing factors of a rentier state. This framewwds derived from the literature, and was
answered in the previous chapter. Answers to sasttqpns 2 and 3 require different
methodological approaches. Both research sub-gmsstidhere to the realm of comparative

case studies.

Sub-question 2 is: “To what extent have VenezuethEolivia become rentier states?”
Inherent in this question is the quest to verify Halidity of a theory - the rentier state theory
- by applying it to two cases. This is done throaghempirical sub-design. Observations are
derived from empirical data on the features of igiee state in Venezuela and Bolivia. The

type of answer is descriptive rather than explayato

Sub-question 3 is: “To what extent do the factalentified explain the differences
between Venezuela and Bolivia in becoming rentetes?” This question requires a different
methodological approach than sub-question 2. TBe/@nrequires testing claims of causality
between independent and dependent research varidbieory is still important to the research
question, since it is only through the use of thebat research propositions can be formulated

and tested.

A final point to be made - regarding the choicentéthodology - is to reference the
literature on the type of research methods suitédnlghis study. A few studies (Blatter &
Blume, 2008; Blatter & Haverland, 2014; GerringpD8pHaverland & Blatter, 2012) offer the
best guide to choose the research method for smieice case studies. Essentially the authors
single out three research methods: co-variatiomalysis (COV), causal process-tracing

(CPT), and congruence analysis (CON).

COV is used to test the validity of a propositithat a factor X causes factor Y.
According to Blatter and Blume (2008), it dominatke other two research methods - CPT
and CON - as a choice for causality-inferring csisglies. Causal inference is derived from

observing the covariation between an independemthia and a dependent variable (Blatter
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& Haverland, 2014), or a causing factor and eff@@V is well-suited to investigate sub-
question 3, since the answer to the question regjuvestigating whether a variation of the
identified causing factors of a rentier state caausariation of the outcome of rentierism, in
the two case studies. Similarly to CON, COV drawstlzeory to formulate and test causal
links. However, it is more important for COV to ass the validity of specific X-factor-to-Y-
effect causal links, than to test the validity dhaory as a whole. In other words, the causal
links between factors and rentierism are extrapdl&tom theory, but establishing the degree
of their validity is different than establishingethvalidity of RST. COV is a “X-centred
research” (Haverland & Blatter, 2012, p.9). Therefoanswering sub-question 3 implies
conducting COV by testing covariation between thieknt extents of rentierism in
Venezuela and Bolivia, and the different extenwlkach the causing factors are present in the

two countries.

2. Case description

It is established that a co-variational analysi answer sub-question 3. On the lines
of Gerring’s statement (2006, p.82) that “all p@tidns must not only be specified, but also
justified”, case selection now discusses theseasypects.

It is implicit in the main research question tthas study is a small-N comparative case
study analysis. Furthermore, the sample populatias previously mentioned - is limited to
two countries, Venezuela and Bolivia. More speaific it compares the terms in office of
Hugo Chavez and Evo Morales, respectively. Theaghderives from the fact that scholars
have in recent years enumerated several simiktitedween the two leaders (De La Torre,
2013; Eaton, 2013 and 2014; Riggirozzi, 2010), reigg their political programme. These
similarities would lead one to assume that the rgameent of the hydrocarbons sector in the
two countries has been similar. This assumptiomewer, contrasts with the literature on the
state of the hydrocarbons sector and the genexi@ st these countries’ economies, political
system and society. Therefore, investigating thareaof rentierism in the two countries will

allow to answer the question as to why this conirathe literature exists.

The time periods of Chavez’ and Morales’ presidesao not completely coincide,
since the former was elected as president of Verlaz few years earlier than the latter in
Bolivia. Also, Chavez's death in 2013 meant he wasceeded in the presidency, whilst

Morales maintains office to this day. The periodtfus study has thus been set between 2005
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and 2013, between the year of Morales’ politicaleaslancy to Chavez’'s death. The interval
allows an effective comparison between the sopialifical and economic conditions of the

two countries.

The type of comparative case study design folloavs‘most-similar-case” logic
(Przeworski & Teune, 1971; Lijphart, 1975). It issamed that the social, political and
economic conditions of Venezuela and Bolivia, tigtoout the period of investigation 2005-
2013 are similar. This condition of similarity iset way for COV-type studies to control for
intervening variables, since other methods of deoagire not available. To be specific, it is
impossible to control for variables using statstisuch as what is done in quantitative, large-
N studies (Blatter & Haverland, 2014).

3. Operationalisation

It is now necessary to operationalise the reseaactables for the two research sub-
questions. The case studies have already beerifig@rts Chavez’'s Venezuela from 2005 to

2013, and Morales’ Bolivia across the same period.

Operationalisation of the variables derives fréma theoretical framework of the rentier
state laid out in the previous chapter. Specificatirefers to the set of propositions regarding
both the features and causing factors of the nesiiiee. “Variable-scoring observations” imply
that data is translated (Haverland & Blatter, 204.22) into a set of scores for each of the
variables X and Y. Each of the scores constitutesaverage of the various scores within the
period 2005-2013.

3.1 Operationalising the rentier state

A rentier state possesses three features. For @atiem, indicators are defined.
Wherever necessary, it is discussed whether theatwt is derived from the literature. The

process is repeated for the causing factors ofitéerestate.

The first proposition states that a country is iatiez state if there are high levels of
authoritarianism. To establish the levels of authdanism, it seems the literature agrees on
using either the classifications according to FoeedHouse or Polity IV (Bellin, 2004; Haber
& Menaldo, 2011). Freedom House classifies coustaecording to the state of their civil

liberties and political rights (Freedom House, 20hi Free, Partly Free, and Not Free. Polity
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IV assigns countries a score on a spectrum, basdtbw democratic its political system is
(Polity 1V, 2017). The spectrum ranges from Fullnixcracy to Autocracy. The measurement
of the Freedom House index is based on Bellin’shoe{2004), to use the composite score of
civil liberties and political rights, ranging frofinto 7. A score between 1 and 2.5 classifies a
country as Free, one between 3 and 5.5 classifiesiatry as Partly Free, whilst one between
5.5 and 7 classifies a country as Not Free. To areaRolity I1V’s index of democracy, this
paper follows Haber and Menaldo’s method of meaguthe combined Polity score. The
combined score considers the separate scales afodaoy and autocracy scores of a country,
and then adds them for an aggregate. Each cownagsigned a score from -10 to +10, with -
10 classifying a country as most authoritarian aid classifying a country as most
democratic. Democracy is measured through fourcakcators: competitiveness in political
participation, openness of political recruitmenggree of competitiveness of executive
recruitment and limitations on the executive. Audoy is measured by these four, plus a fifth
indicator: the regulation of political participatioUnlike the case of Haber and Menaldo’s
article, it is not necessary to standardize theesctsrom 0 to 100, since no regression analysis

is conducted.

The third and final measurement of democracy cdino@s the Economist Democracy
Index, compiled by the magazine’s Intelligence UAitailable since 2006, it provides annual
data on the levels of democracy in countries ardbiedvorld, on a scale of 0-10. Higher scores
equate with higher levels of democracy. Democracyléfined over five categories: civil
liberties, political culture, political participatn, functioning of government, and the electoral
process and pluralism (Economist Intelligence U20Q7). The final score is an aggregate of
these five conditions. Countries are classified ascending order of democracy scores - as

‘authoritarian regimes’, ‘hybrid regimes’, ‘flawetbmocracies’, and ‘full democracies’.

Since the literature mentions the shortages oboraay regime type by using only one
method rather than a combined approach (Ross, 20@lneasurement for democracy for this
study combines all three. The scores from Freedousk|, Polity IV and the Democracy Index
are first averaged out over the period of studp52P013. They are then brought to the same
scale, of 0 to 10, with lower scores indicating éovevels of democracy and higher levels of
authoritarianism. The three scores are then avdrage giving the final democracy score for

Bolivia and Venezuela.
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The second proposition states that a rentier &ateres high corruption. To measure
this condition, two sources are used. Di John (2Qised the scores of the Control of
Corruption index, from the World Bank Worldwide Gaaance Indicators (World Bank,
2017). The Control of Corruption index assigns ¢oas a score from -2.5 to +2.5, with lower
scores indicating higher levels of perceived caiarp and higher scores indicating lower
levels of perceived corruption. Transparency lraéamal’s Corruption Perception Index is an
annual score for each country. It has modifiedd@sle from 0-10 to 0-100. It aggregates the
scores from more than ten different sources progidderceptions of business people and
country experts of public sector corruption (Traargmcy International, 2016). The corruption
scores from the World Bank and Transparency Intemal are first averaged out over the
period of the study, 2005-2013. They are then cdadeto the scale of 0-10. The values are

then averaged out, providing the final score farwation in Bolivia and Venezuela.

The third proposition states that welfare provisiona rentier state is subject to
patronage by the government. To measure patroaagdemic articles on welfare provision,
corruption, and other governance problems in Balamd Venezuela are used. Specifically,
the research looks for evidence that certain salaggbups received higher levels of resources
by the government through welfare distribution atels, and whether this preference was due
to these groups voting for and being politicallyydb to the government. This unit of
measurement controls for an obvious candidatefyirggi different resource allocation levels:

different levels of poverty.
3.2 Operationalising the causes of the rentier stat

The first proposition for the causing factors ofemtier state formulates that, in a
political system, a stronger rule of law is ass@aavith lower levels of rentierism. To measure
this, the Rule of Law score of the World Bank Warlde Governance Indicators is used
(World Bank, 2017). A country’s rule of law scoseranked from -2.5 (weak) to +2.5 (strong).
The annual valueare averaged out over the period of study, 200320hey are then

converted to a scale of 0-10, with lower scoregatthg lower levels of rule of law.

The second proposition states that low accountgbgi a factor for a rentier state.
Measurement for accountability, again, derives ftammWorld Bank Worldwide Governance
Indicators (WGI). Specifically, Basedau and Lac{&206) use the Voice and Accountability
indicator, which rates countries on a spectrum wélues between -2.5 (weak accountability)

and +2.5 (strong accountability). The annual vahresaveraged out over the period of study,
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2005-2013. They are then converted to a scale 1, Qwith lower scores indicating lower

levels of accountability.

The third proposition states that increasing lewélsatural resource dependence are
associated with higher levels of rentierism. Thdidator for resource dependence is the
percentage of hydrocarbon revenue over total govent revenue for any given year. This
choice follows recommendation by several authoeb(&wi & Luciani, 2015; Bond & Malik,
2009; Chibi, Chekouri & Benbouziane, 2015; Estr&dBe La Camara Arilla, 2005). Since
the period is 2005-2013, the indicator is the ayeraf the figures for each year between this
period. Data was retrieved by government publicetionline. In the case of Bolivia, it came
from a 2014 brochure from the Ministry for the Eoary and Public Finance. In the case of

Venezuela, it derived from annual financial repémsn the country’s Central Bank.

The final proposition states that lower politicat@omy in SOEs is associated with
higher rentierism. Measurement for this concepesabn academic articles on governance and
SOEs in Venezuela and Bolivia. Based on Hertogisceptualization, political autonomy in
SOEs is defined by two features: firstly, levelgyoizernment control over various aspects of
SOE management, including appointing managememtbaad staff; secondly, SOE freedom
from resource mismanagement. Cases of mismanagenuiide government directives to
invest in dubious, politically motivated venturasck as unsustainable welfare projects, or
having company resources pilfered by corrupt putiiicials and their cronies. Low political
autonomy implies that SOEs are either tightly colféd by the government, and/or said control

results in resource mismanagement.

4. Data collection

To answer sub-question 1, the scores on levelgwiodracy in the two countries are
retrieved from three online sources: the countseffir section on Freedomhouse.org, the
Polity IV website, and the Economist IntelligenceituDemocracy index. Corruption scores
derive from the country-specific online publicatiai the WGI, and the Transparency
International annual sections of its online cormptindex. To assess whether there is

patronage in welfare spending, academic articlesised.

To answer sub-question 2, data on Venezuelan atigidostate and hydrocarbon

sector revenues for the period 2005-2013 are delieitom the World Bank dataset, from the
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relevant online sections of the Venezuelan andviligovernment website, or from a relevant
online publication of government statistics for thv® countries. No translation into English is
required. Accountability and rule of law scorekelthose for corruption, are provided in the
country-specific online publication of the World ida Worldwide Governance Indicators.

Assessing the measure of political autonomy in Sefies on academic papers on welfare

and governance in the two countries.

The indicators, operationalisation and data cathectdetails for this study are

summarised in the following table.

Table 2 — Summary of research methodology for the @ropositions

Proposition Indicator(s) Operationalisation Data Collection
Freedom House, Polity
1 Democrac Freedom House, Polity IV, IV,
y Democracy Index scores  Economist Democracy
Index websites
Control of Corruption, WGI and
2 Corruption Corruption Perception Transparency
indexes International datasets
. Evidence of politically- Academic articles,
Patronage in welfare : :
3 o motivated unequal resource working papers and
distribution L
distribution reports
4 Rule of law Rule of Law index WGI dataset
5 Accountability Accountability index WGI dataset
Statistics on
Resource Percentage of government
6 government
dependence hydrocarbons revenue .
websites
Political autonomy  Government control of SOEs’A‘("aO!emIC articles,
7 : working papers and
of SOEs and managerial competencereportS

5. Reliability and validity
This section considers the reliability and validifythe research design.

In qualitative case study research, reliabilitydefined by Drost (2011, p.106) as ‘the
extent to which measurements are repeatable whéferedit persons perform the
measurements, on different occasions, under diffarenditions, with supposedly alternative

instruments which measure the same thing.” As Bo(E989) and Nunnally (1982) put it,
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reliability is the consistency and stability of maeement, over a set of conditions wherein it
is expected to obtain the same results. Assedsengetiability of the COV study for Venezuela
and Bolivia entails the following question: are tiesults repeatable in a future study? The
answer is, they are, albeit a condition needs tméketo guarantee so. The research indicators
are based on RST and are measurable objectivedytdthis property, it is guaranteed that the
same results can be obtained again. However aisis true that the current indicators have
been identified and selected as relevant by thbaoaufThis is a subjective process. The
reliability of research might be compromised if wure study implied a different author

choosing another set of indicators.

Validity measures the meaningfulness of reseaftosf, 2011), or the accuracy of

measurement. There are two types of validity: makand external.

Internal validity implies verifying that conceptualidity and the accurateness of the
research results are not tainted by internal thregtte framework to understand the rentier
state rests on authoritative literature contribngicand should thus be considered valid.
However, there remains the risk that future studmght upset this validity due to, again,

changing the theoretical framework.

Measuring the external validity of a study involvgsneralizing the results to other
persons, settings, and times (Drost, 2011), orGerning’s words (2006, p.187) - ‘inferring a
larger whole from a smaller part’. This conceptrahsferring the significance of a study from
a local population to a general one, is the hehstatistical generalization. By measuring
variables through indicators, COV resembles a dadive study. The difference is that COV
is conducted over a small rather than large pojmnaNotwithstanding the conclusion of this
study, it remains to be seen whether its resulisbeageneralized. The relevant question here
is to which population should this generalisatientérgeted, since the population of countries
possessing a degree of rentier-type features iddad target - is vast and diverse. Were the
propositions of this study be proven correct, dofelup study is necessary. This further
assessment would test the validity of the propmsitifor Bolivia and Venezuela, in other
rentier national contexts. Therefore, the exteuadidity of this study lies in its preliminary

value, as a pioneer of research.
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Chapter Five - Rentier Features in Bolivia and Veneuela

This chapter analyses the degrees to which Boéivid Venezuela are rentier states.
The time framework is 2005-2013. The analysis ineslassessing the levels of the three
indicators of rentierism in the four countries: laaritarianism, corruption, and welfare

patronage. The results answer sub-question 2 ©&thy.

1. Authoritarianism

The first indicator considered is authoritarianigks.said, scores for the two countries
were obtained from the Freedom House website, tligyRV database and the Economist
Democracy Index website. For the Economist indegults were only available from 2006
onwards. The Freedom House and Polity scoresaareected from their original value to an
equivalent one on a scale of 0 to 10. A lower samteates higher authoritarianism and a high
score indicates lower authoritarianism. The scémas Freedom House, Polity IV and the
Democracy index are then averaged out. The finalrescrepresents the levels of

authoritarianism in the two countries.

The results are shown in table 3. Overall, levéldemocracy decreased from 2005 to
2013, in the two countries. However, this declicewred at different rates, being faster in
Venezuela and slower in Bolivia. Also, Bolivia’saging democracy levels were higher than
Venezuela’'s. Bolivia’s Freedom House scores regidtéhe least change, being constant at 3,
whilst the sharpest change occurred in Venezu&aldy IV scores, declining from 6 to -3.
The average level of democracy in Venezuela wagiddhan that in Bolivia, from 2005 to
2013.
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Table 3 — Democracy scores in Bolivia and Venezuela

| . Converted 2005-2013 Combined
| Indicator 2005 2006 2007 2008 2009 2010 2011 2012 2013

average average
Bolivia
Freedom 3 3 3 3 3 3 3 3 3 7.1
House
Polity IV 8 8 8 8 7 7 7 7 7 8.7 7.24
Pnfj':fcracy nd. 598 nd 615 nd 592 584 584 579 5.92
Venezuela
Effsdeom 35 4 4 4 4 4 5 5 5 5.3
Polity IV 6 5 5 5 3 3 -3 3 4 5.7 5.4
ﬁgg‘fcracy nd. 542 nd. 534 nd 518 508 515 507 5.2

Source: Freedom House (2017), Polity IV datasetnbBmist Intelligence Unit (2017)

2. Corruption

The second indicator considered is corruption. Tentrol of Corruption index is
converted to an equivalent value on a scale ofwlifh a lower score indicating higher
corruption and a high score indicating lower cotiam The two indexes are then averaged
out. The final result - on a scale of 0 to 10 -igates the levels of corruption in the two

countries.

Table 4 is a summary of the results. Corruptioghgly decreased in Bolivia but slightly
increased in Venezuela. Both indicators report laimiesults. Bolivia’s starting corruption
levels were lower than Venezuela’s. Across thegogrVenezuela’s corruption levels were

higher than Bolivia’s.
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Table 4 — Corruption scores in Bolivia and Venezuel

Converted .
. 2005-2013 Combined
Indicator 2005 2006 2007 2008 2009 2010 2011 2012 2013,
average average
Bolivia
Control of
) -0.8 -0.4 -0.5 -0.5 -0.6 -0.4 -0.5 -0.7 -0.6 4 3.45
Corruption
Corruption 25 27 29 3 27 28 28 34 34 2.9
Perception
Venezuela
Control of
-1 -1 -1 -1.1 -1.2 -1.2 -1.2 -1.3 -1.3 2.8 2.4
Corruption
Corruption 23 23 2 19 19 2 19 19 2 2
Perception

Source World Bank dataset (2017), Transparency Inteomati (2017,

3. Patronage in welfare provision
3.1 Bolivia
The Bolivian welfare system is composed of two nshemes and other initiatives.

Renta Dignidad is a universal old-age pension sehamvering everyone above 60
years of age. Morales inaugurated it in 2008. ptaeed the previous Bonosol arrangement,
created during the Sanchez de Lozada presidencyaRegnidad provides an annual benefit

of USD 340 for those without a pension, and 75%af sum to those who already have one.

Bono Juancito Pinto is a conditional cash tran$ééerschoolchildren, created by
Morales. It is the first of the kind in the counti§tudents receive an annual grant of 200
bolivianos (USD 25), on the condition that theyatt school. The aim of the programme was

to combat the relatively high school dropout rates.

Other initiatives of Morales’ term include providimaternal cash allowances to poor
Bolivian mothers, vocational training and commurdgvelopment projects. The overall aim
of welfare is three-pronged: alleviate poverty atsdeffects, generate income, and foster

integral community development (Molero Simarro &Pantolin, 2012).
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Welfare is funded primarily by revenues from hydndmons. The sector is key to the
Bolivian economy: natural gas contributed to 35%haf GDP in 2016 (International Labour
Organisation, 2016).

Morales greatly increased government revenue frgaindtarbons by nationalizing the
gas fields. Because of this, income from the sentweased from 1.55 billion USD to 6 billion
USD in 2013 (Aresti, 2016). He also set up a dyaltesn of government revenue: one is
through a direct tax on hydrocarbons (thguesta directa de hidrocarburoer IDH), the

other is through royalty payments from hydrocarbompanies to the Bolivian government.

The system to allocate resources for welfare isptern There are three aspects to
consider: the sources for these resources, thenelmthrough which said resources are

distributed, and tracking mechanisms to ensure sngneot lost along the way.

As mentioned, the main funding source is hydrocaneeenue, in the form of the IDH

and royalties.

Financial resources are largely passed on fromMhestry of Hydrocarbons and
Energy to two levels of sub-national governmentpattments and municipalities. Fiscal
decentralization was established by Morales, in 20809 Constitution (Aresti, 2016). A
complex system regulates exactly how much of thd iBvenue and royalties is allocated to
the central government, the country’s nine depantsjeand municipalities. Departments
receive approximately 60% of the total sum (Hidisldonado, Piper & Rios, 2016). There
are two criteria to allocate resources to sub-natientities: location of gas and oil extractive

facilities, and population size.

Larger jurisdictions, and those possessing magteo€ountry’s hydrocarbon extractive
infrastructure, tend to receive more resources firgovernment. This generates imbalances
in revenue sharing, as some departments can ref@inding up to 15 more than others
(Farthing, 2017). Those departments receiving rmbste funding share a common tendency:
they are the country’s richest as measured bygg@tacincome, they overwhelmingly vote for
Morales’ opposition parties, and the ethnic comjpmsiis mostly white or mestizo, with very
few indigenous people.

These features constitute a political anomaly, esittccould be expected that, in a
country with rentier characteristics, welfare raseudistribution would favour those politically

loyal, rather than those opposed, to the governnhestead, it seems the opposite occurs.
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The system is explained by looking at Bolivia'saetpolitical history. Morales’ 2005
electoral victory was largely due to the voteshefcountry’s indigenous people, who constitute
the majority of the poor and tend to live in the 3d&n highlands. The mainly white and
mestizo population in the Eastern lowlands - whaost of the gas reserves are found - was
opposed to him. This East-West political rivalryngeated an intense conflict over how the
new gas money should be allocated. The politicgdosfiion in the Eastern departments
succeeded in obtaining more fiscal autonomy foséh@ovinces: they now keep a larger share

of fiscal income, which they then spend on localfave.

Despite disparities in resource allocation favogiihe country’s wealthiest regions -
the well-thought design of the new welfare prograesnhas ensured a certain level of
progressive redistribution. In 2006, the poore$t3ff the population received 45% of Bono
Juancito Pinto’s cash transfers, whilst the ricliemiseholds received only 11% of the sum
(Arauco, Molina, Pozo & Aguilar 2013).

There are tracking mechanisms available, which niiag&asier to follow the flow of
money from the government to regional jurisdictiohsansparency regulations require local
and national governments to make available alrmé&dion on revenues and transfers, and civil
society organizations take part in the monitorimgcpss. The ministry for the economy
annually publishes a Report on the Bolivian Economith details on welfare-related

operations. Most data is available online.

This brings to the question of whether there igqratge in welfare provision. The
answer is quite certainly no. The system is famfigerfect, as there is an obvious imbalance
in revenue sharing. The money should be channadlet:partments with more poor people
rather than to those with a larger population andenmatural gas infrastructure present. Indeed,
the current system seems to favour Morales’ opiposiather than his supporters. Despite this
imbalance, the institution of Bono Juancito Pin&s lachieved a certain level of redistribution
in favour of the poor, and the level of trackingrtsparency reinforces the impression that the
country’s welfare system is sincerely devoted tkl@social problems rather than to generate

clientelistic networks.
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3.2 Venezuela

The Venezuelan welfare system is composed of sotgdions, omisionegPenfold-
Becerra, 2006). These are government-sponsoredgmnoges aiming to tackle a number of

social problems, mostly in the country’s most digadaged regions and urban areas.

Mision Barrio Adentro (Inside the Slum) providegually-free health care in a number
of set-up government clinics in shantytowns, in th@n Venezuelan cities. The clinics are
staffed mostly by Cuban, rather than local doctdre number of Cuban personnel has been
estimated approximately at 13 000 (Webber, 2016is iB a result of a bilateral deal between
the Cuban and Venezuelan governments, agreeingcttaege Venezuelan oil for Cuban

participation in Venezuelan health care missions.

Mision Robinson is a government alphabetizationgaign, similar to past initiatives
of the Cuban government. It targets marginalizezpfeein shantytowns and rural areas. It was
widely popular with the country’s poor, and the govment promoted its success with the

slogan: “Ahora Venezuela es de todos” (Now Venezbelongs to everyone) (Buxton, 2014).

Mision Ribas provides the chance for adults to deteptheir education, if they had
previously dropped out of school. Mision Mercalafxes distributing subsidized food to the
poor, through government-approved but privately-eevfood stores. Mision Identitad assisted

the poor in enrolling for and receiving national dBrds.

Chavez has raised the social missions to flagsbip$he Bolivarian Revolution, a
source of national pride. However, political oppiosi has constantly claimed that these
initiatives are a way for Chavez to build politiclpport among the poor and very poor,
specifically by targeting resources to the poorlaypdnsuring those who received the resources
could vote for him (Corrales & Penfold-Becerra 2DXertain facts seem to corroborate the

hypothesis.

The 2004 referendum would decide whether to rddatjo Chavez as President of
Venezuela and hold new elections. It representedjar event in Venezuelan politics, and a
crucial test for the Chavez presidency. In the upnto the referendum, the government

increased the size and funding for social prograsfiviaya, 2014).

A feature of Mision Ribas was to provide cash tfarssto the target population, as an
incentive to enrol in school. A prerequisite foskaransfers was that the beneficiary had to

possess an ID card. Most beneficiaries lacked Miigon Identitad was set up to rectify this.
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Those who received cash transfers and other bensfithe governments were given an ID
card and asked to go vote in the impending refenentMyers 2014). One wonders why the

government felt it necessary to ask recipientpfitical loyalty right before the referendum.

The general strike of 2002-2003 was called by teaézuelan opposition to challenge
the legitimacy of Chavez'’s rise to the presiderdféite. The strike virtually brought the entire
national oil industry to a halt, and rampant inflateroded consumer buying power. As a
result, many private food stores became increasidgpendent on government procurement
to survive (Lander, 2016). Government support togbe food enterprises was channelled
through Mision Mercal. Were the government to it of the mission, private firms would
receive a substantial revenue blow. It is natwavonder whether Mision Mercal is a tool of

the government to guarantee political support fimate shop owners.

Suspicions that the Chavez government used weifangsion to increase its electoral
base are further confirmed by the fact that sometimygovernment received the full list of
signatures for the referendum sponsored by thesippmo. The names of those opposing the
government were made available, and public offscialthe list were essentially threatened to

withdraw their signature, or they would be sacked.

Moreover, a regression analysis by Penfold-Bec€R@06) confirmed that the
allocation of resources for the missions was infagzl by the level of political support received
by Chavez, at both state and municipal level. Theselts came by studying missions Barrio
Adentro, Ribas and Mercal. The more votes receibgdthe government in a state or

municipality, the more resources were allocatedmsions in these jurisdictions.

The mission wherein these perverse conditions weasser to observe was Mision
Ribas, since it involved cash handouts. The natidréne transfer made it susceptible to
clientelism, specifically to vote buying. Resultstate and municipal level show that resource
allocation was linked to the number of voters suppg Chavez.

Mision Mercal also showed signs of clientelism:tegsawith a larger number of
government loyalists had access to a greater nuofldend stores. The activities of Mision
Barrio Adentro were concentrated in the areas wharst support for Chavez was registered,
rather than in those where poverty or urban degi@déevels were higher. The only mission
where resource allocation seemed to follow actwe#dnwas Mision Robinson. Greater

resources were distributed to states with a higbant of poor households. The headcount of
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poor households is an effective proxy for illiteraevhich is the problem tackled by the
initiative.

Curiously, the regression showed that, despiteeéepntial treatment for areas with
the highest number of political supporters, ove€@illavez’'s government did not punish or
benefit states or municipalities controlled by tpmposition. Chavez attempted to target the
population directly, regardless of the politicdilaftion of the governor or mayor controlling
the jurisdiction (Penfold-Becerra, 2006).

To sum up, it is clear that the Venezuelan govemirdistributed resources for welfare
according to levels of political support. The areath the highest levels of political support
were to be found among the country’s slums andratisadvantaged areas. This loyalty to the
Bolivarian project by low-income voters can be yamxplained by the government's
concerted effort to improve the welfare in theseaar through a variety of social initiatives.
However, such efforts have also been mired by simsys regarding the timing of certain
resource handouts to the population, and Chavegacl of putting pressure on political
opponents. It is quite reasonable to conclude Vaglas system for welfare allocation is

steeped in patronage.

4. Discussion of results

In conclusion, the research results are discussadswer sub-question 2 of the study. The
predicted propositions were that a rentier stats@sses high levels of authoritarianism and
corruption, as well as evidence of patronage infarel provisions. Two countries were
analysed for evidence regarding these three immfigaBolivia and Venezuela. Both countries

presented evidence of being rentier states, witardnces between the cases.

Neither country showed to be a fully functioninggalthy democracy. Levels of
authoritarianism are significant for both countriBslivia’s score is 7.24, Venezuela’s is 5.4.

Venezuela’'s political system is more authoritatizen Bolivia’s.

Also, both countries featured significant levelsofruption. The score for Bolivia was

3.45, Venezuela’s was 2.4. Venezuela is more cotham Bolivia.

In addition, qualitative research into patronagevoeks in welfare provision in both

countries has shown differing results. Bolivia'stgym suffers from imbalances in revenue
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sharing, ascribable to the fact the country’s ratlaed most gas-rich regions are allocated more
resources for welfare. However, the country’s dqmiegrammes are well-designed and have
brought some degree of positive redistributioravolur of the poor. If anyone were to be said
to benefit from the current system, it is Moralegposition rather than the government. There
appears to be no political patronage in Boliviarfave. In Venezuela, however, the situation
is quite different. Government social programmeseh#&argeted the country’s poorest.
However, these same areas have also been the pitistafly loyal to Chavez, The size of
resource transfers is correlated to political supfmthe government: the higher the support,
the more money received. Venezuela’'s picture -ontrast to Bolivia - paints a picture of

patronage and clientelism in welfare allocation.

Bolivia and Venezuela both struggle with authoréaism and corruption. Venezuela’s
problems in these two aspects are more intenseBbkwvia’s. What sets apart the two cases,
however, are the levels of welfare patronage. Vieelezs plagued by patronage, whilst Bolivia
is not. It is especially this fact that makes Vareda more of a rentier state, than Bolivia. The

next two figures summarises the levels of rentieiiis the two countries.

Graph 1 — Comparing rentier features in Table 5 — Comparing rentier
Bolivia and Venezuela: democracy and features in Bolivia and Venezuela:
corruption levels welfare patronage levels

Level of Patronage
in Welfare Allocation

Country

Bolivia Low

Venezuela High
7,24 EEES 54 WX
Bolivia Venezuela

Democracy ® Corruption
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Chapter Six - Analysing Factor Covariation in Renterism

Introduction

This chapter examines the degree of covariatiowdst features of rentierism and its
causing factors. It does so by conducting a coatianal analysis between the features of
rentierism in Venezuela and Bolivia, and the foderitified causing factors: rule of law,
accountability, rates of natural resource depergleand degrees of political autonomy in
SOEs.

The propositions derived from the theoretical fraroek state that the country with a higher
degree of rentier features simultaneously exhthigsfollowing symptoms: lower rule of law,
lower accountability, higher rates of resource dejeace and lower political autonomy of the

SOEs from the government.

Drawing from the results in the previous chaptee, ¢xpectation of this study is that
Venezuela - the country with the highest degreeenfierism - also possesses lower rule of

law, and the other three associated conditions.

Were the expectation to be proven correct, it waurtavide a significant boost to the
claim that rentierism is a phenomenon ascribab&ltmited set of institutional and economic

factors.

The chapter is structured in the following way. Tingt four parts measure the degrees
to which Venezuela and Bolivia exhibit the fouupposedly causing - conditions of rentierism
in their national institutions and economic systente fifth and final part examines the results

in light of their ability to prove covariation bedé@n causes and features of rentierism.

1. Rule of law
The scores for the two countries are obtained friin@ World Bank Worldwide
Governance Indicator database, and range frome22.5. A higher score indicates a higher
rule of law. The results are first averaged over pkeriod of study, then converted to a scale

from O to 10. A higher score indicates a highee fl law.
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Table 6 shows the results. Rule of law scores dsegkin both countries from 2005 to
2013. The decline was sharper in Venezuela thdplivia. Venezuela’'s starting score was
slightly lower than Bolivia’s. Bolivia’'s averageleuof law score was higher than Venezuela’s
from 2005 to 2013.

Table 6 — Rule of law scores in Bolivia and Venezue

Converted

Country 2005 2006 2007 2008 2009 2010 2011 2012 2013 2005-2013

average
Bolivia -0.8 -0.9 -0.8 -1 -1.1 -1.1 -1 -1 -1.1 3
Venezuela -1.2 -1.4 -1.5 -1.6 -1.6 -1.6 -1.7 -1.7 -1.8 1.8

Source. World Bank dataset (201

2. Accountability

The scores are obtained, again, from the WorldkEzovernance Indicator dataset online.
The range of results is once again between -2.5+@08. A higher score reflects higher
accountability. The results are first averaged ¢erperiod of study, then converted to a scale

from 0 to 10. A higher score indicates higher actahility.

The results are shown in table 7. Accountabilitele barely changed in Bolivia, whilst
they slightly decreased in Venezuela. Venezuetaisisg score was lower than Bolivia’s. On

average, Bolivia’s accountability levels were higtten Venezuela’s from 2005 to 2013.

Table 7 — Accountability scores in Bolivia and Verruela

Converted
Country 2005 2006 2007 2008 2009 2010 2011 2005-2013
average
Bolivia -0.2 0 0 0 0 -01 -01 -01 -01 4.8
Venezuela -0.7 -0.6 -0.8 -0.8 -0.9 -0.9 -1 -0.9 -1 3.4

Sourct. World Bank dataset (201
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3. Rates of natural resource dependence

The rate of natural resource dependence, as medtjreviously, reflects the percentage
of government income deriving from natural resouregenue. Natural resources mean
hydrocarbons. The higher the percentage of hydbocarevenue, the more the state is
considered hydrocarbon-dependent. Total revenuetHer governments of Bolivia and
Venezuela is averaged out over the period 2005-20h8rtunately, it was not possible to
convert monetary values from local currency into déflars for both countries. Figures are

expressed in percentage.

The following graph shows the rates of resourceeddpnce over the period 2005-
2013. Bolivia’s rates increased in the first yeanr then remained stable at slightly more than
20%. Venezuela’'s rates experienced an early petileinarly years, but then decreased to less

than the starting value. The average values we¥e B2 Bolivia, and 42% for Venezuela.

Graph 2 — The evolution of resource dependence rate Percentage of government
hydrocarbon revenue over total revenue
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2005-
2005 2006 2007 2008 2009 2010 2011 2012 2012013
average
Bolivia 14% 26% 24% 22% 21% 21% 22% 24% 26% 22%

Venezuela 48% 52% 50% 49% 35% 41% 41% 42% 25% 42%

= Bolivia ®Venezuela
Source: Personal elaborations of data (2014) fimenMinisterio de Economia y Finanzas Publicas de

Bolivia — Unidad de Analisis y Estudios Fiscalesl &irom financial statements (Informes Economicos)
from the Banco Central de Venezuela, various years
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4. Political autonomy of SOEs

This section analyses Bolivian and Venezuelan S@mEsng to assess the degree of

political autonomy of these enterprises vis-a-hiss government.

As mentioned previously, the concept of politicatamomy derives from Hertog's
article on SOEs in rentier states. SOEs posses Ipalitical autonomy if two conditions are
met. The first is that government exerts high Is\a#lcontrol over the management of SOEs.
The second is that government control of managenesntts in economic mismanagement of
the company, where corporate profits and resouaceschannelled away by either being

pilfered by government officials or by being usedund expensive government projects.

4.1 Bolivia

Evo Morales’ presidency has seen a rising roldHerstate in the economy, as well as

a rise in number and activities of Bolivian SOEs.

Prior to his term in office, the 1990s saw presidegnact neoliberal reforms, that
privatized and capitalized various government-ownedhpanies. In 2006, Morales helped
promulgate the New Investment Laws. Within the egnhtof re-framing the economic
environment and state-investor relations, the lamsight a significant share of the Bolivian
economy under state control. New SOEs were createbprivate-owned companies operating
in various strategic economic sectors were natiedlor expropriated. These included the
natural gas, oil, mining, telecommunications, tporsation, construction and electricity

sectors.

The most striking example was the nationalizatiénthe country’s hydrocarbons
company, the YPFB (Yacimientos Petroliferos Fissd@elivianos). The process notoriously
featured detachments of the Bolivian army marchinghe company’s gas fields, to claim
symbolic ownership of the company. Other casesationalization include the country’s
largest tin mine and telecommunications compasynelting plant, hydroelectric and thermo-

electric plants, and a cement company.

The state thus increased its number of owned commpanm 47. To sum up the rising
importance of the government in the economy, therdmution of the public sector to national

GDP rose from a fraction of a percentage point 0072 to 40% in 2013 (US Bureau of
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Economic and Business Affairs, 2012). State congsamither are sole controllers over
strategic economic sectors, or compete in otheloseavith private firms. Examples of the
latter include the national airline company (BOAhdaenterprises producing carton

(Cartonbol), paper (Papelbol), dairy products (kasbol).

The key to understand the role of SOEs in Bolivietdnomy and their degree of
autonomy vis-a-vis the executive, is to frame theithin the broader ideological change
brought to Bolivian society by Morales’s presiden€pming from an era of social and political
unrest, widespread privatizations and rising pgvierthe 1980s and 1990s, Bolivians elected
its new president largely on the promise to briaglkbthe state in the economy and society,

and to make the government assist in the countegevery (Weyland, 2009).

So far, it seems, Morales has kept his promiseivaol SOEs are subordinated to the
interests of the state, or - according to goverrtitegtoric - the Bolivian people. This involves
preferring to operate for the collective good oflidan society, rather than for corporate
profits. There are various legal references to thibordination in the country’s new
constitution, promulgated in 2009. Article 47 ssatieat economic activity cannot damage the
collective good. Article 125 refers that ownersbiiphe country’s natural resources - especially
its natural gas reserves - is a prerogative ofgtheernment, and that any transfer of them to
individuals, companies and other states can bddenesl an act of treason against the Bolivian
people. According to Article 320, the state maimsaglecision-making autonomy concerning
matters of national economic interest, indepengieinddm foreign financial institutions and

companies.

Profits from Bolivian SOEs are collected by the ggmment and used - directly or
indirectly - to fund public welfare programmes gndblic investment in infrastructure (Kaup,
2012).

The constitution assigned to SOEs the role of miagae property rights, production
and industrialization in several economic sectbath strategic and consumer-related. Three
ministries are responsible for managing the 47 SQies Ministry of the Presidency, the
Ministry of Development Planning, and the Ministo§y Finance. Each SOE is run by a
government-appointed executive board of directBexh director represents a ministry. On
certain matters, the SOEs’ executive boards arngaxbto consult with the government prior
to decision-making. The general manager of SOEapinted by legal act, a Supreme

Resolution of the government.
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In addition to being bound by government and ctutstinal duties, Bolivian SOEs are
required every year to present an annual testimomyvil society and social movements. In
this report, the contributions of SOEs to the aiilee good of Bolivian society are underlined.
This form of social control is motivated by Evo Mégs’ past as a social movement leader,
who won his electoral campaign largely throughdrassroots base. For these movements, it
is critical that Bolivia’s economic activities sgfeard the well-being of its people, in
accordance to the ideology btien vivir (Pellegrini, 2016). An analysis of the president’s
discourse reveals ongoing attachment to his lega@y social activist.

The role of the country’s main SOE - the hydrocarbompany YPFB - conforms to
the government’s views on overall economic polityactivities - as a hydrocarbons extractor,
refiner, producer and exporter - are to ensure-fiomostly that domestic demand is met, before
making any ventures on foreign markets. YPFB se#itural gas and oil to Bolivians at
discounted rates. These rates are set by the goeetnthrough the Hydrocarbons Regulator.
Only after guaranteeing that all Bolivians enjoyess to its products, YPFB can sell its

products on the international market.

Additionally, Article 226 of the Bolivian CriminaCode formulates that it is a crime
for a company in Bolivia to increase or lower psiaé its products if the act was motivated by
the interest of the company alone. Similarly, itlisgal for a firm to withhold and hoard
products, and to sell them later at a higher price.

Many of the cited points indicate that Bolivian SOEnjoy little to no political
autonomy from the government. The managers areitepidoy national ministries, the firms
are constitutionally bound to serve the intere$the people. Their profits either are used to
subsidize products for the domestic market, orradirected by the government to social
programmes and public investment, in accordand&oi@les’ people-first policies. However,

two points paint a slightly more blended picture.

Firstly, the legal framework set up by the natitration laws in 2006 has provided
somewhat vague answers to company lawyers andoffizials seeking how to manage SOEs.
There are very few specific laws that guide aspeatsh as staff hiring and procurement
processes in the hydrocarbons sector, for exarMpléous aspects of SOE management under
Morales’ presidency have remained - in practideosé inherited by the previous, neoliberal
administration. Despite government rhetoric to eedliberal exploitation of Bolivia's natural

resources and a pledge to use these resourcdsefapliective good, in reality nationalized

61



companies in key sectors - hydrocarbons, elegtricdammunications - continue to operate as
private companies. This entails they hire foreigafswith higher-than-local salaries, and
largely avoid bureaucratic procurement. Therefareen though the facade shows that
government control over business has increasedliviB, the criteria for management of
SOEs have not changed.

Secondly, Morales himself has signalled a wisheterse some of his more socialist-
leaning economic policies. Regarding YPFB, he idsato divert more of its profits away from
expanding social programmes and towards the exjplaraf new gas reserves. Morales has
used the hydrocarbons sector as the main drivepadbeconomic change during his stay in
power. As Kaup explains, this choice might be dedaby the president's awareness that
current levels of Bolivian welfare are dependergéty on natural resource revenues and that
maintaining these revenues requires more investinghe national hydrocarbons company.
YPFB has seen under-investment since the 19909(K#10). Due largely to the president’s
own legislation that decentralized government a@E Sunding to Bolivia’s regions, it is
unclear whether he will succeed in diverting siguift financial resources away from the state
and towards YPFB.

In sum, many aspects of SOE management under Maraleate that they are run for
the interest of the state and the Bolivian pedg®wvever, subordination to state interests has
not compromised the efficiency of these SOEs dptila fact, future developments might

point to a more-corporate style of management iivBm SOEs.

4.2 Venezuela

Hugo Chavez’s presidency, similarly to that of Mesain Bolivia, has featured a rising
role for the state and SOEs in the national econdrhg number of SOEs has proliferated,
although the main one remains the national oil ccomgp Petroleos de Venezuela S.A.
(PDVSA).

Prior to the president’s inauguration in 1999, S@Ese firmly entrenched as economic
actors in Venezuelan society. However, under Chatvez have become dominant, largely
replacing private and foreign companies (WeistRaly & Sandoval, 2009). SOEs are now the

main actors in diverse sectors: from the agribssineo food, hydrocarbons, media, mining,
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telecommunications, and tourism. A source put thenler of SOEs operating in the

Venezuelan economy at more than 400 in 2007 (Man&a8crofina, 2013).

The main SOE - PDVSA - has the sole right to omethé country’s extensive oil
reserves, according to Article 302 of the Bolivarf2onstitution. Venezuela possesses one of
the world’s largest reserves (OPEC, 2016).

PDVSA has traditionally been the major export eafoethe Venezuelan government,
prior to the Chavez years (Di John, 2009). Chavezeased government control over the
company, in the early years if his presidency. Afite attempted coup in 2002, Chavez came
to realize that a significant share of PDVSA’s eoyples were hostile to his political project,
with thousands of workers having been on striketfiar months. Most of the company staff
was subsequently sacked and replaced with poliscglporters (Rodriguez, Morales &
Monaldi Marturet, 2012). There have been severdhéu shifts in staff. In fact, PDVSA'’s
executive board was replaced 6 times in 7 yeargi(®w & Romero, 2016).

In 2006, the president nationalized all the copstoil fields. He also expanded the
company’s portfolio. From dealing with the variquisases of oil production, it has increased
its activities to shipbuilding, agriculture, sems; construction and mining. It is now the
country’s main economic actor, and a crucial pathe Bolivarian Revolution. As a former
company executive explained, Chavez intended toPIB¢SA to transform the Venezuelan
economy “from an oil sultanate to a productive stycivithin a socialist framework” (Alvarez
& Hanson, 2009). In essence, he aimed to divetbdywenezuelan economy and move it away
from reliance on oil exports. Hydrocarbons conggiuapproximately 90% of export earnings
for the Venezuelan government, in the early Chyeszs (OPEC, 2006).

PDVSA has taken a key part in another Chavistaative, the expansion of social
welfare programmes for the Venezuelan poor, thrabhgmisionesor social missions. Profits
from the state company have provided the bulk ef ftmding for these projects. Legally,
PDVSA is required to spend a minimum of 10% ofatsual investment budget on social
programmes (Coronel, 2006). Such initiatives ineldzlilding health care clinics in the
country’s poor regions and city districts - wheervices are provided for free - building
discounted food and household goods centres, diedimayf educational and employment
programmes outside the hydrocarbons sector. A 2868nal Oil Daily article quoted
PDVSA'’s expenditure on Venezuelan social programiaed4.4 billion USD for 2007,
compared to 6.9 billion USD for 2005 (Coronel, 2p08
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The money is channelled from the company to theuamissions through a peculiar
system. Traditionally, it is the country’s demodaranstitutions - such as local governments
and municipalities - that provided the bulk of Ibagelfare services. Instead, Chavez has re-
oriented the flow of oil revenue away from thesstitntions and towards new, aptly-created
political and financial bodies. Examples of thetdatinclude the Fonden - or National
Development Fund - and the Bandes - another devanpbody. These new institutions are
not connected to the traditional ones. For instatie®y are loyal to Chavez rather than to the
state. Their budgets are separate from governmelgdts, and there are no clear mechanisms
to ensure transparency and accountability. Theye#isztively under complete government
control. It is estimated that these funds had acdat®d more than 16 USD billion in oil
revenue by 2006. Additionally, Chavez institutedeav Treasure Bank, parallel to the pre-

existing Central Bank.

In essence, government control over SOEs in Venezu@s increased during the
Chavez years. It has been maintained by sackingg?2DMorkers and managers and replacing
them with government supporters, by expanding PD¥®Artfolio through nationalizations,
welfare projects and investment in other econoraitas, and by creating new institutions

that are loyal to Chavez rather than the state.

Increasing government control has been accompdmyiggowing problems in SOEs:
lack of transparency and accountability to Venea'gdtaditional institutions, lower economic

performance, mismanagement, and fund misappropmniati

Since 2003, PDVSA has stopped issuing annual finhetatements, and since 2005,
it no longer sends its reports to the US Securdied Exchange Commission (US Bureau of
Economic and Business Affairs, 2012). It has bemtreiasingly hard for members of
Venezuela’s opposition and civil society to trable tompany’s operations. A 2007 article
described PDVSA as a “state within a state” (HR8)7, p.12).

Firm performance was damaged by the numerous ansecutive staff layoffs. It
became impossible for management to design antieHexorporate plan and stick to it. Also,
oil production went down from 5 million barrels aydin 2005, to 2.7 million barrels in 2008
(OPEC, 2016). Billions of US dollars in internatarcredit were lost when the company
reneged on repaying a 5 billion USD loan to Banobtland, and the value of unsettled debt
is estimated at 8 billion USD (Rabouin, Milhencisgrohecker, 2017). Despite a lack of clear

information, it has been suspected that billiong®fdollars in profit have been lost by PDVSA
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from roughly 2003 to 2010, due to decreases inpailduction, suspected pilfering and

unproductive activities (Corrales, 2015).

Another issue is mismanagement. Certain econommtuves by Venezuelan SOEs
have been questionable. The oil windfall has bessdun various foreign adventures. They
range from providing oil at preferential pricesQaribbean countries - through the Petrocaribe
initiative - to offering financial assistance taieas Latin American governments, funding the
Colombian rebel group FARC, contributing to Kirchiseelectoral campaign in Argentina, and
buying weapons from Russia and Belarus for the Yeelan armed forces (Coronel, 2008). It
is unclear to what extent these claims are trué,the government is firmly in denial. Oil is
provided to Cuba, in exchange for Cuban particgmatn Venezuela’'s health care missions.
This agreement alone is said to cost Venezuelats sbffers 2 billion USD a year (Coronel,
2008).

Fund misappropriation occurred in other institnioChavez dismantled the national
Macro Stabilization Economic Fund, which servecctishion the stability of state finances
during periods of low oil prices. All assets werghdrawn for ordinary spending. In 2008, the
Central Bank reported that 22.5 billion USD hadrbeathdrawn from the treasury, and 12
billion of that sum remained unaccounted for (Cetp2008). Reports were that part of the
money was used by the government to buy the palitayalty of parties and groups in the
regions, prior to new elections. A dissident gradpnilitary officials claimed that they had
been ordered to withdraw gold reserves and trariefan to a remote pro-Chavez military

camp.

In sum, it is clear that, in Venezuela, SOEs haxeenjoyed political autonomy from
the government, neither in the sense of being @eitsf government control nor in being run
for corporate profits. In fact, it appears from rerous perspectives that Chavismo has gone a

long way in fatally compromising the fabric of Venelan SOEs altogether.

5. Discussion of results

This section discusses the analysis results, assmer to the final sub-question of this
study. The predicted propositions were that thenttgwith the highest level of rentier features

- Venezuela in this case - would also possess Itevets of rule of law and accountability,
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higher levels of resource dependence, and lowéigablautonomy of SOEs. The propositions

are confirmed as correct in all four cases.

Lower scores represent lower levels of rule of éa accountability. Bolivia’s rule of
law score is 3, Venezuela’s is 1.8. Bolivia's acuaibility score is 4.8, Venezuela’s is 3.4.
Venezuela scores lower than Bolivia in both regakEnezuela also has a higher level of
resource dependence, compared to Bolivia. The Valuthe two countries, respectively, is
22% and 42%.

Finally, both countries feature SOEs that are madagore for the interests of the
government than those of the companies themsélese are differences in the management
of SOEs in the countries, however. In Bolivia, sulimating SOEs to state and government
interests has not compromised the efficiency off SDEs entirely. Regarding YPFB - the
biggest SOE in the country - the president has suggested he wants to steer the company
towards a more corporate and profit-oriented mamage style. In this regard, the degree of
political autonomy of Bolivian SOEs is mixed, aglhilevels of government control are
mitigated by an understanding among political sliteat said control should not fundamentally
compromise the companies’ ability to survive on tharket. In Venezuela, subordinating
SOEs to government interests has brought disastesudis, much worse than Bolivia’'s. SOEs
are mismanaged, their profits are siphoned off bijtipal elites or invested in dubious
operations domestically and abroad. In particuldwe country’s biggest SOE - the
hydrocarbons company PDVSA - has reported subatalitsses during the Chavez era.
Moreover, this downward spiral is shrouded in iasiag mystery, as companies stop
publishing the state of their finances and openatidGovernment control over Venezuelan
SOEs has crippled said SOESs’ ability to functicieetvely.

To conclude, Venezuela is more of a rentier stada Bolivia, and exhibits higher
levels of its identified causing factors; lower agntability, rule of law and political autonomy
of SOEs, and higher resource dependence. Therecavaxiation between the features of
rentierism identified in the previous chapter, #sdausing factors. The final sub-question of

this study has been answered. A visual summaryeofdsults is provided below.
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Graph 3 — Investigating covariation in Bolivian andVenezuelan rentier features — Rule of
law and accountability scores, and resource dependee rates (hydrocarbons over total
government revenue)

Rule of law Accountability Resource dependence (%)

m Bolivia mVenezuela

Table 8 — Invest|gat|ng covariation in Table 9 — Conclusion: Summarizing
Bolivian and Venezuelan rentier features —  extent of factor covariation

Political autonomy in SOE:

Level of Political
Country Factor Covariation
Autonomy of SOEs |

High government control of Rule of Law Present
SOEs,
Bolivia .

o ) Accountability Present
Limited mismanagement

- Resource Dependence Present
High government control of
SOEs, Political Autonomy

Venezuela

) ) Present

High mismanagement of SOEs
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Chapter Seven - Conclusion

This study has attempted to investigate causalitiié social sciences by analyzing the
causes of rentierism in two Latin American courstriguring the tenure in government of two
of the region’s most iconic leaders, Evo Moraled Blugo Chavez. Three research questions

were answered..

The first identified the features of rentierismawaing from the extensive literature on
the subject. There were three such findings: aeecbuntry is defined by high levels of
corruption, weak levels of democracy (with corregfing high levels of authoritarianism), and
patronage mechanisms in the distribution of welfesen the state to the population. In light
of these tenets, it is easy to see that rentieissam inherently negative condition, affecting a
country’s political, economic and social fabric.rRerism is found all over the world, but
many studies in the literature have focused onitapkor its presence in one specific region:
the Middle East, especially the Gulf region. Intfatwas two studies of the economic and
political configurations of Iran and Kuwait, thaeated discussion on the subject and provided
the foundations for rentier state theory, or RSfie Theory has evolved over more than three
decades, in its attempt to map the symptoms oienéstn across states and national economies
worldwide, and provide policy recommendations toehamate the situation. This study
recognizes the importance of RST, since it provitles foundation for the theoretical
framework. As much as scholars have been extresuglgessful in identifying the symptoms
of rentierism, the results are disappointing whemmmes to understand why rentierism occurs
in the first place. In spite of the hundreds of grapapplying rentier theory to case studies
around the world, analyzing its effects on coustrgociety, political and economic systems,

there appear to be very few works studying theiogusctors of the phenomenon.

Nevertheless, insights were made, and four causiamrs were inferred from the
literature. Firstly, it was found that countriegiwiower levels of rule of law, were more likely
to be rentier states. The same was reported alsmémtries with low levels of accountability
in institutions. Moreover, countries whose governtaeelied to a larger extent on the sale of
natural resources for revenue, were more likelyetoentier states. This implied that economic
diversification and moving away from an extracttype economy are important antidotes to

this condition. Finally, the way a country’s SOEerev managed affected whether the same
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country became a rentier state or not. In casesevBOEs were kept autonomous from

government control and run for profit, rentier chimshs were more unlikely to occur.

The second research question tested the threetiomsdof rentierism in two countries
in Latin America, Bolivia and Venezuela. The perfodthe study was 9 years, from 2005 to
2013. This interval was chosen since it allowedalel comparison between the Morales and
Chavez government. Research results showed thsytimgtoms of rentierism were more acute
in one country - Venezuela — than the other. Balis less corrupt and more democratic than

Venezuela, and it distributes its welfare moredaifely to its population.

The third research question investigated degrees\driation between the extent of
rentierism in the two countries and the presenceaaking factors. The aim was to establish
whether increasing levels of a factor were assediatith higher levels of rentierism. The
covariation was confirmed by the results of thedgtwWenezuela, the country with greater
symptoms of rentierism, had weaker structures suenrule of law and accountability, was
more reliant on revenue from hydrocarbons, andifedthigher levels of political control and

mismanagement of SOEs by the government.

Further reflections on the study concern the sttengand weaknesses of the

methodology and findings, suggestions for furtlesearch, and policy recommendations.

The study has four positive aspects. Firstly, ittdbutes to the literature gap on the
rentier state and its associated concept, the mesaurse. Secondly, due to the extensive
literature review, the theoretical framework foe thefining features and the causing factors of
a rentier state possesses academic depth. Thitdy formulated indicators are reliable
measurements for the concepts in the study, sihegedre both derived from the literature and
are taken mostly from authoritative data sets. Meoege, most indicators are quantitative,
meaning measurements are more straightforward essddontroversial. Finally, the choices
for the comparative case study are suitable foroatssimilar n design, since Bolivia and
Venezuela are two Latin American countries with iEimrecent political and economic

trajectories.

There are, however, two downsides to this resedfthtly, although the choice to
select a small population of countries was beredfinireducing data-gathering periods, it also

meant the findings would be less generalizablehi sense, the results of the study need to
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be repeated with a larger population of countt@become truly significant to the international
community. Secondly, since there is little literaton patronage in welfare provision and
political autonomy of SOEs, this study requiredreative approach to define indicators for
these concepts. This and the choice to use gunaitatdicators might raise a few doubts on

the validity of findings.

Suggestions for future research partly derive ftbmweaknesses mentioned above.
As a first step, the literature on the rentierestabuld benefit if the study were repeated on a
larger population of countries. An example of aahle population would be that formulated
in the regression analyses mentioned in the lileeateview. These studies investigate the
effects of a rentier state on levels of conflicdatemocracy in these countries. Secondly,
indicators for patronage in welfare provision awoditical autonomy of SOEs should be better
formulated, hopefully involving quantitative datats and measurement proxies. Finally,
although the results identified four factors cagshe rentier state, it is likely that future sesli
would find further associations. Therefore, it igggested that scholars make use of either

inductive or deductive research methods to forneutew causal links.

The findings highlight the need for policy reformthree areas: institutions, economic
policies, and governance structures. These suggsstare mainly aimed at national
government officials and lawmakers, but also at fmens of civil-society organizations and
private firms. Institutions should be made morecactable. Law enforcing-mechanisms
should be reinforced. Changes to the managemelat stySOEs should make firms more
autonomous from government control and more ableuse profits for the firm’s own well-
being, rather than being the target of pillagingnismanagement from corrupt or incompetent
political officials. Most importantly, the crucialeakness of a rentier state is its dependency
on a single source of revenue to drive the econding.most effective remedy to such a curse
is for various stakeholders in the national econengpvernment ministries, private firms,
SOEs, civil society organizations - to coordinated amplement an effective economic
diversification plan, moving away from hydrocarbcersd more towards a manufacture or

service-based economy.

Rentier state theory provides a fascinating imsigto the world’s most diverse
environments: from authoritarian monarchies in desert of the Arabian Gulf, to populist

democratic republics in the heart of Latin Ameribaawing on a rich and consolidated history
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of research — sprawling across decades — it sémniigttire has nothing but bright opportunities

to offer, for those willing to delve into it.
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