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What effects do natural resources, and more specifically the revenues from the 

extraction and sales of commodities, have on the economies of well-endowed countries in 

Latin America? How does the political administration of natural resource wealth affect 

the economic trajectories of these developing countries? Under what conditions do 

countries successfully use political institutions to administer natural resource windfalls 

prudently? My dissertation addresses these questions and ultimately explains why natural 

resource wealth is a blessing for the development of some countries and a curse for 

others. Specifically, I examine the effectiveness of specific government institutions—

called Nonrenewable Resource Stabilization Funds (NRSFs or stabilization funds), which 

help countries to manage the economic challenges associated with relying upon volatile

natural resource revenues—in Chile and Venezuela, two natural resource-rich Latin 

American countries. Although both of these countries created a NRSF, Chile’s has been 

very successful while Venezuela’s was extremely weak from the outset. My research 

suggests that the degree of stabilization fund success—which impacts the severity of the 

resource curse—depends on these institutions constraining political actors from using 

rents for venal purposes. In turn, I find that the capacity of NRSFs to restrain the passions 
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of self-interested executives is largely a product of the circumstances accompanying the 

creation of these institutions; that is, the conditions into which these institutions are born 

impact stabilization fund performance, but not in the way that the traditional literature 

predicts. In contrast to extant explanations suggesting that NRSF success is dependent 

upon clear institutional rules or general state capacity, I find that stabilization funds tend 

to be unsuccessful when political needs drove their creation while these institutions are 

likely to function well when economic concerns were the impetus for their adoption. I 

substantiate the case study evidence of Chile and Venezuela with a broad statistical 

analysis of 20 other countries that have created NRSFs.
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Chapter 1: Introduction

THE CURSE OF NATURAL RESOURCES?

What effects do natural resources, and more specifically the revenues from the 

extraction and sales of commodities, have on the economies of well-endowed countries in 

Latin America? Do rents—the “excess” profits derived from the extraction and sales of 

commodities—present an opportunity for such countries by aiding development or do 

they constitute a development trap? What role do institutions play in affecting the 

relationship between rents and economic volatility? How can political institutions—

which have generally been classified as weak in Latin America—develop the strength to 

affect such outcomes?

As these questions suggest, this dissertation is an analysis of institutions and 

natural resource wealth; focusing on how the former affect the latter. While both have 

independently been the subject of intense inquiry in political science, it is only of late that 

scholars have made connections between these burgeoning literatures. 

Recent events have increased the salience of these issues. Since 2003, commodity 

prices on world markets—including everything from oil to food—have been subject to 

extraordinary volatility (see Figure 1 below). Popular media has tended to concentrate on 

how this trend affects individuals and private enterprises, specifically focusing on the 

impact of high oil prices for consumers (Economist 2011; Bond 2011; Krauss 2011; see 

also Jiménez-Rodríguez and Sánchez 2007 for a scholarly view) and how the price of 

commodities influences the cost of doing business (Mimo 2011; The Economist 2007).

Lost in the shuffle are examinations of how natural resource producing countries are 

coping with these trends. Unfortunately, the analyses that do focus on this angle tend to 

be overly simplistic (see Friedman 2006, and Townsend 2009 for a rebuttal).
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Figure 1-1: UNCTAD Aggregate Commodity Price Index, 1970-2010

The effects of commodity prices on producer countries should be of major interest 

to scholars and lay people alike as a majority of countries in the developing world rely on 

natural resource income for the bulk of their export earnings (Ross 2001b). Recent 

commodity price volatility has heavily affected these natural resource-dependent states. 

Commodity exporters have enjoyed booms from 2003 to mid-2008, and again since 2010. 

These windfalls have bestowed newfound economic resources to these developing states, 

providing an opportunity for further development. However, the across-the-board drop in 

natural resource prices that began in mid-2008 exposed the dark underbelly of 

commodity bonanzas. In the face of improper financial planning, the overnight 

evaporation of a primary source of public finances is likely to wreak economic havoc.
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Although neglected by the popular media, political scientists and economists have 

long studied the impacts of natural resource boom and bust cycles on producer countries. 

Starting especially in the 1970s, chronically weak natural resource-rich states seemed 

“cursed” when contrasted with the booming economies of the resource-poor East Asian 

tigers (Auty 1993; Gelb and Associates 1988; Mahdavy 1970; Beblawi 1990). The 

scholarly conclusion was a “paradox of plenty” (Karl 1997): instead of being pillars of 

development (Viner 1952; North 1955), natural resources were seen to engender meager 

economic growth, decayed state institutions, civil conflict, and authoritarianism (Sachs 

and Warner 1995, 1997, and 2001; Bacher 2000; Bellin 2004; Karl 1997; Collier and 

Hoeffler 1998 and 2002; Ross 2001a; see Ross 1999 for a comprehensive review). Due to 

the apparent strong links between rents and suboptimal outcomes, the tenets of the 

resource curse thesis were widely accepted. As a result, the notion that natural resource 

wealth was noxious for development quickly became conventional wisdom.

Nevertheless, the blanket statement that rents automatically yielded economic and 

political instability proved too deterministic and could not account for states that did not 

fit the mold. Countries as heterogeneous as Botswana, Chile, and Norway, for example, 

all enjoy stable economies despite reaping massive rents from diamonds, copper, and oil 

respectively (Robinson et al. 2006; Larsen 2004; Larraín and Parro 2008). Furthermore, 

as a newer generation of researchers scrutinized the effects of natural resources, the 

findings became more nuanced. Indeed, under certain conditions, natural resource wealth 

was correlated with greater economic growth, higher-quality institutions, less civil 

conflict, and the promotion of democracy (Lederman and Maloney 2008; Alexeev and 

Conrad 2009; Brunnschweiler and Bulte 2009; Caselli and Michaels 2009; Dunning 

2008; see Ross 2012 for a summary of recent findings). It thus appeared that while the 

original wave of scholars had stumbled across a trend, the traditional resource curse 
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assumptions and arguments were too broad to apply to the whole panoply of commodity-

abundant economies. 1

Recent scholarship has largely responded in two distinct ways to the failure of the 

traditional resource curse literature to account for the trajectories of many natural 

resource-rich states: the first largely rejects the pernicious properties of rents while the 

second looks to institutions as an intervening variable.

Is the Resource Curse a “Red Herring”?

A first group of scholars has come to question the validity of the resource curse 

thesis altogether, suggesting that natural resource-abundant countries are actually not 

different from their natural resource-poor peers (Haber and Menaldo 2011; Herb 2005; 

Hertog 2010). In fact, many of the economic difficulties facing states with plentiful 

natural resources, such as volatile growth rates, tend to plague almost all developing 

countries at one point or another (North, Wallis, and Weingast 2009). Is it thus possible 

that the resource curse thesis is nothing more than a “red herring” (van der Ploeg and 

Poelhekke 2009: 737)?

I argue that there is reason to believe that countries “addicted” to commodity 

revenues are indeed distinct and deserve to be differentiated from economies that do not 

rely on natural resource income. A unique difficulty facing countries awash in rents is the 

management of such an unpredictable source of revenue, which can impede long-term 

economic growth. For a country like Venezuela—the world’s sixth largest oil exporter—

a US$1 increase (decrease) in the price per barrel of oil can increase (decrease) 

government revenue by almost $86 million in a single month. This $1 price change 

                                                
1Although the resource curse has multiple facets, the foregoing analysis centers primarily on the economic 
effects of natural resource wealth. The conclusion of this dissertation investigates the political effects of 
rent-dependence. 
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amounts to almost $1 billion over the course of a year. However, resource prices rise and 

fall by much more than $1 per year. In fact, between 2006 and 2011, the standard 

deviation of the daily spot prices of oil was $20/barrel.2 To make matters worse for 

resource-rich countries, Lederman and Maloney (2007) note that natural resource prices 

follow a random walk, making natural resource price cycles essentially impossible to 

project. Just as easily as windfalls can bring about overnight economic salvation, busts 

can leave public finances several billion dollars short of expectations tomorrow.3

This tendency for unpredictable, erratic earnings of a country’s main export—and 

the corresponding effect on public finances—exposes natural resource-abundant 

countries to economic volatility (Hausmann et al. 1993). Problematically, “volatility is 

bad for growth, investment, income distribution, poverty, and educational attainment” 

(van der Ploeg and Poelhekke 2009: 736), which leaves natural resource rich countries at 

a distinct disadvantage compared to countries not “blessed” with such commodities.4

Yet the problems faced by rentier states are deeper still. Somewhat 

counterintuitively, booms, as well as busts, are problematic; as Di John (2009: 64) notes, 

“There are clearly dangers involved in oil bonanzas.” Positive price shocks tend to fatten 

government coffers, which, on paper, would appear to be a positive development. 

However, “oil booms tend to have an inebriating effect on heads of state” (Corrales and 

Penfold 2011: 91): during times of plenty, countries often undertake ambitious 

investments and incur spending commitments that extend beyond the transitory nature of 

the resource price cycle (Mitra 1994; Gelb and Associates 1988). When commodity 

                                                
2Author’s calculations using data from U.S. Energy Information Association; last accessed April 18, 2012.
3This vulnerability holds for exporters of other natural resources as well: a $0.01 upswing/downtick in the 
price of increases/decreases Chilean public finances by $120 million annually (Ruiz-Dana 2007). 
4 Furthermore, natural resource-rich countries dependent on less volatile natural resources, such as 
Botswana—whose diamond rents are stabilized by the quasi-monopolistic control De Beers has over the 
diamond market—are less susceptible to these punishing fluctuations (see Auty 2003). 
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prices drop and public accounts run dry, states are often forced to cut social spending 

dramatically and halt public works projects that are in progress. On top of depleted public 

finances caused by negative price shocks, the stop-and-start nature of public investments 

elicits even further destabilizing economic effects (Engel and Meller 1993). As Morrison 

(2010: 4) notes, “the social gain from spending more in some years does not make up for 

the social cost of spending less in others.”

A further problem of resource booms is that injections of government cash into 

the economy have the tendency to strengthen the terms of trade and increase inflation 

rates (Shabsigh and Ilahi 2007). When the rate of exchange appreciates, non-resource 

exports become less profitable, leaving a country even more dependent on the inherently 

unstable income from the natural resource sector (Corden and Neary 1982).5 Yet since the 

development or decay of the non-resource export sector lags behind rapid natural 

resource price swings, resource busts do not lead to the reinvigoration of non-traditional 

exports. Rather, negative price shocks simply usher in painful economic recessions.

In sum, because commodity-rich countries are consistently subjected to rent-

induced economic instability—the main characteristic of the resource curse as defined in 

this study (van der Ploeg and Poelhekke 2009: 754)—they are at a distinct disadvantage 

compared to other developing states. Thus, natural resource wealth clearly has the 

potential to unleash unique, and often insuperable, economic challenges.

Institutions to the Rescue

The second response to the shortcomings of extant resource curse arguments is 

the suggestion that the impact of natural resource wealth is “contingent” (Dunning 2005: 

474); rents can be a curse as the conventional wisdom argues, but they also have the 

                                                
5For an overview of this tendency—termed “Dutch Disease”— see Hausmann (1990: 23-59)
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potential to be a blessing (Lederman and Maloney 2007). In identifying an intervening 

variable that accounts for the observed variation among natural resource exporters, 

“recent literature on the resource curse has placed the focus on ‘the primacy of 

institutions’” (Bagattini 2011: 12). Strong institutions, it is argued, can help countries 

overcome the unpredictable nature of rents along with the related macroeconomic 

difficulties that accompany commodity dependence (see Rodrik, Subramanian, and 

Trebbi 2002; Robinson et al. 2006; Mehlum et al. 2006; Morrison 2010; Havro and 

Santiso 2011).6

While a step in the right direction, the incorporation of institutions is not without 

its shortcomings. For example, scholars tend to invoke the concept of “institutions” at a 

high level of abstraction. While this does facilitate cross-country analyses, the impact has 

been that no consensus has emerged regarding which specific institutions matter. Among 

recent analyses suggesting that institutions blunt the negative impact of rents, various 

scholars focus on public institutions (Robinson et al. 2006), some give primacy to private 

institutions (Mehlum et al. 2006), while others look at a combination of both (van der 

Ploeg and Poelhekke 2009). Researchers have pushed specific state institutions to the 

periphery in favor of general institutions.

Furthermore, by conceptualizing institutions so abstractly, little is known about 

the precise ways in which institutions constrain the aforementioned challenges facing 

commodity-abundant states; that is, the specific causal mechanisms through which 

institutions ameliorate the resource curse have not been properly explicated. In short, 
                                                
6 Apart from strong institutions, Kurtz and Brooks (2011) have identified human capital as a variable that 
ameliorates the resource curse. However, the data employed in their study suffers from major gaps to which 
developing countries are particularly subject, perhaps biasing the results. Furthermore, human capital—
according to the proxy variable employed by these authors—was historically higher in Venezuela than 
Chile, despite the fact that the former has been more “cursed” by its natural resource richness than the 
latter, making it unable to explain the results of this dissertation (see Chapters 3 and 4 for the diverging 
experiences of Venezuela and Chile). 
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recent contributions only tell us that institutions matter, but not necessarily how they 

matter. 

Finally, the focus on general institutional strength means that extant resource 

curse analyses have severely undervalued the role of politics (Jensen and Johnston 2011: 

663). As a result, the most important and interesting aspects of commodity-dependent 

states are left aside. For example, many argue that good economic policy is “imperative” 

for overcoming the resource curse (Havro and Santiso 2011: 354). However, venal 

executives in these countries are often enticed to misuse rents for political gain (Caselli 

and Cunningham 2009). These rent-seeking incentives lead to the inefficient use of rents, 

which is a major factor why natural resource abundance turns into a curse. Recent 

contributions say little about why political actors would comply with institutions and 

economic policies that restrict their autonomy to engage in rent seeking.

In the end, although the new wave of literature correctly demonstrates the notion 

of a hard and fast “resource curse” to be anachronistic, commodity-abundant countries 

still face unique challenges that can turn their resource-richness into an economic curse. 

Recent inquiries are also correct to focus on state institutions as a means to constrain 

these pressures. However, important questions remain. We must first ask which specific 

institutions mitigate the potential negative effects of natural resource wealth. 

Furthermore, what role does politics play in adherence to these institutions?

NONRENEWABLE RESOURCE STABILIZATION FUNDS

In order to overcome a major weakness of the resource curse literature’s recent 

institutional turn, this study focuses on a specific institution that can help countries 

overcome Collier’s (2007) natural resource-based economic development trap. The 

primary institutions used to minimize the negative economic effects of rent-
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dependence—and indeed, one of the most studied—are Nonrenewable Resource 

Stabilization Funds (NRSFs hereafter).7 NRSFs provide a buffer against resource price 

volatility by channeling revenues into a savings account separate from the fiscal budget 

during booms, which provides a source of revenues the government can access when 

resource prices fall and public coffers shrink (Balassa 1988; Davis et al., 2001).8 In the 

broadest terms, “although varied in shape and form, these funds have generally been used 

to decrease volatility and to save some revenues for a rainy day” (Bagattini 2011: 9).

NRSF rules stipulate an annual reference price for the natural resource and a 

percent of excess rents to be dedicated to the stabilization fund—these two features are 

inherent to all NRSFs. When the actual price of the resource matches the reference price, 

no deposits are made into the NRSF. However, when current prices are above the 

reference price, the corresponding percentage of excess revenue is deposited in the fund, 

not to be used as current spending by the government. When resource prices dip below 

the base price, the country can draw upon the fund’s assets in order to compensate for the 

shortfall in government income.9

As argued above, the economic strain of the resource curse is largely a function of 

the economic volatility associated with relying on a volatile source of income. NRSFs 

help combat the underlying problems of the resource curse on several fronts. First, 

because NRSF holdings increase during boom times, a government has cash on hand to 
                                                
7 Another possibility is managing rents through financial instruments (see Engel and Meller 1993). Devlin 
and Titman (2002: 131), however, note that “there is little evidence that developing countries are using 
market-based instruments to manage oil price risk.”
8 Davis et al. (2003) along with Bagattini (2011) note that these funds can take three different forms: 
Stabilization Funds, Savings Funds, and Financing Funds (see Bagattini 2011 for a comprehensive 
description of the different types of this institution). While there are differences in the specific details 
between each type, following Humphreys and Sandbu (2007), I do not differentiate between the unique 
types of NRSFs since the underlying goal—removing excess rents from a country’s current budget—is 
largely the same for each type of fund.
9 For a more specific example, see Basch and Engel (1993), which details the deposit and withdrawal rules 
of the Copper Stabilization Fund in Chile.
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bolster public finances during busts. As a result of this government expenditure 

smoothing, public investments and spending commitments can be at least partially 

maintained, thereby replacing financial volatility with a greater degree of economic 

consistency. Second, these institutions constrain the tendency of resource-rich countries 

to spend beyond their means during bonanzas. Since only a fraction of rents enter the 

budget, governments must plan their expenditures as if they were not in a resource boom, 

discouraging unsustainable spending patterns.

NRSFs can also contribute to macroeconomic stability (Balassa 1988; Shabsigh 

and Ilahi 2007). The problems of exchange rate appreciation, increased inflation, the 

diminished competitiveness of the non-resource export sector, and the concentration of 

public and private investment in the unpredictable natural resource sector—more 

generally termed Dutch Disease (The Economist 1977; see also Van Wijnbergen 1984)—

become less of an issue with a well-functioning NRSF in place. Saving rents forces a 

government to invest less in its own economy, thereby helping to maintain the stability of 

exchange rates and enhancing the potential profitability of non-traditional exporters.

Removing excess rents from the budget and sterilizing them via a NRSF thus 

allows countries to become less reliant on natural resource revenues, thereby diminishing 

the volatility inherent to resource-based economies (Engel and Valdés 2000). In short, 

these funds act as an insurance policy against the uncertainties and dangers of heavily 

relying on an unpredictable source of income.

NRSFs have proliferated over the last 55 years, reaching corners of the globe (see 

Bagattini 2011: 40 for a list of stabilization funds worldwide). While most NRSFs are 

funded by oil rents, commodities as diverse as phosphates, natural gas, diamonds, and 

copper finance others. Along with the spread of NRSFs around the world, the holdings of 
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these institutions have increased, too: as of December 2010, worldwide NRSF 

investments stood at $2.4 trillion.10

Although the potential economic payoff of these institutions is large, the majority 

of countries that have created NRSFs remain mired in the resource curse’s grip 

(Humphreys and Sandbu 2007; Davis et al. 2003; Kalyuzhnova 2006). Indeed, because 

stabilization funds require hefty political sacrifices—e.g. fewer rents available for 

patronage—simply creating a NRSF does not guarantee positive economic outcomes. In 

fact, given the political incentives to spend rents today instead of saving them for 

tomorrow’s rainy day—along with the fact that most rent-earning states tend to be 

economically underdeveloped—NRSF failure is the likely outcome. In spite of the 

headwinds precluding NRSF success, several natural resource-rich countries have seen 

their economic fortunes improve in the wake of stabilization fund creation (Shabsigh and 

Ilahi 2007; Bagattini 2011). In short, although NRSF failure is commonplace (Fasano 

2000; Humphreys and Sandbu, 2007), some NRSFs have succeeded. This study aims to 

account for these diverging paths.

In the specific confines of this dissertation, Chile has been a standout performer 

among countries that have adopted NRSFs (Fasano 2000). The creation of the Copper 

Stabilization Fund (CSF)11 in 1985 has helped Chile greatly minimize the severity of 

Dutch disease (Mulder 2006). Furthermore, since the adoption of the CSF, Chile has 

witnessed a massive reduction in economic volatility (Larraín and Parro 2008), argued to 

be the main feature of the resource curse (van der Ploeg and Poelhekke 2009). Moreover, 

                                                
10 Source: Sovereign Wealth Fund Institute; http://www.swfinstitute.org/fund-rankings/. Accessed 
February 15, 2011. Total NRSF revenues surpass the amount listed by the Sovereign Wealth Fund Institute 
as some NRSFs—such as Mexico’s—are not included in the list.
11 In 2006, the original Copper Stabilization Fund was dissolved and its earnings were transferred to two 
new stabilization funds: the Pension Reserve Fund (Fondo de Reserva de Pensiones in Spanish) and the 
Social and Economic Stabilization Fund (Fondo de Estabilización Económica y Social). 
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by providing a solid macroeconomic foundation, the CSF has helped non-copper export 

earnings outpace copper income despite massive increases in copper production (Ffrench-

Davis 2002), thereby greatly reducing the country’s economic dependence on copper. 

Substantively, the CSF helped Chile bankroll the world’s fifth largest stimulus package 

(as a percentage of GDP) during the worldwide financial crisis of 2008/09 (author 

interview with Arenas 2010) with plenty left over to help finance earthquake 

reconstruction a year later (Meyer 2010: 8).

Other Latin American countries adopting these institutions have not been as 

fortunate. In particular, Venezuela’s experience with its NRSF sits at the other end of the 

spectrum from Chile. In 1998, the Venezuelan Congress passed the Macroeconomic 

Stabilization Fund (MSF) devoting all excess rents to a special account to be used in 

times of negative price shocks.12 However, these strong rules proved no match for 

incoming president Hugo Chávez, who consistently weakened the MSF by altering its 

rules in order to direct oil revenues away from the institution to be used instead as current 

spending—often in very opaque ways (Corrales and Penfold 2011). As a result, the MSF 

has proven unsuccessful in corralling the spending of rents while also failing to curb 

macroeconomic volatility. Rather, Venezuela’s dependence on oil has deepened.13 The 

oil-fueled governmental largesse has yielded the type of economic instability endemic to 

the resource curse: Venezuela has experienced extremely variable growth and one of the 

highest inflation rates in the world, forcing Chávez to devalue the Bolívar repeatedly in 

response to domestic economic imbalances. Venezuela’s economy is still largely cursed 

by oil, despite a formal institution intended as an antidote.

                                                
12 The original version of the MSF law contained a ceiling capping the size of the fund. All oil income 
exceeding this ceiling was dedicated to paying down public debt.
13 Since Chávez’s election, the percentage of total exports from oil increased while non-oil exports 
decreased. Source: World Bank World Development Indicators Online (accessed November 3, 2010).
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Figure 1-2: Differences in Economic Volatility after NRSF Creation between Countries 
with Strong NRSFs and Weak NRSFs

Thus, the stabilization funds in Chile and Venezuela have followed vastly 

different trajectories. This holds for NRSFs beyond these two cases. Figure 1-2 above 

shows that countries with strong NRSFs14 have had great luck in reducing economic 

volatility—the factor Van Der Ploeg and Poelhekke (2009) associate with the resource 

curse—while countries with weak NRSFs have not been able to eradicate troubling 

economic instability.15 While it is apparent that some NRSFs are much more successful 

than others, the literature is less clear on the reasons for this variation in stabilization fund 

performance. Some analysts have attributed this variation to differences in state capacity 

                                                
14 I explain my measure for NRSF strength below
15 As demonstrated in Chapter 5, the difference between the economic volatility measures of these two 
groups is statistically significant at the 5% level.
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(Davis et al. 2001)—a seemingly promising explanation as Chile is often perceived to be 

institutionally strong and Venezuela inept. Recent research, however, refutes such a 

claim. In particular, neither Shabsigh and Ilahi (2007) nor Bagattini (2011) found NRSF 

performance to be dependent on general state strength. These findings are corroborated 

by the data analysis in Chapter 5, where I demonstrate that government effectiveness is a 

poor predictor of NRSF performance over a broad swath of countries.

Other researchers have suggested the mechanisms for stabilization fund 

effectiveness depend upon formal rules and institutional design configurations (see 

Devlin and Titman 2004: 125-27), such as transparency of NRSF transactions. However, 

the most successful NRSFs often lack these “essential” traits (Humphreys and Sandbu 

2007: 195). Indeed, this study demonstrated that the success of NRSFs cannot be gleaned 

from the formal attributes governing them: Chile’s NRSF had much weaker rules than 

Venezuela’s yet performed much better.

At the core of this dissertation, I aim to analyze the variation of NRSF 

performance. Why has Chile had more success in managing its NRSF than Venezuela? 

More generally, under what conditions are NRSFs effective (and what exactly is meant 

by NRSF success)? Despite many recent analyses of NRSFs, these important questions 

remain unanswered. A principal problem is that the extant economics-focused literature 

neglects the political factors underlying NRSF failure: rent-seeking actors have few 

incentives to abide by institutions restricting their access to politically beneficial

resources.

THE MAIN ARGUMENT

My research suggests that the degree of NRSF success—which impacts the 

severity of the resource curse—depends on these institutions constraining political actors 
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from using rents for venal purposes. In turn, I find that the capacity of NRSFs to restrain 

the passions of self-interested executives is largely a product of the conditions 

accompanying the creation of these institutions; that is, the motivations of the political 

actors enacting these institutions impacts NRSF performance, but in unexpected ways.

The Logic of Tying the Hands of Executives

One prominent theory explicitly links the reasons for an institution’s creation to 

its ability to tie the hands of political actors: political insurance. The political insurance 

approach starts from the assumption that executives are driven by instrumental political 

self-interest. Therefore, under normal circumstances, political actors are hesitant to 

implement NRSFs since they restrict access to politically beneficial rents. As a result, 

only weak and endangered incumbents who are about to lose office—along with their 

ability to exploit state resources—would create such institutions. These embattled 

executives, who understand the political benefits of governing unconstrained, want to 

minimize the ability of their rivals to exploit the advantages of being in office. The 

underlying goal of political insurance is not to achieve the potential economic benefits of 

NRSFs. Rather, moribund incumbents create stabilization funds in the hopes of 

constraining the political rivals set to replace them. By creating a NRSF to tie the hands 

of successors, today’s incumbents stand a greater chance of maintaining their political 

influence tomorrow.

While the logic of political insurance provides a plausible explanation for why 

some NRSFs are created, it cannot, as its acolytes contend, account for institutional 

strength. In fact, the effectiveness of these political insulation mechanisms is largely 

taken for granted by scholars employing political insurance arguments. To the contrary, I 

show that political insurance engenders extremely weak institutions incapable of tying 
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the hands of those who come to power. Most importantly, politically motivated NRSFs 

do not alter the incentives to rent-seek or provide tangible checks against institutional 

manipulation. In fact, as explained in Chapter 2, NRSFs created via the logic of political 

insurance actually make it easy for successor administrations to weaken institutional rules 

in order to raid the fund. The net result is a weak NRSF that cannot effectively shield the 

economy from the intense fluctuations of rents.

In Chapter 4, I trace the weakness of the NRSF in Venezuela to the fact that it was 

clearly created as a political insurance mechanism. In 1998, the outgoing Caldera 

administration enacted a NRSF to restrict incoming president Hugo Chávez’s access to 

rents. However, rather than accepting these constraints, Chávez weakened the nascent 

institution almost immediately, setting it on the path to failure and keeping the economy 

in the grip of the resource curse. 

Yet NRSFs can be successful, and political insurance only represents one possible 

reason behind the creation of these institutions. As opposed to enacting NRSFs with an 

eye toward short-term political concerns, these institutions can also be created to respond 

to extant economic imbalances, under the logic of what I term developmental 

investment.16 Indeed, as suggested above, NRSFs have the capacity to greatly reduce the 

pernicious and politically damaging economic effects of the resource curse, giving 

leaders an alternative motivation for the creation of these institutions. 

Under developmental investment, stable executives who have a significant portion 

of their mandate remaining create a NRSF to address resource-driven economic 

pressures. As these institutions attack the problems associated with rent-dependence, they 

produce economic stability, a politically valuable public good. Indeed, altruism does not 

                                                
16 I am grateful to Kurt Weyland for supplying this term
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drive the creation of NRSFs under developmental investment. As explained more in the 

next chapter, the political rewards to be had from rectifying economic instability provide 

the impetus for stabilization fund creation. Importantly, the political rewards of good 

economic stewardship—undergirded by the NRSF—continue to accrue over time, which 

helps create a virtuous circle that makes reneging on the NRSF ever-more difficult, even 

after its creator leaves office. Since weakening the NRSF in order to gain greater access 

to rents would compromise the political benefits stemming from economic stability, 

successor administrations are better off leaving the institution intact rather than cheating 

its rules in order to enjoy the short-term spoils. Moreover, as the strength of the NRSF 

becomes entrenched, there is a concurrent development of non-governmental actors—

those in the non-traditional export sector, for example—whose economic fortunes are tied 

to the maintenance of the institution. These stakeholders will vociferously protect their 

benefits and will use their newfound clout to forestall changes to the NRSF. As a result, 

NRSFs prohibit executives from exploiting rents for short-term political gain, which 

ultimately protects the economy against the resource curse. The grand irony is that 

institutions can tie the hands of political actors, as political insurance suggests, but only 

when institutions are created according to the logic of developmental investment.

This scenario is precisely what occurred in Chile. In 1985, after a prolonged 

economic crisis, the Pinochet regime created a NRSF as part of a battery of reforms 

intended to reduce the country’s exposure to copper price fluctuations and to spur the 

development of a non-traditional export sector (World Bank 1990). Because successor 

Concertación administrations benefitted politically from an uncorrupted NRSF—in 

addition to strong external stakeholders keeping them honest—the integrity of this 

institution was maintained. Most importantly, due to its strong NRSF, copper price 

fluctuations no longer dictate the health of Chile’s economy. 
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In the end, I argue that the conditions accompanying the creation of NRSFs play a 

significant role in determining whether these institutions can tie the hands of political 

actors and allow countries to escape the resource curse. While politically motivated

NRSFs tend toward weakness and failure, those created according to the tenets of 

developmental investment are much more likely to be strong and to effectively constrain 

the rent-seeking whims of executives.

RESEARCH METHODS

NRSF performance has differed from country to country in Latin America and 

beyond. At the core, this dissertation seeks to understand the primary factors driving this 

variation. In order to reveal the causal mechanisms undergirding the success or weakness 

of NRSFs, I rely primarily on focused, in-depth case studies of Venezuela and Chile. 

These case studies are informed by dozens of in-depth and open-ended interviews with 

key policymakers who were integral in creating or managing NRSFs in each of these 

countries. This interview evidence is supplemented by primary and secondary 

documentation uncovered through archival and library research. This combination of 

first-person experiences alongside hundreds of pages of information and analysis 

provides a firm foundation for understanding how different levels of NRSF effectiveness 

are arrived at.

Considering the extant literature’s lack of attention paid to the development of 

institutional strength, the present study is deliberately focused on uncovering the causal 

mechanisms responsible for the variation of NRSF performance. In order to assess my 

argument that institutional efficacy is a function of the conditions under which they were 

created, this study relies primarily on longitudinal process tracing in Chile and Venezuela 
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(George and Bennett 2005: Chapter 10). Process tracing represents an ideal method for 

unraveling the origins of NRSF performance for several reasons.

A first advantage is that it gives analysts leverage to understand in-depth and 

multifaceted political processes. More specifically, process tracing allows researchers to 

trace the links in complex causal chains that connect important events, decisions, and 

variables to outcomes. Applied to this study, the method allows me to analyze the 

detailed process surrounding NRSF creation and will permit me to understand how an 

institution’s initial conditions impact its performance, which is crucial in testing my 

argument.

Second, process tracing lets researchers take gradual, temporal developments 

seriously. Furthermore, unlike statistical techniques, analysts can use process tracing to 

account for endogenous developments that impact institutional strength (Büthe 2002). 

For example, NRSFs can help eradicate exchange rate volatility associated with boom 

and bust cycles. Although it does not occur overnight, a stable exchange rate provides the 

groundwork for a strong non-traditional export sector. As these actors gain more clout, 

they can lobby administrations to maintain compliance with NRSFs, thereby further 

strengthening the NRSF. Process tracing is tailor made for identifying and explaining 

these types of virtuous circles that unfold over time.

Finally, this method helps researchers to understand the unique context of cases in 

order to separate the most important historical factors and decisions from those that do 

not influence the dependent variable. Indeed, in any given polity at any given time, so 

much is occurring that it can be difficult to identify the main drivers of important 

outcomes. Process tracing allows analysts to string together the most relevant events from 

complex cases, thereby replacing chaos with order. Furthermore, process tracing allows 

researchers the ability to account for—and rule out—potentially intervening variables in 
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cases that are not perfectly congruent. Indeed, although Chile and Venezuela share many 

important similarities (as noted below), each country still possesses many unique traits; 

process tracing will allow me the analytical leverage to understand which differences are 

irrelevant.

Chapters 3 and 4—case studies of Venezuela and Chile, respectively—represent 

the heart of this study’s evidence. These chapters are structured similarly, yielding a 

paired comparison (Tarrow 2010) between the trajectories of each country’s respective 

stabilization fund. In each case, I first examine the conditions under which NRSFs were 

created and then substantiate the expected implications for institutional performance. 

A main benefit of case studies is that they allow for the development of 

hypotheses (Lijphart 1970). With these hypotheses in hand, expanding the size of the 

sample can provide a more robust assessment of the breadth of case study findings. As a 

result, I extend the argument to a broader set of cases in Chapter 5 and analyze the 

arguments developed in Chapter 2 using various statistical methods. This external 

validity test provides robust support for my claims that developmental investment 

engenders institutional strength while political insurance precipitates NRSF weakness.

Ultimately, this multi-pronged research design allows me to uncover the causal 

mechanisms and important explanatory variables in the case study phase, while also 

testing the effects of my key variables over a larger array of natural resource-rich 

countries with NRSFs. The net result is a thorough and balanced assessment of the theory 

developed in Chapter 2.

CASE SELECTION

As the introduction up to this point makes clear, the main cases under study in this 

dissertation are Chile and Venezuela. Several shared features make Chile and Venezuela 
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good countries to compare. Both states are rich in natural resources—oil for Venezuela 

and copper in Chile—with a similar history of commodity dependence. In 1970, 91% of 

Venezuela’s merchandise exports came from oil while copper accounted for 88% of such 

exports in Chile (World Bank 2011). Even though rent-dependence has recently been 

more pronounced in Venezuela, this difference only became noteworthy into the 1970s. 

Indeed, part of Chile’s lower copper reliance was contingent on its successful NRSF, 

which assisted the “maturation” of non-traditional exports (Kurtz and Schrank 2005: 

673). Due to this similar starting point, eventual differences of rent-dependence cannot 

explain diverging NRSF success. 

Furthermore, a state-run enterprise—PDVSA in Venezuela and CODELCO in 

Chile—is responsible for the bulk of resource extraction and sales, providing the central 

government with political control over rents and nullifying the potential effects of 

different commodity ownership structures (Weinthal and Jones Luong 2006).

Similarities between oil and copper make them appropriate to compare. Both are 

examples of enclave sectors (Ross 1999) and the correlation between their prices since 

1980 is .84 (UNCTAD 2012; see Figure 4 below). Interestingly, copper exhibits greater 

price instability than oil. Because the resource curse is a function of volatility (Van der 

Ploeg and Poelhekke 2009), Chile’s reliance upon the less stable resource makes my 

results more compelling.
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Figure 1-3: Prices of Copper and Oil (in money of the day), 1970-2010

Interestingly, despite its weaker NRSF, Venezuela had higher stocks of human 

capital—in terms of secondary student enrollment (Martorano and Cornia 2011)—than 

Chile when the analysis begins, defying the expectations of recent findings (Kurtz and 

Brooks 2011). 

A distinction between the two countries—and indeed one that may appear to 

explain the findings of the case studies prima facie—is the difference in general state 

strength. Chile is largely “exceptional” by Latin American standards (see Hilbink 2003: 

65), while Venezuela has often been portrayed as having low institutional capacity (Karl 

1997). In the next chapter, I examine this counterargument in depth, finding that general 

institutional strength cannot account for the variation of NRSF strength. Ultimately, 

Chile’s average level of state strength is not constant across all government agencies 
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while Venezuela has witnessed pockets of institutional success where failure would be 

expected.

Most importantly, these cases end up differing on the main independent variable 

of interest: the conditions under which NRSFs were created. As noted above, the creation 

of Chile’s NRSF conformed to the tenets of developmental investment. The Venezuelan 

stabilization fund, on the other hand, followed the logic of political insurance. As a result, 

the case selection washes out several competing explanations for NRSF variation, leaving 

my own explanation with more explanatory leverage.

THE DEPENDENT VARIABLE

The dependent variable in this dissertation is the degree of strength or weakness 

of NRSFs.17 Yet, what do we mean by NRSF success or failure? More generally, how is 

the variation of this dependent variable defined and measured? Unfortunately, as 

Bagattini (2011: 22) notes, “few studies have tackled the degree of effectiveness of 

stabilization funds across a cross-section of countries.” Initially, scholars gauged the 

efficacy of these institutions via ad hoc assessments that were not undergirded by a well-

developed measure of success.18 In addition, many analyses simply offered a snapshot 

appraisal of whether a stabilization fund succeeded or not, with little regard to year-on-

year changes and the evolution of these institutions.19

                                                
17 I use the terms NRSF strength and NRSF success as well as NRSF failure and NRSF weakness 
interchangeably throughout the remainder of the dissertation. 
18 For example, Davis et al. (2001) argue that Papua New Guinea's Mineral Resources Stabilization Fund 
was unsuccessful because it “performed poorly in terms of stabilizing budgetary expenditure and revenue.” 
Yet Venezuela's Macroeconomic Stabilization Fund was classified as ineffective since it was “subjected to 
rule changes and did not prevent the implementation of an expansionary fiscal policy as oil prices rose in 
2000.” 
19 Fasano (2000), for example, treats the success of stabilization funds as an accumulation of a country’s 
experience with it, even though some NRSFs in the sample were well-established NRSFs while others still 
very nascent.
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Where actual measures have been developed, they have tended to only focus on 

the fiscal and macroeconomic impacts of these institutions. Perhaps the most consistently 

employed measure of success in these analyses has been whether “budget expenditures” 

closely follow “revenue availability;” with the implication that successful stabilization 

funds will forestall a positive relationship between the two (Fasano 2000: 13). This 

measure is a proxy for whether a NRSF is living up to its countercyclical potential of 

divorcing government spending patterns from natural resource price cycles. Although this 

gauge of success is dynamically incorporated by Davis et al. (2003) and Humphreys and 

Sandbu (2007)—overcoming one of the aforementioned problems with existing 

measures—there are problems with judging the performance of NRSFs based upon a 

single indicator. Shabsigh and Ilahi (2007: 4) argue, for example, that this measure is 

problematic because it tends to “view oil funds narrowly,” only from a fiscal point of 

view. The solution of these authors was to examine whether the presence of a 

stabilization fund had an impact on several individual macroeconomic indicators. Yet, 

many of the potential macroeconomic benefits of NRSFs will only develop over time, 

causing potential difficulties for Shabsigh and Ilahi’s measure.

The most important recent advance in the development of a tractable measure of 

stabilization fund success has come from Bagattini (2011: 25), who created a 6-point 

scale “to indicate the effectiveness of a stabilization fund… [in] any given year.” While 

Bagattini’s conscious effort to establish a systematic measure that can be applied 

comparatively is a much-needed development, its potential contribution is ultimately 

quite limited for several reasons. First, because this measure is an aggregation of six 

different indicators of a country’s fiscal health, it is subject to the Shabsigh and Ilahi 

(2007) critique of looking too narrowly at NRSFs; this measure neglects to consider a 

stabilization fund’s broader economic ramifications, for example. 
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Second—an important problem that afflicts all of the indicators surveyed thus 

far—Bagattini’s measure does not even consider the actual institutions, only their indirect 

economic impacts. Certain parameters of individual institutions—such as the percentage 

of excess rents to be deposited into the fund—are likely to affect the level NRSF 

success.20 When other analysts do consider the attributes of NRSFs in judging their 

performance, such contributions tend to be as unhelpful because they link NRSF 

performance to the presence of certain institutional design characteristics.21 The 

assumption of these authors is that broken institutions can be fixed by implementing the 

“correct” rules. However, the simple inclusion of institutional rules is no guarantee they 

will be respected. Moreover, Chile and Norway—two of the world’s strongest NRSFs—

have historically lacked the institutional rules deemed necessary for success (Humphreys 

and Sandbu 2007). In short, the regnant literature fails to consider the NRSFs themselves 

in a way that allows us to understand why some are more successful than others.

Finally, even though NRSF failure is almost always a function of the political 

manipulation of these institutions, politics is completely absent from Bagattini’s measure. 

Rent seeking among political actors is often endemic in developing countries (Krueger 

1974). As a result, the stocks of natural resource income that NRSFs collect and protect 

are tempting targets. Executives may wish to amend the rules of NRSFs in order to gain 

greater access to rents, which would lead these institutions to be less successful: such 

modifications, for example, could include lowering the percentage of rents devoted to the 
                                                
20 For example, a fund that receives all excess rents is likely to be on surer footing than one that collects 
only half of all income above the reference price.
21 Usui (2007: 11), for example, argues that only when a fund is “well integrated within the budget…can an 
oil fund achieve its objectives.” For Kalyuzhnova (2006: 591, emphasis in original), “the crucial point is 
clear goals of the fund,” “fund management rules that guarantee accountability,” and a “high level of 
transparency of fund’s operations (sic).” Ultimately, Kalyuzhnova judged stabilization fund success in 
various countries according a typology of “good,” “average,” or “poor,” without providing the criteria upon 
which these labels were based, thereby bypassing her own argument that clear stabilization fund goals were 
integral.
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NRSF or halting deposits into the institution altogether. Thus, the political manipulation 

of institutional rules will not allow an NRSF to live up to its potential, but is completely 

overlooked by Bagattini.

The upshot is that the extant literature does not provide a useful measure of NRSF 

success even when accounting for Bagattini’s recent contribution. I build upon these 

shortcomings and establish my own indicator of NRSF strength using the framework 

established by Levitsky and Murillo (2009). These authors posit that institutional strength 

is a function of enforcement—“the degree to which parchment rules are complied with in 

practice”—and stability, or the degree of consistency of the rules governing the

institution (Levitsky and Murillo 2009: 117). Institutional strength ensues when 

enforcement and stability are both high. 

Enforcement requires looking at whether the government is following the letter of 

the law with regards to deposits into and withdrawals from the NRSF each year. The 

main question is whether the government complies with these institutional rules. If not, 

enforcement is measured as low. Otherwise, enforcement is medium or high. 

Specifically, I will judge the degree of compliance by examining whether the fund 

actually receives its assigned portion of rents and if withdrawals are made in accordance 

with the rules. Publicly available data (e.g. Banco Central de Chile; Banco Central de 

Venezuela) as well as reports from watchdog groups and oversight committees (e.g. 

Sovereign Wealth Fund Institute; OAEF 2002a, 2002b) will allow me to assess the level 

of NRSF enforcement.

NRSF stability will be determined by whether there are changes to the commodity 

reference price and the percentage of excess rents allotted to the stabilization fund; two 

key rules that often determine whether the fund can provide a buffer against busts. 

Because the flexibility of institutional rules is occasionally necessary to guard against 
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unforeseen circumstances (Spiller and Tommasi 2007; Lewis 2010)—that is, some 

institutional rule changes can be beneficial—I will examine whether alterations to these 

parameters were done for political or technocratic reasons. Setting an arbitrarily high 

reference price, for example, will provide more rents for current spending and less for 

stabilization. Likewise, allotting a minimal percentage of rents to the stabilization fund 

prioritizes spending over saving. Both of these practices negatively affect the stability of 

these institutions and ultimately minimize NRSF effectiveness. However, when 

contributions rates are determined with an eye toward stabilization against negative price 

shocks and reference prices are set according to an established formula or by expert 

predictions, NRSFs become more stable. As a rule, I posit that states need to contribute at 

least 25% of rents to the stabilization fund for stability to not be considered low. 

Ultimately, stability will be measured as high if the reference price was set according to 

technocratic principles, if no politically motivated downward revisions were made to the 

percentage of rents dedicated to the fund, and if at least 25% of excess rents are dedicated 

to the NRSF.

Operationalized in this manner, the Levitsky and Murillo (2009) framework 

provides this dissertation with a strong foundation from which to measure the 

performance of NRSFs, thereby overcoming another shortcoming of the extant NRSF 

literature.

STRUCTURE OF THE DISSERTATION

While this introductory chapter briefly laid out the economic implications of natural 

resource wealth, the institutions that can keep rents from becoming a malady, and the 

basic framework for how NRSFs gain the strength necessary to allow them to be 
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successful, the next several chapters will present a thorough analysis of the different 

trajectories of these institutions.

Chapter 2 provides the theoretical foundation for this dissertation, explaining the 

causal mechanisms that account for the variation among NRSFs. In attempting to explain 

why executives comply with institutions that seem to go against their political impulses, I 

develop my own explanation for the variation in institutional strength. In doing so, I link 

NRSF performance to the conditions accompanying institutional creation. 

With the theoretical framework in place, I apply it to the three main cases under 

study. Chapter 3 chronicles Venezuela’s experience with its NRSF. The creation of the 

Macroeconomic Stabilization Fund in Venezuela was a clear example of political 

insurance. In this chapter, I show how the outgoing discredited Caldera administration 

foisted this institution on soon-to-be president Hugo Chávez. I demonstrate how this 

pathway toward institutional creation yielded an institution that was easy for the new 

executive to water down in order to enjoy increased access to rents. Thus, despite a 

formal institution intended as a solution, Venezuela’s dependence on oil has deepened 

and the country remains in the grip of the resource curse.

Chapter 4 shows the opposite path: the development of NRSF strength. In 

particular, this chapter explains how the motivation to minimize Chile’s dependence on 

volatile copper rents led to the development of a strong NRSF according to the logic of 

developmental investment. Because the CSF was created for the purposes of 

developmental investment, the institution provided political benefits to successor 

administrations and ultimately tied the hands of Chilean policymakers from altering 

institutional rules in order to use copper revenues for short-term political gain.

Chapter 5 examines the external validity of the main argument presented in this 

dissertation. Using the measure for NRSF success developed above, I test the hypotheses 



29

developed in Chapter 2 on a series of 20 countries with stabilization funds. Through 

various statistical tools, I demonstrate that NRSF strength emerges from developmental 

investment while political insurance breeds institutional weakness. Furthermore, I 

demonstrate that countries with successful NRSFs dramatically reduce their exposure to 

the resource curse. In short, the in-depth findings from Chapters 3 and 4 are corroborated 

on a wider array of countries with NRSFs. 

This dissertation’s concluding chapter unfurls implications of this study’s 

evidence upon future political insurance and developmental investment analyses. 

Furthermore, I extend the arguments of developmental investment and political insurance 

beyond stabilization funds.
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Chapter 2: Theory

How do institutions mediate the relationship between rents and economic 

volatility? How can institutions—generally classified as weak in Latin America—

develop the strength to overcome the resource curse? Why are some Nonrenewable 

Resource Stabilization Funds (NRSFs) successful while others fail? As the previous 

chapter demonstrated, addressing these questions is difficult because the extant literature 

does not convincingly account for the diverging capacities of NRSFs in a comparative 

setting. In particular, how has Chile cultivated a strong stabilization fund while 

Venezuela has had severe difficulties managing a similar institution? This chapter 

develops a theory that can account for the variation in NRSF strength, thereby addressing 

a major gap in our understanding of the ways in which institutions can ameliorate the 

resource curse.

This dissertation starts with the assumption that political actors prefer to 

maximize their self-interests, leading executives to have a propensity for rent-seeking 

(Krueger 1974) and a desire to maintain their political influence over time (Geddes 

1995). Assuming that instrumental political calculations drive the behavior of political 

actors makes a theory that can account for the strength of NRSFs very compelling 

because these institutions represent a least-likely area of policy success: well-functioning 

stabilization funds force executives to abstain from using rents to maximize their short-

term political self-interest. 

Yet, against such odds, successful NRSFs do exist. When these institutions are 

capable of tying the hands of political actors, the economically damaging rent-seeking 

proclivities of executives can be contained, which can help transform rents from a curse 

into a blessing. I argue that the circumstances surrounding stabilization fund creation are 
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integral in understanding variations in institutional performance; that is, institutions 

created under a certain set of circumstances—those associated with political insurance—

are destined to fail while a different array of conditions—those connected to 

developmental investment—makes institutional success much more likely.

In this chapter, I explain the logic accounting for the variation of NRSF success. 

The first section analyzes several extant explanations for the development of institutional 

strength. The contributions and limitations of international- and domestic-level variables 

are considered. While many of these models offer useful insights, they ultimately cannot 

explain the success of stabilization funds. I begin my own explanation for the variation of 

NRSF performance in the second section, where I analyze the logic of political insurance 

as previously employed by several scholars. After “precising” (Collier and Levitsky 

1997) the tenets of this theoretical approach to account for critical gaps in its logic, I 

ultimately argue that political insurance can only help us understand institutional 

weakness. Still seeking an explanation for successful institutions, the third section 

develops a framework—that I call developmental investment—that can account for 

effective NRSFs. As it will be shown, the logics of political insurance and developmental 

investment are restrictive and only come into play under certain explicitly specified 

conditions. I summarize this chapter’s theoretical implications in the conclusion.

ALTERNATIVE EXPLANATIONS

At its core, this dissertation seeks to explain the variation in NRSF strength. For 

these institutions to be successful, political actors must abide by their rules. However, due 

to the incentives to defect from these institutions, a successful explanation of NRSF 

strength must begin with an understanding of the circumstances under which institutions 

can tie the hands of powerful political actors. Several extant theoretical frameworks 
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propose answers. I start this exploration at the international level, asking whether 

domestic-level variables and concerns are less salient. While I conclude that international 

pressures from International Financial Institutions (IFIs) cannot account for NRSF 

strength, I do suggest that some international-level actors—especially transnational 

business interests—may play a role in influencing the performance of these institutions. 

Turning to the domestic realm, I explore the possibility that NRSF strength is determined 

by a country’s general institutional capacity. While state strength writ large may provide 

a propitious foundation for NRSF strength, it cannot account for pockets of institutional 

success and failure within countries characterized by low and high levels of general state 

capacity, respectively. Looking at a more actor-centric model, I then examine the role 

played by the ideology of policymakers on institutional performance. Although this 

explanation does help explain why executives sustain policies they create—even those 

that curtail their ability to rent seek—it cannot account for why NRSF performance is 

consistent across administrations of varying political stripes. Finally, seeking to 

understand the political-institutional factors that buttress the stability of specific policies, 

I examine the potential contributions of the veto player framework. Whereas this tradition 

reminds us that forces outside the executive’s office play a role in NRSF outcomes, it 

ultimately cannot overcome its troubling reliance on formal institutional characteristics. 

In the end, while each of these arguments makes certain contributions, none of them can 

satisfactorily answer this study’s core questions. 

International Forces and Pressures

A first explanation looks at the role played by International Organizations (IOs). 

These arguments suggest that NRSF success is heavily influenced by supranational 

entities and constraints. Under this logic, IFIs and IOs use their leverage over 
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governments in order to coerce them into adopting certain policies they would be loath to 

enact on their own (e.g. Stallings 1992). The mechanism IFIs use for getting countries to 

acquiesce to their preferred policies is loan conditionality (see Buira 2003), which entails 

IFIs withholding financial support unless the recipient countries enact specific policies or 

institutions. Conditionality does not end with the disbursement of the loan to the recipient 

country. Because many loans consist of several tranches—that is, they are distributed 

gradually—and because repayment takes many years, IFIs maintain leverage over 

borrowers across time. Thus, IOs can continually exercise pressure on recipient countries 

to respect institutions that were created because of conditionality. Via these mechanisms, 

IOs help countries overcome the barriers to maintaining politically difficult (yet 

economically beneficial) institutions.

In specific relation to NRSFs, an international-level argument would at first 

glance appear to account for the variation of NRSF performance. The Copper 

Stabilization Fund (CSF) in Chile was created as a condition of the Structural Adjustment 

Loan (SAL) the country signed with the Bank in 1985 (World Bank 1990; Balassa 1988). 

In contrast, other Latin American NRSFs—namely Venezuela’s—were not created under 

the auspices of IFI conditionality (author interview with Petkoff 2010).22 Since the CSF 

in Chile has performed much better than its sister institution in Venezuela, it could be 

argued that this success was due to the fact that Chile’s NRSF was a condition of an IFI 

loan whereas Venezuela’s was not. 

Yet this picture does not align with the testimonials of policymakers in Chile who 

managed the CSF during the 1990s and beyond. After the Concertación took over the 

Chilean presidency from longtime dictator Augusto Pinochet in 1990, the World Bank 

                                                
22 Similarly, Mexico’s NRSF was a domestic initiative with no pressure from IFIs (author interview with 
Osorio 2009).
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exercised absolutely no pressure on the coalition to adhere to the rules of the CSF (author 

interviews with Arellano 2010 and Vial 2010). Furthermore, after Chile fully repaid the 

loan in the 1990s, the World Bank would no longer have had the clout to get Chilean 

policymakers to adhere to CSF rules; nevertheless, the rules of this institution were 

respected before and after the repayment of the SAL. In the end, Chile’s compliance with 

the CSF was completely voluntary, coming from within not from without.

In general, previous research suggests that the power of IFIs to get recipient 

countries to stick to imposed policies is overstated. For example, even when loan 

recipients fail to act within the parameters stipulated by IFI conditions, they rarely face 

consequences from reneging on these commitments (Stone 2004). Moreover, as the 

Meltzer Report suggests, the trend of the 1980s and 1990s toward increased IFI 

conditionality actually yielded a decrease in program compliance by recipient countries, 

making all parties worse off (United States House of Representatives 2000; see also 

Kahler 1992). As a result, there is little evidence that IFI pressure has any sticking power 

for policies created to constrain actions by executives.

This leads to a troubling element of this argument: its tendency to neglect the 

policy preferences and autonomy of domestic actors. For instance, there is no evidence 

that the Bank even needed conditionality to get Chile to create a NRSF as Chile was an 

early adopter of policies that would only later be dubbed the Washington Consensus 

(author interview with Lüders 2010). In fact, the aims of the CSF were in line with the 

“pragmatic” neoliberal economic policy agenda of the Minister of Finance who presided 

over the SAL negotiations (Silva 1996). Chile had requested the SAL from the World 

Bank because it needed to finance economic plans that had already been formulated. 

Hence, the World Bank was not foisting its preferred economic policies on an unwilling 

loan recipient. 
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While IFIs have little causal impact on institutional success, there may be other 

actors at the international level that have a less direct, but not trivial, impact on NRSF 

strength. As the world has globalized, the political influence of international business 

interests and multinational corporations (MNCs) has expanded beyond their home 

countries. While this has not led to the troubling “race to the bottom” that some analysts 

had predicted (Andrews 1994)—that is, domestic political processes tend to trump the 

influence of international non-governmental interests (Basinger and Hallerberg 2004)—

external actors might yet wield some influence over domestic policy decisions. MNCs 

whose bottom lines are linked to strong NRSFs, for example, will likely make appeals to 

state-level political actors to maintain institutional compliance. Yet, just as it was with 

IFI conditionality, there are no guarantees that domestic politicians will acquiesce to the 

demands of international firms. Indeed, because policymakers are forced to play “two-

level games” that require them to manage the policy preferences of domestic and 

international actors, factors at the local level will always influence NRSF compliance. 

In sum, arguments relying on the influence of international actors to explain 

institutional compliance cannot account for the variation in NRSF performance. Yet this 

survey of international-level factors has not been in vain. Insofar as certain multinational 

business interests can influence domestic political processes, there is room for this 

argument at the margins in accounting for NRSF performance. This said, understanding 

the role of international actors needs to be considered alongside theories that focus 

primarily on domestic-level variables to account for the strength of NRSFs.

General Institutional Strength

Since international forces cannot sufficiently answer the questions addressed in 

this dissertation, theories rooted in domestic variables will hopefully provide 
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explanations that are more cogent. An obvious starting point for understanding the source 

of strength of specific institutions—such as NRSFs—would be to consider a country’s 

general institutional capacity. For many scholars of Latin America, the finding that a 

stabilization fund performed better in Chile than in Venezuela would not come as a 

surprise. Indeed, Chile is often thought to have a more competent and capable state than 

most of its Latin American peers; in short, some see it as exceptional by Latin American 

standards (Hilbink 2003: 65). It is thus plausible to ask whether the variation in general 

state strength is the key predictor of NRSF success. As noted in the previous chapter, 

many of the recent large-N resource curse analyses that incorporate institutions suggest 

exactly this: stronger institutions lead to better outcomes for resource-abundant states. 

These results dovetail with the recent findings of other scholars, who, relying on in-depth 

case studies, have argued that the development of existing state structures and institutions 

play an important role in accounting for diverging outcomes among natural resource-rich 

countries (Smith 2007; Bayulgen 2010). 

Directly related to NRSFs, an argument rooted in general institutional strength 

would simply suggest that countries with greater state capacity would field successful 

NRSFs due to their stronger foundation for proper institutional management, while the 

performance of NRSFs in institutionally weaker states would be poor. 

However, this blanket statement is complicated by the fact that even 

institutionally strong countries have difficulties steadfastly adhering to counter-cyclical 

policies like NRSFs (Ross 2012: 221). Furthermore, despite Kurtz’s (2009) argument that 

Chile’s initial conditions helped the country develop more competent institutions than its 

neighbors, Chile’s state strength was insufficient to keep it from succumbing to 

problematic economic dependence upon nitrates before 1930 and on copper before 1985 

(Reynolds 1965: 251-255; Monteón 1982; Ffrench-Davis 1973). If institutional strength 
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writ large is as important as previous scholarship has suggested, why did Chile suffer 

from the types of economic problems that plague resource-abundant countries only 

before the creation of its NRSF?

This question highlights a problem with an argument rooted in state strength: at 

worst, it neglects, and at best, it downplays the impact of specific institutions. Because 

general state capacity is the main explanatory factor, individual institutions are of less 

importance. More directly, if broad institutional strength is all that is necessary for 

eliminating the ills facing rent-dependent countries, then NRSFs are largely irrelevant. 

Davis et al. (2001)—who posit that stabilization funds are a veil for strong preexisting 

fiscal institutions, which allow countries to better manage the complex economic issues 

associated with natural resource-abundance—take this position. If this argument is 

correct, there should be few economic differences in countries before and after the 

implementation of a NRSF. Moreover, we would not expect to see differences in the 

economic outcomes between two equally strong or weak states when one country has a 

NRSF and the other does not. However, both Bagattini (2011) and Shabsigh and Ilahi 

(2007) found this not to be the case. The presence of NRSFs had a noticeable impact 

even when controlling for state capacity: countries were less economically volatile after 

implementing this institution and performed better, on average, than countries without 

NRSFs. These findings suggest the importance of focusing more directly on specific 

institutions—and their development—as opposed to a country’s general institutional 

strength. 

There are further problems with assuming that differences in general state 

capacity can account for the performance of specific institutions. Despite a reputation for

being very institutionally weak in general, Venezuela has experienced various episodes of 

institutional success. For example, tax collection made a significant jump after the 
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successful tax reform of 1994 (Weyland 2002: 232); an unexpected outcome given that 

Venezuela’s institutions were argued to not be resilient (Karl 1997). Moreover, the 

Venezuelan state oil company, PDVSA, was widely heralded as an efficient institution—

performing much better than other state extraction companies the world over—before 

Hugo Chávez came to power (Corrales and Penfold 2011: 23; Tinker Salas 2009; 

Mommer 2001; Ascher 1999: 221-23; UNCTAD 2000). PDVSA’s historical efficacy sets 

an important precedent for the success of institutions governing Venezuela’s oil sector; in 

short, Venezuela’s NRSF was not automatically destined to fail.

On the other hand, a capable state does not guarantee institutional success across 

the board. Rather, Latin American states are internally very heterogeneous with 

enormous differences across state agencies (see Lora 2006: Chapter 1). Indeed, Chile has 

witnessed occasional policy failure in the face of a legacy of institutional strength (Kurtz 

2009). For example, despite Chile's clean reputation, Balán (2011) noted that numerous 

scandals came to light during the presidency of Michelle Bachelet. Furthermore, 

Benavente (2004) found that Chilean government policy devoted to enhancing research

and development has been characterized by “a systemic failure.” Interestingly enough, 

these shortcomings and controversies occurred alongside the Lagos and Bachelet 

administrations’ ability to withstand demands to spend excess copper revenues when 

copper prices were skyrocketing after 2003. The upshot was that these presidents 

maintained a very strong stabilization fund. Thus, Chile suffered administrative flaws

while simultaneously maintaining the integrity of other institutions, something the 

general state strength argument has difficulty accounting for.

This evidence from Latin America suggests that, unlike Kurtz’s (2009) argument 

for longstanding and stable state capacity, institutional strength is indeed a variable 

concept on two fronts. On the one hand, state capacity varies across time within 
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countries. On the other hand, strong and weak state institutions can coexist in countries 

characterized by high or low state capacity. As a result, we should look at individual 

agencies instead of assuming institutional performance is determined by general state 

capacity. In the end, an explanation based on general state capacity is too blunt an 

instrument by itself to explain the variation of NRSFs in the cases at hand. The 

deficiencies of the general institutional strength theory suggest the need to consider the 

role of political agency.

Ideology

One potential factor accounting for variations of NRSF strength is the ideology of 

policymakers in different countries. Even in the current age of policy convergence among 

seemingly different states (Meseguer 2009), some scholars argue that there is reason to 

believe that ideological differences are still salient and have a causal impact on outcomes 

(Hanson 2010; Murillo 2009). Indeed, “Different political parties are expected to have 

diverse policy preferences—based on their constituencies’ interests—and to actively 

pursue them” (Murillo and Martinez-Gallardo 2007: 123). Right- and left-leaning 

governments and parties are thus predicted to promote and sustain policies to appeal to 

their core blocs of support; conservative governments will play to those in the business 

community while mass-based parties will tend to champion more redistributionist 

policies (Hart 2010). Moreover, the incorporation of ideology as a variable does not mean 

that political actors are simply placating the whims of their base: politicians, too, can hold 

“value-rational commitments to political ideals,” thereby helping to insulate policies from 

the fickle nature of public opinion (Hanson 2010: 29). 

Natural resource-rich countries seem to represent fertile ground for an 

ideologically based argument. Hanson (2010: 249) posits that ideology tends to be more 
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salient as a variable in contexts where there is greater uncertainty, which is a general 

characteristic of late-developing, resource-abundant states (van der Ploeg and Poelhekke 

2009). 

Applied to NRSFs, an argument rooted in the core beliefs of policymakers would 

suggest that these institutions would be stronger in countries ruled by governments that 

are more amenable to market-oriented policies. For ideologically conservative

governments, achieving NRSF success would not be the politically difficult task assumed 

above. In such neoliberal enclaves, avoiding rent seeking—and thereby enjoying a strong 

NRSF—is simply a component of following one’s convictions. On the other side of the 

coin, NRSFs are likely to be less successful as governments stray from the neoliberal 

model and embrace state-interventionist policies. This prediction is largely corroborated 

by Dunning’s (2010: 402) assertion that “many mass-based and leftist parties have 

promoted greater rent capture in Latin America,” presumably to use these revenues for 

current spending.

At face value, this explanation appears to hold promise for the two polar cases in 

this dissertation. Chile’s NRSF was created under the military regime of Augusto 

Pinochet, whose economic policies were guided by the Chicago Boys—the group of 

economically orthodox economists trained at the University of Chicago who spearheaded 

Chile’s early adoption of neoliberal reforms (Silva 1991). Furthermore, the Concertación

governments in Chile, despite their center-left orientation, have been praised in economic 

circles throughout the world for their prudence and adherence to open-market economic 

policies (Reid 2007: 179-85). Despite the change in government in Chile, the NRSF has 

been managed by market-oriented policymakers; seemingly supporting an ideology-based 

argument. Conversely, the pervasive weakness of Venezuela’s NRSF could be explained 

by the fact that Hugo Chávez was an outspoken critic of neoliberal reforms well before 
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his presidency. Chávez’s rhetoric has become all the more anti-neoliberal since his 1998 

election. His economic actions have largely mirrored his highly public denouncements of 

this model, as he has heavily injected the state into the Venezuelan economy (Reid 2007: 

Chapter 7). This suggests that the weakness of Venezuela’s NRSF under Chávez’s watch 

is at least partially due to his oft-stated preference for redistributive, state-led economic 

policies. 

Yet, when examined in more depth, the ideology argument loses some of its 

luster. First, as explained below in Chapter 4, the Concertación’s compliance with Chile’s 

NRSF was in no way guaranteed when the coalition took office. In fact, the coalition’s 

first finance minister, Alejandro Foxley, had previously been very critical of the 

neoliberal reforms enacted by the Pinochet regime (see Foxley 1982). Indeed, during the 

Pinochet dictatorship, the opposition used the term “neoliberalism” as a pejorative (Boas 

and Gans-Morse 2009: 150-152). Moreover, within the Concertación coalition, there 

were severe differences of opinion for how to proceed on the economic policy front after 

winning the presidency in 1990, with one faction pressing to re-inject the state in the 

economy (author interview with Vial). Ultimately, one of the reasons cited by Foxley for 

the Concertación’s maintenance to Pinochet’s reforms was because these policies had the

potential to provide the coalition with political benefits (Winn 2005).

Second, in Venezuela, the management of oil rents has historically been divorced 

from ideology (Corrales and Penfold 2011). Starting with the oil booms of the 1970s, 

presidents from each of the traditional parties—AD and COPEI—engaged in wanton 

spending of rents with little care for their placement on the ideological spectrum (Di John 

2009). Furthermore, as explained in more detail in Chapter 3, even the Venezuelan 

administrations that enacted neoliberal policies scaled back these reforms as rising oil 

prices provided a means to avoid painful and unpopular economic adjustments (Nóbrega 



42

and Ortega 1996). In the end, despite differences in rhetoric between Chávez and his 

predecessors (Corrales and Penfold 2011), his actions have not deviated sharply from 

these previous administrations; the allure of Venezuela’s traditional rent-seeking model 

trumps ideology (Corrales 2010). 

Finally, the experiences of other countries not directly analyzed in this 

dissertation, namely Mexico, represent another major difficulty for an argument that 

relies on ideology to explain the variation in NRSF performance. Even though the right-

leaning and market-oriented PAN administration inherited Mexico’s NRSF shortly after 

its creation, the institution has been weak, with the Fox administration succumbing to 

political pressures to spend oil money.23 The main accomplice of the PAN in weakening 

the NRSF has been the PRI, which was the party responsible for implementing neoliberal 

policies in Mexico in the first place. Ironically, the left-leaning PRD has actually been the 

most vocal proponent of governmental compliance with the rules of the NRSF, making 

calls for greater transparency of this institution. In short, an ideologically based argument 

would predict a stronger NRSF in Mexico than is actually the case. 

Beyond the inability of ideology to account for these empirical realities, it faces 

theoretical difficulties as well. Perhaps the biggest problem of this argument is its 

inability to explain institutional stability across administrations of differing political 

stripes. If adherence to a particular ideology was the primary driver of a government’s

policy outputs, there would be much more variation than is observed; rather, executives 

are often constrained from implementing their pet policies (Pierson 1994).

Yet it is often the case that executives are dedicated to policies they enact (Hansen 

2010). As a result, this argument helps overcome something missing in my assumption 
                                                
23 For example, Mexico suspended all deposits into their NRSF in 2003 in order to have more rents 
available for current spending. Furthermore, the percentage of all oil revenues earmarked for their NRSF 
dwindled from 40% in 2000, to 33% in 2001, and finally to 25% by 2003.
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that, all else being equal, executives would prefer to be rent-seekers. Indeed, it would be 

impossible for NRSFs to develop any strength if their creators who were seeking to 

indulge their venal interests immediately altered them. In contrast, when executives hold 

“value rational commitments” (Hanson 2010: 29) to policies they create, a pathway 

toward NRSF success: for example, a leader’s initial devotion to the institution may 

provide it sufficient time to grow its roots before it starts to produce tangible material 

benefits. In the medium- to long-run, however, it is unlikely that the ideological 

proclivities of the institution’s creator will play an active role in its maintenance. Hence, 

while political ideology can help us understand why executives do not deviate from their 

own policies in the near term—even those that run counter to their short run interests—it 

nevertheless cannot explain the trajectory and strength of NRSFs across administrations 

that hold different political values. An argument rooted in the factors that allow or stanch 

institutional change might be of more assistance.

Veto Players

One of the measures of NRSF performance noted in the previous chapter is the 

stability of these institutions, whereby fewer rule changes yield greater success (Levitsky 

and Murillo 2009). One of the most prominent explanations for the ways in which 

institutional change is precluded comes from the veto player literature (Tsebelis 2002; 

Keefer and Stasavage 2003). Like the ideological argument, this line of reasoning 

suggests that political actors, and not necessarily characteristics of the institution itself, 

are responsible for the degree of institutional stability and enforcement. Unlike ideology, 

however, the veto player tradition sees institutional change and stasis as a product of the 

configuration of actors who control policymaking. 
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Specifically, the greater the number of veto players—defined as “individual or 

collective actors whose agreement is necessary for a change of the status quo” (Tsebelis 

2002: 36)—with diverging preferences, the more difficult it is to alter policies, yielding 

more stable institutions. Conversely, a political system with fewer veto players would 

allow more opportunities to transform the rules of institutions, as there are fewer barriers 

to change. 

While this argument mainly attempts to explain the stability of policies, it is 

conceivable to extend it to institutional compliance as well; if the veto players of a 

political system can successfully stanch revisions to institutions, they should also have 

the power to monitor and enforce adherence to their rules. As a result, institutions would 

be more highly enforced in a political system containing a greater number of veto 

players, and more weakly enforced as the number of veto points diminishes. 

Applied more specifically to this study, this framework suggests that strong 

NRSFs would appear in countries enjoying numerous veto points, as presidents would 

not be free to alter or bypass the institution in accordance with their political interests. 

Alternatively, an executive not constrained by a host of veto players would be able to 

change or ignore NRSF rules to her liking, weakening the institution.

On the surface, this seems to be a promising way to account for diverging NRSF 

strength between Chile and Venezuela. On his way out of office, Pinochet stacked the 

Chilean senate with his own sympathizers, providing a legislative check on the incoming 

Concertación government against dismantling his pet policies. The increased number of 

institutional hurdles facing the coalition, the argument goes, made it more difficult for 

them to change the rules of the NRSF, thereby maintaining the integrity of the institution. 

In Venezuela after Chávez’s landslide victory in the 1998 election—and subsequent 

dissolution of Venezuela’s Congress—the National Assembly was stacked with 
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government loyalists (Ellner 2008), giving the new president the autonomy to run 

roughshod over the NRSF, which stood in the way of his access to oil revenues. These 

starkly contrasting environments—many veto players in Chile and very few in 

Venezuela—seem to go a long way in helping us understand the massive variation 

between the NRSFs of the two countries.

Yet Hugo Chávez was able to change and disrespect the rules of the MSF with 

equal ease during eras of his tenure characterized by greater and fewer veto players: 

indeed, in Chávez’s first two years, the Database of Political Institutions suggests that he 

faced as many formal checks on the executive as Chile did throughout the 1990s (Keefer 

2010). On the other hand, Chile’s NRSF has been stable despite a dearth of veto players 

during the Pinochet era and a greater number of checks during the four Concertación 

administrations. More importantly, the Bachelet administration adhered to the CSF’s 

rules in the face of intense pressure to spend the copper windfall (Frankel 2011: 3), even 

though the number of formal checks fell—due to constitutional reforms in 2005—to the 

same figure as Venezuela under Chávez (Keefer 2010). In short, Chile maintained the 

stability of its fund while the number of veto players fluctuated considerably.

These clear deviations from the predictions of the veto player literature suggest 

limitations in explaining the variation of NRSF strength. A major problem of this 

approach is the emphasis on formal veto players exerting their influence in the legislative 

arena. As demonstrated in the cases, the number of checks on the executive does not 

necessarily lead to the predicted levels of institutional stability. Part of the problem is that 

important veto players might not exert formal power to stop revisions to the status quo, 

working instead through informal channels. Indeed, even though powerful economic 

interests—domestic or international—do not have an assigned seat at the policymaking 

table, the influence of these actors is often apparent in legislative outcomes (Coen 1998).
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Along the same lines, some actors that do have formal veto powers do not exercise 

them—such as the courts under Chávez—meaning the president may have more power 

than first meets the eye. 

Furthermore, the veto player thesis tends to assume all veto players have similar 

capabilities.24 In reality, not all checks on the executive are created equally: some may be 

more powerful than others. Moreover, the power of a particular veto player might change 

over time, giving actors more or less influence in different periods. For example, 

businesses aided by a nascent NRSF will likely become stronger as the institution takes 

root, making them more capable of politically protecting their interests as time goes by. 

As a result, it is necessary to look at the development of the power and interests of 

different veto players, for which this theory fails to account.

While the veto player approach reminds us that certain domestic and international 

forces can apply pressure in order to achieve their preferred outcomes, the explanatory 

power of this theoretical tradition in accounting for the outcomes in my two cases is quite 

limited: in a nutshell, the number of checks on an executive does not appear to curb the 

intentions of executives from meddling with a NRSF. As a result, focusing on the 

political motives of leaders may provide a stronger foundation for understanding 

institutional strength.

THE LOGIC OF POLITICAL INSURANCE

The extant literature surveyed above cannot adequately explain the variation of 

NRSF performance—most notably how NRSFs can be successful when presided over by 

self-interested political actors with incentives to rent-seek. The most prominent 

                                                
24 Although this tradition does suggest that the agenda setter—the player who moves first in the game—has 
advantages over other actors.
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explanation for the ability of institutions to constrain the passions of executives highlights 

precisely this paradox and then claims to provide a solution: political insurance. 

The political insurance approach starts from the assumption that material concerns 

and a desire to augment political power drive the preferences and actions of executives. 

Therefore, all things being equal, presidents have few incentives to enact stabilization 

funds since NRSFs choke off the flow of rents accruing to government coffers and 

minimize executive autonomy over the use of state resources. The upshot is that 

stabilization funds only become a desirable policy choice for politically weak executives 

whose days in office are numbered. These moribund incumbents—who are aware of the 

political value of rents and stand on the verge of losing their access to these assets—have 

an acute interest in withholding rents from their successors. Because rents are largely 

fungible with political power (Jensen and Wantchekon 2004), incumbents are interested 

in hindering their rivals’ ability to exploit the advantages of controlling state resources. 

Thus, these leaders use NRSFs to their own political advantage: as a means to restrain 

their political adversaries. As NRSFs tie the hands of successor administrations and 

curtail their ability to use the country’s vast natural resource wealth for their personal 

political benefit, the former incumbent—the creator of the institution—stands a better 

chance of maintaining political influence in the future. Thus, the economic potential of 

NRSFs has little bearing on the decision to codify these institutions.

Although political insurance arguments started in the American Politics literature 

on bureaucratic drift (e.g. Moe 1991; see Boylan 2001 and De Figueiredo 2002 for a 

review), scholars of comparative politics in diverse issue areas have been quick to 

embrace this logic. Boylan (2001) argues that the uncertainty surrounding impending 

transitions to democracy leads outgoing incumbents to make the central bank 

independent in order to minimize their successors’ ability to manipulate monetary policy 
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for political gain. In another example, Dunning (2010) presents a formal model 

suggesting that weak incumbents in natural resource-rich countries enact policies and 

undertake certain commitments that minimize the flow of rents to the future government. 

This endogenous restriction of politically beneficial rents means that successor 

administrations inherit a state with a vastly diminished pool of discretionary revenue. 

Various judicial reforms have also been attributed to political insurance (e.g. Ginsburg 

2003). Finkel (2005; 2008), for example, sees the variation of judicial autonomy reforms 

in Latin America as a function of the ruling party’s outlook about the future. When 

parties expect to maintain power, the judiciary will remain subordinate to the executive 

branch. However, if a ruling party sees that its days in office are numbered, it will be 

more willing to grant judicial autonomy in order to provide a check on future 

administrations.

One benefit of political insurance arguments is that they bring politics to the 

forefront of discussions about institutions. For example, under political insurance, 

seemingly benign institutions serve as cover for more opportunistic motives. 

Furthermore, as demonstrated above, the logic of political insurance initially appears to 

be extremely universal, being easily applied to a broad array of issue areas within 

political science. Because of these advantages, political insurance arguments have been 

embraced by scholars with few reservations.

Applied to the specific topic of this dissertation, the logic of political insurance is 

attractive to incumbents in natural resource-rich countries because they know that their 

successors have no incentives to abstain from using natural resource wealth for 

instrumental political purposes (Robinson et al. 2006). In fact, because rentier states tend 

to have a much greater pool of discretionary revenues, competition for and control over 

public resources will likely be more intense than in other political systems. This 
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uncertainty could lead incumbents to attempt to impose commitment on their successors 

via an institution—an NRSF—even if it comes at the expense of the incumbent giving up 

her own unchecked control of rents.25 Without unbridled access to natural resource 

income, successor administrations will likely have a more difficult time rewarding 

supporters and sustaining their political standing, giving the creator of the NRSF a greater 

opportunity to retain political influence.

Moreover, political insurance would appear to be a promising explanation for the 

countries under study in this dissertation as scholars have previously applied its tenets to 

the administrations in power when NRSFs were created: the waning years of the Pinochet 

regime in Chile (Boylan 2001) and Venezuela under Caldera (Dunning 2010). Since the 

extant literature suggests that these administrations exhibited a penchant for political 

insurance, it is plausible that these same executives would try to restrict the amount of 

rents flowing to successor governments via the creation of an NRSF as well.

Furthermore, because institutions tend to disproportionately benefit certain actors 

to the detriment of others (e.g. North 1981), political insurance would seem to be a 

plausible explanation for the creation of any new institution. Yet the recent proliferation 

of political insurance arguments goes against the findings of De Figueiredo (2002), 

whose formal model suggests that instances of political insurance will be quite rare. The 

outward intuitiveness and ease of applying the logic of political insurance mean that 

extant analyses often fail to clearly think through the tenets of this approach. Below, I 

critique recent examples of political insurance, finding several problems. In order to 

rectify these shortcomings, I explicitly specify the conditions under which political 

insurance can occur if the theoretical foundations of these arguments are taken 
                                                
25 Because political self-interest is guiding their actions, incumbents want their successors to commit to 
policies that the incumbents themselves are not interested in following, such as using rents in politically 
beneficial ways.
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seriously.26 I argue that there are five important areas of institutional creation that need to 

be considered in order to “precise” the logic of political insurance: the timing of 

institutional creation, the political standing of executives at the time of creation, external 

pressures at the time of creation, scope of the reform, and the content of the institution’s 

rules.

“Precising” Political Insurance

Timing of Institutional Creation

In the empirical application of some political insurance arguments, incumbents 

undertake reforms years before their term is set to expire. 27 Under the logic of political 

insurance, even though the real intent of politically motivated institutions is to tie the 

hands of successors, the creators of these institutions are subject to these constraints until 

they relinquish power. Therefore, if an incumbent still has ample time left to regain her 

political luster, it would not make sense to limit her freedom of action and access to state 

resources. Subjecting herself to these constraints would only jeopardize the opportunity 

for a political resurgence. If embattled incumbents were worried about their successors 

using certain tricks to bolster their political standing, why would the incumbent not try to 

                                                
26 The “precising” of the logic of political insurance that follows is in many ways similar to Collier and 
Levitsky’s (1997) discussion of “precising” the concept of democracy.
27 For example, Finkel (2008: 89) notes that Ernesto Zedillo started the process of judicial reform 
“immediately upon taking office” despite the fact that he would be constrained by these reforms for his 
entire 6-year presidential term. Furthermore, Dunning (2010) suggests that because the Caldera 
administration in Venezuela came into office in a position of weakness, it undertook politically-expedient 
reforms to minimize the amount of oil rents flowing to the government almost immediately, several years 
before its mandate was set to expire. Yet there are difficulties in assuming that the political standing of 
incumbents is static. The case of Michelle Bachelet in Chile is instructive regarding the ever-changing 
political fortunes of incumbents. After winning a majority in the second round of the 2006 election, her 
approval rating plunged because of a wave of student strikes and the controversial changes to the Santiago 
Transportation System, only to dramatically rebound by the time she left office. Source: Centro de Estudios 
Públicos: Estudio Nacional de Opinión Pública N 55, Junio 2007 and Estudio Nacional de Opinión Pública 
N 61, Octubre 2009, http://www.cepchile.cl/bannerscep/bdatos_encuestas_cep/base_datos.php. Last 
accessed November 9, 2010.
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rebuild her own political support by employing these same tactics throughout the 

remainder of her tenure? To give up control over valuable political resources with plenty 

of time remaining in her term would suggest that the ability to manipulate the levers of 

government is not so politically valuable after all; therefore, an incumbent would not 

have to worry about insuring her preferred outcomes in order to constrain the actions of 

her successors. 

In conclusion, if it is true that access to state resources is often easily exchanged 

with political power (Fearon and Laitin 2003; Greene 2007: Chapter 3), incumbents are 

expected to be most likely to insulate their preferred policies at the last possible second 

so they can enjoy the benefits of unfettered access to state resources as long as possible. 

This leads to a first specification regarding the conditions under which political insurance 

is likely to occur.

Political Insurance—Theoretical Specification 1: In order to enjoy the political 
advantages of governing without restrictions as long as possible, an incumbent 
will most likely wait until the very end of her tenure to create institutions meant to 
constrain the freedom of action of her successors.

Political Standing of Executives at time of Institutional Creation

A second problem with the logic of political insurance surrounds the political 

standing of the incumbent. While one facet of an incumbent’s political standing is the 

time remaining in her term, another important element concerns her, or her party’s, 

electability.28 Per the previous point, political insurance is most likely to occur when an 

incumbent knows that she/her party is likely to lose power. It would thus be foolish for an 

incumbent to limit her autonomy—and sacrifice the advantages of being in office—when 

there remains a plausible chance for reelection. In fact, political insurance only increases 

                                                
28 The constitutions of many Latin American countries prohibit presidents from seeking consecutive terms, 
making parties the vehicle through which tenure is extended.
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the prospects of losing power in the short term because the incumbent has fewer tools at 

her disposal. Moreover, start-up costs often accompany the creation of new institutions29, 

which carry the potential to derail the electoral chances of the institution’s creator. Only 

when the possibilities of using state resources to mount a political comeback are slim and 

when the reelection of the incumbent or her party is untenable does political insurance 

become a very alluring policy option.30 Absent this level of political insolvency, political 

insurance goes against the self-interest of incumbents and should therefore not happen. 

This thought leads to a second clarification.

Political Insurance—Theoretical Specification 2: Political insurance is only likely 
to occur when the incumbent, or her party’s preferred candidate, are very likely to 
lose power at the next foreseeable opportunity.

Principal External Pressure Facing the Incumbent at Time of Creation

Considerations about the nature of an incumbent’s political rivals are also 

important. Political insurance occurs because an executive wants to impose constraints on 

her successors in order to limit the performance of these adversaries. Yet, without a clear 

threat from a political rival, incumbents have no hands to tie and thus less need for 

political insurance.

Among the recent applications of the logic of political insurance, only Boylan 

(2001) takes into account the opposition, suggesting that political insurance is a product 

of the temporal proximity of the oppositional threat—similar to theoretical specification 1 

above—and of differences in political ideology between the incumbent and the 

                                                
29 For example, NRSFs require saving a portion of rents. With fewer natural resource revenues available to 
spend, unpopular choices confront executives: cutting state expenditures or increasing taxes to maintain 
current spending levels.
30 There are many ways to for an incumbent to assess her political future. Public opinion polls, for 
example, can often provide a window into an incumbent’s political standing. Furthermore, public 
displeasure with the government can erupt into protests (e.g. Hochstetler 2006), providing writing on the 
wall about an incumbent’s electability.
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opposition. Yet these two variables appear insufficient to trigger political insurance on 

their own. On the one hand, even when elections are looming, a weak opposition 

consisting of several disparate factions does not represent nearly the same threat that a 

single challenger with popular support represents. In the absence of a strong and unified 

opposition poised to take power, the embattled incumbent might be able to overcome her 

weakness and remain in office by using the state resources at her disposal.31 On the other 

hand, especially in resource-abundant states, ideology is often a poor predictor of whether 

incumbents will use political resources to maintain their control.32 Ideology has shown 

itself to be no match for the gains to be had from rent seeking, which should lead 

incumbents to fear opponents of any political stripe. Thus, as elections approach, 

Boylan’s (2001) focus on the ideological distance between the incumbent and her 

adversaries is less likely to capture the incumbent’s concern than the general electoral 

strength of opposition forces. This reasoning leads to a third theoretical specification 

about the conditions under which political insurance transpires.

Political Insurance—Theoretical Specification 3: Political insurance is only likely 
to occur when an incumbent faces a clear and strong opponent. 

Scope of the Reform

Under political insurance, the main point of codifying a new institution is to place 

constraints on the successor. Much less importance—if any at all—is placed on achieving 

the technocratic merits of the institution. Indeed, if the new institution was intended to 

serve as a reaction to pressing economic problems, it would likely be part of a 

                                                
31 Indeed, she could use state resources to buy the compliance and political support of potential adversaries, 
which was a strategy of the PRI during their seven-decade reign (see Greene 2007). 
32 For example, the two traditional parties in Venezuela that competed with one another in the decades 
before Chávez’s election in 1998—AD and COPEI—tended to squander oil rents at equal rates once their 
president was in office, similar to the behavior of Chávez himself (Corrales 2010).
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multifarious package of reforms. Rather the explicitly political nature of innovations 

meant to constrain suggests that the scope of these institutions will be very narrow. 

Political Insurance—Theoretical Specification 4: Institutions created for the 
purposes of political insurance are likely to be one-off innovations and not 
accompanied by complementary reforms.

Content of the Institution

A final problem of most extant political insulation arguments is that they tend to 

neglect the nature of the actual institution created by the incumbent. It is essential to 

examine the content of political insulation mechanisms because the institution’s creator 

has no interest in giving her rivals autonomy over the operations and functioning of the 

institution. Since the aim is to impose commitment on successors, institutions created 

under the logic of political insurance will likely contain strong parchment rules (Carey 

2000) limiting executive discretion.

Political Insurance—Theoretical Specification 5: Rules governing the institution 
created for reasons of political insurance should have clear and effective 
provisions to limit executive discretion.

This precisely specified logic of political insurance paints a clear picture of how 

vulnerable executives use institutions to hamstring political opponents. Incumbents will 

rent-seek until it is clear that these advantages will not help them lengthen their tenure. 

Knowing the benefits of unfettered access to state resources, this unelectable executive 

creates an institution in the waning moments of her term to restrict her successors’ ability 

to rent-seek. The creation of a seemingly beneficial institution provides important cover 

for the schemes of the weak incumbent. Indeed, political insurance is no mere “Hail 

Mary” attempt on the part of executives. Rather, the benign nature and apparent necessity 

of the newly created institution lead presidents to believe that these innovations will 
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succeed.33 One fundamental implication of these theoretical specifications is that political 

insurance will occur only under very restrictive conditions, mirroring the conclusion of 

De Figueiredo (2002). The recent proliferation of political insurance arguments would 

thus seem to violate the “precised” logic of this approach.

Yet, the aforementioned concerns are not the only shortcomings of political 

insurance. Beyond the vague logic of many political insurance arguments, previous 

research in this tradition merely presumes the success of politically motivated

institutions. Indeed, these analyses do not bother to unravel the causal mechanisms 

underpinning institutional effectiveness. The extant literature’s assumption of 

institutional success is especially problematic given that institutions meant to constrain 

tend to be squarely in opposition to the interests of incoming administrations. Rather, the 

“precised” logic of political insurance would not suggest an auspicious start for 

institutions meant to tie the hands of successors.

Institutional Weakness under Political Insurance 

In contrast to the sanguine predictions of political insurance, I argue that 

institutional weakness is the most likely outcome when institutions are created in 

accordance with the theoretical specifications developed above. It is important to note 

that the motives of actors creating institutions for political insurance are not the cause of 

institutional weakness. Rather, the incumbent’s seeming “rational” pursuit of narrow self-

interests leads institutions to be created into a specific set of initial conditions. For several 

reasons, the circumstances into which politically motivated institutions are born

negatively affect their performance.

                                                
33 If the outgoing executive did not feel the institutional restrictions imposed on her rivals would succeed in 
increasing her chances of retaining power in the future, she would likely resort to more drastic and heavy-
handed attempts to thwart her adversaries.
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First, the formation of new institutions often alters the distribution of benefits 

(Drazen 2000).34 Although some actors “win,” recently enacted institutions created for 

political insurance tend to impose costs on many political and social actors.35 For 

example, because NRSFs require rents to be saved instead of applied toward current 

spending, public investment projects funded by natural resource money might have to be 

put on hold, potentially alienating certain business interests, such as domestic 

construction firms. Furthermore, societal actors whose interests are hurt by the creation of 

the new policy are also likely to push back in order to protect their benefits (Pierson 

1994). Since political insurance occurs immediately before government turnover—per 

theoretical specification one—successor administrations will bear a large part of the 

adjustment costs of institutions foisted upon them. New executives will be hesitant to 

accept the liabilities associated with a predecessor’s innovations, preferring instead to 

minimize their political burdens. This provides a first motivation for successor 

administrations to repeal or ignore the institution responsible for these costs. 

While some actors incur costs from the creation of new institutions, other actors 

benefit. These beneficiaries might be able to provide a counterweight to those who see 

the institution as a burden, applying pressure to political actors to uphold the institution, 

thereby increasing the odds for its success. But there is often a lag between the time an 

institution is implemented and when it starts to yield its intended gains. Indeed, the 

beneficial effects of many new institutions are often only realized in the medium to long 

                                                
34 Indeed, institutions intended to constrain rivals will likely shift the distribution of benefits away from the 
incoming president’s core constituency.
35 In Venezuela, for example, austerity measures enacted as part of Carlos Andrés Pérez’s 1989 package of 
neoliberal economic reforms led to bloody protests from disgruntled citizens, greatly diminishing the 
political standing of the government (see Weyland 2002).
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term, requiring patience on the part of executives.36 However, because institutions created 

as political insurance mechanisms are a long way off from producing positive results 

when they are inherited by new administrations, their immediate utility tends to be 

negative. This tends to be especially true for NRSFs, as they can provide a buffer for lean 

years only after they have saved money during bonanzas. Furthermore, it is only in the 

medium to long term that NRSFs help diminish inflation and stabilize exchange rates, 

both public goods that citizens and many business interests appreciate and will likely 

want to uphold.

As a result, the conditions accompanying political insurance often precipitate a 

situation where executives become heir to an institution that constrains their penchant for 

rent seeking, angers segments of the population, and is a long way off from producing 

benefits. In such circumstances, new executives will likely see the institution as a 

liability, attempting to deviate from the status quo highly probable, thereby yielding 

institutional weakness.

In principle, however, it is not always possible for an administration to modify or 

ignore policies just because it has incentives to do so. Executives can face certain 

institutional obstacles to change—a strong opposition, for example—or they might find 

the actual policy to be quite resilient in the face of attempts to subvert it (Mahoney 2000). 

The conditions underpinning instances of political insurance, however, minimize the 

potential barriers to altering the institutional status quo. First, the policies themselves are 

unlikely to be resistant to change. With such a narrow window of time between creation 

and government turnover, political actors will be unlikely to have made investments in 

the institution that can work to obstruct big changes to the way it operates. Nor will a set 
                                                
36 The market reforms in the 1980s and 1990s, for example, held out the medium- to long-term promise of 
a stable economy, yet came at the immediate expense of many citizens who suffered from the austerity 
measures and economic shock treatments.
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of standard operating procedures governing the management of the policy have been 

given enough time to generate momentum that might prove difficult from which to stray. 

Moreover, in accordance with theoretical specification 4, the institution is a stand-alone 

entity and not part of a package of innovations, allowing successors to manipulate the 

innovation without eliciting negative ripple effects in other institutions.

Second, per theoretical specification 3 above, the institution was initially created 

as a reaction to a strong oppositional threat. As a result, the post-transition power 

structure will likely see a majority for the new incumbent, leaving fewer legislative 

hurdles in scaling back the policy as well as a limited counterweight to executive efforts 

to disregard institutional rules. In a similar manner, because a discredited incumbent—in 

accordance with political insurance theoretical specification 2—created the policy, the 

new executive will likely confront few audience costs in undoing the innovations of her 

predecessor. Taken as a whole, political insurance tends to yield a situation where 

executives face few institutional barriers to policy change. Indeed, taking over for a 

largely discredited predecessor, Hugo Chávez swept into power and encountered few 

hurdles prohibiting him from weakening the rules of Venezuela’s NRSF as “one of his 

first economic decisions” (Analítica Mensual 1999).

Even though actors have incentives to alter politically motivated institutions while 

bumping into few institutional road blocks that prohibit them from doing so, a final 

potential obstacle to ignoring the inherited institution could come from powerful 

economic actors fighting against such revisions to the status quo. However, once again, 

the conditions accompanying instances of political insurance forestall the development of 

these lobby groups. Due to a short duration between institutional creation and 

governmental transition, there is often not sufficient time for these policies to empower 

new actors who can use their nascent political clout to hinder a reversal of the status quo. 
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In natural resource-rich states for example, the economic actors that would stand to 

benefit most from a NRSF—such as non-traditional exporters—tend to be initially weak 

(Corden and Neary 1982), and are in a poor position to put pressure on the government. 

However, if the imposed institution distributes gains away from established economic 

actors—such as domestic construction firms enjoying governmental largesse and whose 

future contracts might be limited by an NRSF that diverts rents away from the federal 

budget—new administrations might face further pressure to degrade institutional rules. 

We should thus be very distrustful of the effectiveness of institutions created as 

political insurance mechanisms. Far from being able to tie the hands of successor 

governments, the conditions under which political insurance occurs increase the gains to 

be had from disregarding politically motivated institutions while lowering the barriers to 

changing or ignoring them. In the end, contrary to the expectations of extant analyses, 

instances of political insurance unleash strong causal mechanisms precipitating 

institutional weakness. The irony is that the attempt of outgoing incumbents to tie the 

hands of successors fails completely, engendering a situation where new administrations 

can and do run roughshod over politically motivated institutions. 

As a result, stabilization funds created as political insurance mechanisms will tend 

to be unsuccessful, as these institutions do not alter the incentives facing executives to 

use rents for political purposes (Humphreys and Sandbu 2007). As shown in Chapter 3, 

the clear-cut case of politically motivated NRSF creation in Venezuela yielded an 

institution that ended up being extremely weak, precisely because of the conditions under 

which it was created. 

Conversely, if the circumstances surrounding instances of political insurance elicit 

institutional weakness, then strong NRSFs must emerge from a different set of initial 

conditions. In another paradox, it will be shown that effective NRSFs—those capable of 
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tying the hands of successors—are created by executives whose primary concern was not 

constraining their political adversaries.

THE LOGIC OF DEVELOPMENTAL INVESTMENT

If succumbing to short-term political concerns causes institutional weakness 

under political insurance, effective NRSFs should stem from the absence of such 

conditions. Situated opposite from political insurance on the spectrum for the conditions 

under which NRSFs are created is developmental investment, which I argue engenders 

institutional strength. Under the logic of developmental investment, executives create 

institutions as a means to rectify deep-seated economic problems, replacing volatility 

with stability. Short term political calculations are put aside in order to reap political and 

economic gains in the medium to long run: it is the intent of these executives that the 

provision of public goods, such as economic stabilization, will be rewarded at the ballot 

box in the future (Lora 2006: 4). Therefore, incumbents who create NRSFs hope that 

these institutions help extend their tenure. But even if this hope is disappointed and the 

incumbent falls, the stabilization fund is likely to stand. As NRSFs engender stability, 

produce collective economic benefits, and create external stakeholders in these 

institutions before the creator’s departure, successor administrations have incentives to 

maintain—and fewer opportunities to deviate from—their predecessors’ innovations. 

Over the long run, this yields high levels of institutional enforcement and stability, 

thereby consolidating their strength (Levitsky and Murillo 2009).

It bears mentioning that executives creating institutions for the purposes of 

developmental investment are not more benevolent than their counterparts who seek to 

constrain their successors. Indeed, developmental investment maintains the main 

assumption of political insurance: all else being equal, executives prefer to extend their 
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tenures. The ultimate goal of developmental investment is for executives to reap political 

benefits and thus perpetuate their influence, but the timeframe is much different from 

political insurance. Whereas political insurance is a mechanism to maximize short term 

political interests—utilizing institutions to fetter political rivals—developmental 

investment stresses the pursuit of medium- to long-term political goals, using institutions 

to produce politically-advantageous economic improvements and thus hold greater 

political sway in the long run. Because these political benefits only accrue when 

institutional rules are continually upheld, developmental investment effectively 

constrains the rent-seeking proclivities of successor administrations. Paradoxically, the 

goals of political insurance are achieved, but only as the unintended consequence of 

developmental investment.

Similar to political insurance, the conditions under which developmental 

investment occurs strongly influence institutional performance. Thus, I first establish the 

logic of developmental investment before explaining the causal mechanisms that 

engender institutional strength under this approach.

When Developmental Investment Occurs

Timing of Institutional Creation

The benefits of institutions created for developmental investment often only tend 

to be realized over the long run. NRSFs, for example, need time to accrue sufficient 

resources to provide a buffer against negative price shocks. More generally, reversing a 

legacy of economic instability—by bringing stability to exchange rates or diversifying 

exports—takes time. Indeed, while the overnight results of these innovations may not be 

impressive, the medium term effects are much more likely to be positive. Thus, to avoid 

successors taking credit for policies enacted by today’s incumbent, she needs to be in 
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power when the policies start bearing fruit. Furthermore, if the time horizons of an 

incumbent do not stretch far enough into the future, she may see little reason to enact 

reforms whose benefits are only realized in the medium-term. 

Developmental Investment—Hypothesis 1:  For an incumbent to create an 
institution for the purposes of developmental investment, she will likely have a 
significant portion of her mandate remaining.

Political Standing of Executives at time of Institutional Creation

However, time horizons are not merely dependent on the number of years left in 

an incumbent’s term; concerns about her political standing matter as well. New 

institutions that revise the distributing benefits can impose political costs on incumbents 

if yesterday’s “winners” vociferously protest these changes. This is especially true in the 

case with NRSFs, as these institutions require a government to curb its current spending 

of rents. These spending cuts are likely to be a political liability in the short-term as 

governments must either withdraw services or raise taxes in order to maintain them; 

equally unfavorable options in the eyes of citizens. Due to political liabilities associated 

with institutional start-up costs, incumbents enacting these policies will thus need to be 

secure in their short-term power in order to withstand an initial hit to their popularity.

Without an incumbent possessing near term political security, the initial sacrifices 

associated with developmental investment would be too dear. 

Developmental Investment—Hypothesis 2:  Incumbent will likely have short-term 
security in their tenure when creating institutions for developmental investment.

Principal External Pressure facing the Incumbent at Time of Creation

This near term security protects incumbents from pressing fears about rivals. Due 

to this political buffer, an incumbent can afford to bypass her short-term self-interests and 

to attend to longer-term challenges. Thus, instead of immediate concerns over political 
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rivals, the creation of institutions under developmental investment is often a reaction to 

exposed economic problems or inefficiencies. Since an incumbent’s medium- to long-

term political standing is likely to be dependent upon replacing this volatility with 

stability, she is prompted to undertake economically minded reforms. Given the 

economic malaise facing the incumbent, she hopes to generate a smooth economy ahead 

of the next referendum, using the institution as an economic insurance policy. By 

providing greater economic stability, the incumbent hopes to ride a wave of public 

support into another term.

Not only does a persistently volatile economy make institutional shifts more 

palatable for incumbents, but it also lower the barriers forestalling the implementation of 

institutions that impose short-term costs for two reasons. On the one hand, crises can 

weaken or marginalize actors with entrenched interests in maintaining the current system, 

who typically fight to protect their specific benefits (Pierson 1994; Gilligan 1997). On the 

other hand, the public might see themselves in the “domain of losses” during these times 

of prolonged duress (Weyland 2002), making them more inclined to accept potentially 

costly reforms.37 As a result, in situations of economically painful resource busts, citizens 

are more likely to accept the aforementioned short-term sacrifices associated with NRSF 

creation. Economic conditions are thus very important impetuses for developmental 

investment.

Developmental Investment—Hypothesis 3: Institutions created for developmental 
investment will likely be a reaction to persistent and deep-seated economic 
problems.

                                                
37 This point has an important relationship with the previous hypothesis in that when the initial costs of 
reform are reduced, an incumbent would be even more inclined to create an institution for developmental 
investment.
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Scope of the Reform

While the previous hypothesis suggested that developmental investment occurs as 

a response to enduring inefficiencies in the existing system, deep-rooted and complex 

economic problems are unlikely to be solved by a single institution or a one-off reform.38

Especially as crises wear on, executives will look to implement comprehensive reforms 

as opposed to limited stopgap measures. Thus, when institutions are created with an eye 

toward long run gains, it is likely that an incumbent will implement a wide-ranging 

package of complementary innovations aimed at achieving broad goals (e.g. 

macroeconomic stability) as opposed to narrow ones (e.g. simply saving a portion of 

rents for a rainy day). As discussed in Chapter 4, Chile first responded to the 1981-82 

economic crisis with a series of limited stopgap measures (Arellano et al. 1987). As the 

economic woes continued, policymakers finally enacted a comprehensive series of 

measures to minimize the country’s troubling dependence on copper rents and cultivate 

the non-copper export sector. The “most important” component of this series of 

institutional reforms was the Copper Stabilization Fund (Meller 1992: 52-53; World 

Bank 1990). This leads to another hypothesis for the likely circumstances surrounding 

instances of developmental investment.

Developmental Investment Hypothesis 4: Institutions created for the purposes of 
developmental investment are likely to be implemented alongside an array of 
complementary reforms with far-reaching goals.

Content of the Reform

In contrast to political insurance, developmental investment looks to achieve 

broadly defined goals instead of constraining rivals. As a result, the parchment rules of 

                                                
38 For example, successful neoliberal economic reforms tended to be packages consisting of several 
innovations. A singular reform, such as privatization of state enterprises, could never have corrected the 
problematic economic imbalances faced by states in crisis. Rather, reducing the state’s role in the domestic 
economy, tackling inflation, and making it more appealing to investors required a battery of policies.
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institutions created for developmental investment should focus more on assisting the 

executive in meeting institutional objectives than on restraining her actions.

Developmental Investment—Hypothesis 5: The rules of institutions created for the 
purposes of developmental investment need not contain explicit rules constraining 
the executive.

The developmental investment hypotheses are largely the opposite of the 

theoretical specifications of political insurance, and thus create different conditions under 

which institutions operate. These hypotheses do share a similarity with the logic of 

political insurance: developmental investment is a restrictive explanation, incapable of 

accounting for all episodes of institutional creation. 

Applied more specifically to NRSFs, the logic of developmental investment 

would suggest that politically strong executives with plenty of time left in their term 

facing the longstanding economic problems stemming from natural resource 

dependence—described in the previous chapter—enact an array of reforms to attack these 

problems, with a NRSF as its core. For incumbents, the political liabilities of maintaining 

the current economic policies are greater than the short-term benefits of squandering 

rents, minimizing their reluctance to create institutions that will only bear fruit in the 

medium to long term. Citizens and economic actors, reeling from the economic volatility 

and macroeconomic instability caused by natural resource dependence, are also more 

likely to stomach the initial political sacrifices required by the NRSF. While these factors 

provide the conditions under which NRSFs are created, the next section explains the 

causal mechanisms of developmental investment that engender institutional strength. 

The Causal Mechanisms of Institutional Strength under Developmental Investment

Why would self-interested incumbents comply with institutions that constrain 

their autonomy? As noted above in the discussion of political insurance, institutions tend 
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to be susceptible to being disrespected, especially when they restrict an incumbent’s 

access to politically valuable state resources. Is there any reason to think that institutions 

created according to the tenets of developmental investment would fare any better? I 

argue to the affirmative: whereas political insurance actually facilitated institutional 

decline, institutions created for the purposes of developmental investment provide 

incumbents with incentives to adhere to their rules.

Under developmental investment, the building blocks of institutional strength start 

with its creator. As mentioned above, incumbents may have ideological reasons that can 

help them uphold policies in the near term, potentially helping them to stomach the 

transition costs associated with the institution. Furthermore, hypothesis two suggests that 

incumbents are secure enough in their tenure to not need to worry about political rivals in 

the short term. However, given that incumbents have a preference to maintain their 

influence, a main question is why an incumbent would simply not “break the piggy bank” 

at the end of her term. Indeed, reneging on institutional rules and engaging in a political 

business cycle financed by rents (for more on the political business cycle see Nordhaus 

1975 and Drazen 2001) could help an incumbent enhance her, or her party’s, chances in 

the next election. How do the conditions associated with developmental investment 

militate against such temptations? 

Most importantly, per developmental investment hypothesis three, the main goal 

of the institution was to undo rampant economic volatility and replace it with a smoothly 

functioning economy ahead of the next referendum on the president. More specifically, 

the institution’s creator wants to be sure to avoid a big bust before an election; a very 

salient concern in rent earning states given the inherently unstable nature of natural 
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resources prices.39 Furthermore, the incumbent staked her political future on establishing 

macroeconomic stability and would thus be extremely hesitant to undo these measures for 

fear of reverting to the politically pernicious boom and bust pattern. Moreover, the 

incumbent would also have to worry about the aftereffects of backtracking on 

institutional rules if she successfully won re-election. Indeed, with a weakened 

institution, the post-election economic climate would likely be subject to macroeconomic 

volatility, causing the incumbent to confront anew the problems she attempted to rectify 

in her previous term in addition to paying the institutional adjustment costs all over again. 

In short, institutions created for developmental investment function as a type of economic 

insurance for its creator; and in an unstable economic landscape—a characteristic of 

natural resource exporting states—she would be loath to cash out this policy.

Yet even if the NRSF’s creator fails to extend her tenure, successor 

administrations are also likely to uphold institutions created for the purposes of 

developmental investment. Developmental investment increases the probability of 

institutional strength after the creator’s departure for two main reasons. First, new 

administrations have few incentives to weaken or ignore their predecessor’s innovations. 

To be sure, these institutions place constraints on the freedom of action of successor 

governments. However, unlike political insurance, there are developmental benefits to be 

gained from respecting these policies, which can be translated into political advantages. 

Second, successor governments encounter high barriers to ignore or alter institutions 

created for developmental investment. On the one hand, the institutions themselves 

become more resilient to changes and deviations from the status quo. On the other hand, 

the pressure wielded by non-governmental actors with a stake in the success of the 

                                                
39 As a reminder, because natural resource prices follow a random walk, incumbents can never be sure if 
tomorrow will bring a positive or negative price shock.
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institution encourages administrations to comply with their institutional commitments. 

The irony is that institutions can tie the hands of successors—political insurance’s goal—

when this was not the creator’s principal aim. 

Minimized Incentives to Alter or Ignore Institutional Rules

Per hypothesis one, developmental investment involves a greater interval between 

institutional creation and government turnover than political insurance. This aids 

institutional stability because the originator of the institution assumes the initial political 

liabilities associated with its creation. Therefore, the cost of maintaining the institution is 

generally low, removing a potential motivation for successor administrations to 

disrespect the policy. For example, the initial liabilities of increased taxation or reduced 

public spending associated with NRSF creation will likely be ancient history for 

successor administrations inheriting established stabilization funds. 

Furthermore, as the institution takes root, successor administrations can enjoy the 

fruits of the economic stability it produces. Especially in countries prone to painful boom 

and bust cycles, there are political benefits to be derived from eradicating such volatility 

(Engel and Meller 1993; see Ocampo 2005 for a broad view of the importance of 

macroeconomic stability). A government presiding over periods of stable growth 

minimizes its likelihood of breakdown (Przeworski et al. 2000; Morrison 2009), while 

increasing its chances of reelection as economic stability is a public, and not a selective, 

good (Lora 2006). The sustained political support for the Concertación coalition in Chile, 

which presided over an era of newfound economic stability (Larraín and Parro 2008; 

Ffrench-Davis 2002), largely confirms this reasoning. When the institution is a 

cornerstone of this stability and of an administration’s future success—as the CSF was in 

Chile (author interview with Marfán 2010)—successor governments have incentives to 
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respect its rules. Thus, institutions created for developmental investment impose few 

costs and offer tangible benefits to new administrations, increasing the likelihood 

institutional rules will be upheld.

Greater Institutional Checks

Even in circumstances when executives face temporary political pressures to strip 

back institutional rules—a massive natural resource boom that causes citizens to clamor 

for greater spending of rents, for example—the conditions under which developmental 

investment occur make such deviations difficult. In accordance with hypothesis one, 

institutions have a greater chance to consolidate their strength when they are not created 

immediately before government turnover. “When institutional arrangements 

persist…actors develop expectations of stability and consequently invest in skills, 

technologies, and organizations that are appropriate to those institutions” (Levitsky and 

Murillo 2009: 123). Thus, not only does the passage of time facilitate shared expectations 

among actors regarding the functioning of the institution, but “sunk costs” in these 

institutions generate increasing returns (Pierson 2000). Indeed, as time has passed, Chile 

has become much more sophisticated with the operation of its NRSF: a dedicated staff in 

the Central Bank manages its investments and monitors its balance while an independent 

panel of experts is used to help predict the long-term copper price trends. Such factors 

help institutions become more resilient when a new administration takes office as well as 

during times of heightened political pressure.40

                                                
40 An incumbent might also face a strong opposition having a veto over potential institutional 
modifications. Unlike political insurance, which predicts a political environment characterized by a weak 
opposition, developmental investment has little to say about the nature of the opposition and its capacity to 
stanch (or facilitate) efforts to stray from the institutional status quo. Thus, the strength of the opposition 
will need to be examined on a case-by-case basis. However, under the predictions of developmental 
investment, the opposition is unlikely to be a major player in the maintenance of the policy, as attempts to 
revise the institution are unlikely to occur in the first place. 
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Furthermore, because the institution is not just a stand-alone entity but rather part 

of a broader array of policies, per hypothesis four, changing just one element will likely 

be quite difficult. Just as it is impossible to remove a load bearing pillar without 

sacrificing the integrity of the rest of the structure, changing the rules of institutions that 

are building blocks for broader policies will have far-reaching impacts that executives 

will need to consider. The differences between Venezuela and Chile are instructive: while 

Hugo Chávez’s modifications to Venezuela’s stand-alone NRSF elicited no ripple effects, 

the intricacy of Chile’s web of policies created to reduce its dependence on copper rents 

meant that any change to the CSF would certainly impact the multitude of institutions it 

supported. Whereas the former NRSF had no defenses to prohibit such modifications, the 

insulated and entrenched nature of the latter creates several stopping points. 

Non-governmental Interests Helping to Maintain Institutional Integrity

Finally, the longer an institution is in operation, beneficiaries of the new policy 

are likely to develop who can transform their newfound economic gains from the 

institution into political clout (Moravcsik 1997). These stakeholders, acting as non-

governmental veto points (Tsebelis 1995), will apply political pressure in order to avoid 

institutional changes detrimental to their interests. While non-traditional exporters in 

natural resource-rich countries are traditionally weak,41 an effective NRSF can help them 

get off the ground economically, enhancing their political influence in the process. As the 

political importance of these stakeholders expands, they tend to be very vocal in their 

opposition to policy changes and actions that hurt their interests; which holds especially 

true for exporters (Duer 2010). As a result, the autonomy of the executive to alter policies 

                                                
41 Furthermore, Duer (2010) notes that exporters typically are defensive, and not offensive, in their 
lobbying efforts.
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in ways that hurt the welfare of these actors will shrink, adding another building block of 

institutional stability. 

Thus, while short-term temptations to backtrack on institutional commitments will 

always exist, developmental investment makes succumbing to these inducements 

difficult. Indeed, under the logic of this approach, institutional inertia makes them 

resilient to change, external actors are in a better position to make the executive comply 

with her institutional commitments, and successor administrations have political 

incentives not to strip back the innovations of their predecessors. As the rules of this 

innovation are respected across consecutive administrations, institutional strength 

deepens, making compliance in the future even more likely.

Since the performance of institutions is so tightly tied to the conditions under 

which they were created, institutional design or the “parchment rules” (Carey 2000) 

guiding NRSFs are of little consequence. My argument suggests that an institution aimed 

at constraining successors that contains strong formal rules will be less successful than 

one with weak rules created for developmental investment. Thus, an institution’s strength 

should not simply be equated with its formal attributes, mirroring the conclusion reached 

by Levitsky and Murillo (2009). By elucidating the origins of institutional strength, 

developmental investment overcomes a major weakness of recent resource curse 

arguments and extant analyses of NRSFs: the tendency to equate the strength of 

institutions with their formal characteristics.

Under developmental investment, NRSFs are successful because they make 

compliance with their rules more politically beneficial than spending rents for short-term 

political gain. Successor administrations, who arrive in office years after the NRSF was 

created, inherit a much different economy than what existed before the NRSF. The long-

lasting and troubling economic volatility stemming from boom and bust cycles is 
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replaced by stability as NRSF revenues are stored during good times and disbursed across 

the lean years. Maintaining this stability provides a vehicle through which successor 

governments can extend their influence, while raiding the NRSF—however beneficial it 

may be in the short term—compromises this stability and hence their future electability. 

Furthermore, as government spending of rents decreases, exchange rates stabilize and 

inflation diminishes. These macroeconomic benefits provide non-natural resource 

exporters a stable foundation from which to increase their profitability and supply the 

government with alternative—and more reliable—sources of tax revenue. Moreover, the 

NRSF’s long-term stability will be enhanced as these newly empowered economic actors 

channel their economic clout into political demands. As Chapter 4 illustrates below, 

NRSF creation in Chile followed the path of developmental investment, engendering a 

strong NRSF, and, as a result, the reduction of the resource curse. In conclusion, political 

insurance works, but only as the unintended consequence of developmental investment. 

CONCLUSION

This chapter examined and explained the variation of NRSF strength. Finding that 

several extant explanations focusing on international- and domestic-level variables were 

incapable of explaining NRSF success, I argue that political insurance and developmental 

investment lead institutions to be created under vastly different conditions. These 

opposing circumstances ultimately account for the variation in NRSF strength in Chile, 

Venezuela, and beyond.

Specifically, stabilization funds created to constrain the autonomy of successors 

via the logic of political insurance tend to prove ineffective. When short-term political 

concerns are the impetus behind the creation of NRSFs, new executives can easily 

disregard the institutions foisted upon them by their ousted predecessors. Indeed, these 
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imposed institutions impinge upon the ability of new administrations to use rents for 

instrumental purposes, potentially burden citizens, and produce few stakeholders seeking 

to uphold the NRSF. Save for the institution’s creator, politically motivated stabilization 

funds are to no ones’ short-term advantage. As a result, executives inheriting these 

innovations can easily alter or ignore their rules in order to use rents for personal political 

gain. The result is that countries remain subjected to the economic uncertainty of 

fluctuating rents despite a formal institution that could help inoculate against the resource 

curse. 

This is precisely the path followed in Venezuela. Under conditions that mirrored 

the theoretical specifications of political insurance, the outgoing Caldera administration 

created a NRSF mere weeks before Hugo Chávez was elected to the presidency in a 

landslide. As my argument would suggest, this politically motivated institution failed. 

Instead of serving its intended function of keeping oil revenues out of the hands of the 

new president, the rules of Venezuela’s NRSF were watered down almost immediately, 

leaving an abundance of rents at Chávez’s disposal. The serial weakening of this 

institution allowed Chávez to spend hundreds of billions of dollars in oil revenues to 

finance his own political views and goals. This largesse has not led to sustained economic 

advancement. Rather, Chávez has deepened Venezuela’s dependence on unpredictable oil 

rents and further exposed the economy to the vagaries of oil prices (Corrales and Penfold 

2011). Yet it was never the intent of the NRSF to rectify Venezuela’s problematic 

addiction to oil. The goal was to tie Chávez’s hands from using rents for political 

purposes, but the NRSF failed in this task precisely because it was created according to 

the tenets of political insurance.

However, when NRSFs are created to address politically damaging economic 

conditions via the logic of developmental investment, institutional strength results. 
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Whereas executives creating NRSFs as political insulation mechanisms are concerned 

foremost with short-term concerns, incumbents seek to enhance their medium- to long-

term political standing under the logic of developmental investment. The focus on 

achieving goals over the long run ultimately buttresses institutional strength: citizens 

enjoy the economic stability engendered by the NRSF; non-governmental actors who 

have a stake in upholding the institution have time to develop the political clout necessary 

to protect their interests; and most importantly, governments inheriting these NRSFs 

enjoy greater political benefits from upholding the institution than from disrespecting it 

for short-term gains. In short, successor administrations would run the risk of killing the 

goose laying the golden eggs if they undercut stabilization fund rules.

The development of Chile’s NRSF conforms to this path. The Copper 

Stabilization Fund was part of a broad array of reforms created in 1985 by the politically 

stable Pinochet regime in response to a persistent economic crisis. As this institution—

along with its sister reforms—helped Chile escape the economic volatility of the copper 

price cycle, successor Concertación administrations had political incentives to maintain 

this institution. Furthermore, as the Copper Stabilization Fund achieved its goal of 

reducing the dominance of copper in the Chilean economy, non-traditional exporters 

became more politically powerful. Even absent the continuing benefits the Concertación 

governments derived from this institution, they would have encountered barriers to 

meddling with its rules. In short, the hands of Chilean policymakers were tied from 

watering down the Copper Stabilization Fund, which was the result of this institution 

being created according to the tenets of developmental investment.

In the end, political insurance makes “rational fools” (Sen 1977) out of 

executives. By calculating too narrowly, too selfishly, and by being too focused on short-

term benefits, these “rational” actors hinder the attainment of their own goals. Ultimately, 
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the “rational” predecessor ends up further politically marginalized as successor 

administrations end up running roughshod over imposed institutions. 

In contrast, under developmental investment, executives end up as sages, but only 

because they were able to curb their venal impulses. By using a NRSF to put off today’s 

gains in order to receive a greater reward tomorrow, these institutions are given the 

breathing room to develop a solid foundation. In the end, institutions created according to 

the logic of developmental investment can generate the strength necessary to keep future 

administrations from rent seeking.

This dichotomy will be explored in-depth over the next several chapters. It will be 

demonstrated that the conditions under which NRSFs are created greatly impact their 

eventual performance. Ultimately, the theory developed in this chapter, combined with 

abundant empirical evidence, provides a cogent account of the variation of institutional 

strength. I continue this exploration into the origins of NRSF effectiveness in the next 

chapter by illuminating the case of Venezuela, where a stabilization fund meant to 

constrain Hugo Chávez was quickly upended. 
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Chapter 3: The Failure of the Macroeconomic Stabilization Fund in 
Venezuela

“Ten years from now, twenty years from now, you will see: oil will bring us ruin… Oil is 
the Devil's excrement”

- Juan Pablo Pérez Alfonso
Former Venezuelan Minister of Mines and Hydrocarbons (1959–64)

INTRODUCTION

On November 4 1998, little more than one month before a presidential election in 

Venezuela would determine incumbent President Rafael Caldera’s replacement, the 

country codified the Macroeconomic Stabilization Fund42 (MSF). The stated purpose of 

this institution was to “ensure that fluctuations of oil revenues do not affect the fiscal 

equilibrium” (República de Venezuela 1998, author’s translation). On paper, the MSF 

seemed to provide the blueprint for addressing the country’s longstanding addiction to 

volatile oil rents, which was largely responsible for Venezuela’s decades-long economic 

feebleness. The rules of the fund stipulated that this institution would store “excess” oil 

revenues during periods of higher petroleum prices and disburse these savings when rents 

plunged. This buffer stock thus had the potential to help Venezuela escape the havoc 

wreaked upon public finances by volatile and unpredictable oil prices. However, despite 

providing an institutional framework to help Venezuela escape the resource curse, this 

institution has failed to live up to its promise. A decade later, the MSF’s balance was 

almost entirely depleted—although oil prices were historically high—while the country’s

economy remained on shaky footing.

                                                
42 In Spanish, the Fondo de Inversión para la Estabilización Macroeconómica. In 2003, this institution 
would be renamed as the Fondo para la Estabilización Macroeconómica. However, the institutional 
structure of the renamed fund remained largely unchanged, leading me to use the abbreviation “MSF” to 
refer to both institutions. 
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This chapter seeks to explain why this institution—which was desperately needed 

by Venezuela’s rent-addicted economy—deteriorated so quickly. I argue that the most 

cogent explanation for the MSF’s weakness was that it was not principally motivated by a 

desire to shield the economy from the vagaries of oil prices on international markets. 

Instead, this institution was installed as a political insurance mechanism meant to 

constrain likely incoming president Hugo Chávez’s access to politically valuable oil 

rents. It will be shown that the conditions under which the MSF was created mirror the 

theoretical specifications for political insurance developed in the previous chapter. As 

predicted by the critique of this approach, institutional weakness rapidly ensued. Because 

the MSF was created for the purposes of political insurance, Chávez had no incentives to 

uphold this institution and few barriers preventing him from hollowing it out. Within 

months of taking office, Chávez weakened key elements of the MSF law, giving himself 

more access to and greater discretion over an increasing stock of oil revenues. Ultimately, 

this institution was modified 10 times over the next 10 years, becoming weaker and less 

capable of providing a buffer against oil price volatility with each additional alternation. 

Eventually, deposits into the fund were ceased entirely, even though the country earned 

unprecedented income from petroleum during the 2000s oil bonanza. Furthermore, 

despite Chávez gaining greater freedom over the use of petroleum revenues, he often did 

not even comply with institutional rules; even those that he himself had enacted. In sum, 

the stability and enforcement of Venezuela’s stabilization fund have been abysmal, 

resulting in institutional weakness.

My argument that poor MSF performance was the result of being created for the 

purposes of political insurance is more compelling than rival explanations. No 

international organizations had any hand in the creation or management of the MSF. 

Furthermore, Chávez was able to alter the rules of this institution with equal ease in eras 
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of greater and fewer veto players and under periods of more and less democracy. 

Moreover, Chávez’s profligate rent spending has deviated little from previous 

administrations that held different political ideologies. Finally, at the point where this 

case study begins, Venezuela actually possessed certain state characteristics, such as an 

efficient state-run oil company, that would suggest the country could have fielded a 

successful stabilization fund. In the final analysis, only my argument provides an 

understanding of how and why Venezuela’s stabilization fund was unsuccessful.

Paradoxically, the attempt to use an institution to tie the hands of a political rival 

gave Chávez free reign over an increasing stock of petroleum revenues, allowing him to 

fritter away tens of billions of dollars on pet projects and inefficient public investments. 

As would be expected by the failure of this institution and Chávez’s subsequent 

spendthrift ways, Venezuela remains mired in the grip of the resource curse, unable to 

escape from the well-documented negative economic outcomes associated with 

commodity abundance. Since the beginning of Chávez’s tenure, the Bolívar has been 

devalued several times in response to domestic economic imbalances while Venezuela 

has witnessed one of the highest rates of inflation in the world. In addition, imports have 

accelerated while non-oil exports have all but evaporated. As the importance of oil in 

Venezuela’s economy has increased, the MSF’s weakness has diminished the country’s 

capacity to guard against oil price fluctuations. In the end, the country is even more 

susceptible to economic volatility stemming from rent dependence.

This chapter ultimately clarifies why Venezuela’s stabilization fund has been so 

ineffective while also demonstrating the difficulty facing political insurance arguments: 

the conditions accompanying attempts to use institutions to restrain political rivals 

facilitate the evisceration of these institutions and promote rent seeking by successor 

administrations.
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Oil and the Venezuelan Economy: From Prolonged Boom to Boom and Bust

“The Venezuelan economy since the 1920s can be summed up in a word: oil” 

(Naím 1993: 19). While problematic over the past 40 years, oil was not always noxious 

for Venezuela’s economic development. In fact, it was on the back of oil rents that 

Venezuela was able to develop and modernize its economy (Domingo et al. 1994: 127). 

Before the bonanzas of the 1970s, “the petroleum sector gave the necessary support for 

an expansion in the rest of the economy” (Salazar-Carrillo 1994: 221). Oil helped 

Venezuela become a star performer in the region: between 1920 and 1980, Venezuela’s 

annual GDP growth rate of 6.4 percent was the highest in Latin America (Amuzegar 

2001: 162). Just as oil did not inhibit economic growth, neither did it initially crowd out 

non-petroleum sectors. To the contrary, rents greatly aided the development of 

Venezuela’s non-oil industries (Corrales and Penfold 2011). For example, until the late 

1960s, the manufacturing sector in Venezuela expanded briskly, with an annual growth 

rate between 1950 and 1957 reaching 15 percent (Di John 2009: 17).43

This period of oil-driven sustained development allowed Venezuela to advance in 

other important ways. The country’s social indicators and individual-level economic 

statistics—such as stocks of human capital, per capita GDP, and its national savings 

rate—matched or bypassed regional leaders (Di John 2009).44 In addition, contrary to the 

political predictions of resource abundance (see Ross 1999), Venezuela was 

strengthening its party system and developing a democratic tradition while increasing the 

development of its oil sector. These seemingly fortuitous characteristics—a growing 

economy, skilled social actors, and burgeoning institutions—would seem to have 

                                                
43 See Di John (2009: 15-32) for a more thorough account of oil-driven economic development from the 
1920s to the 1960s. 
44 While Kurtz and Brooks (2011) find that higher levels of human capital allow countries to bypass the 
negative economic effects of the resource curse, Venezuela’s levels of human capital were unable to 
prevent the worst outcomes associated with oil dependence. 
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provided a strong foundation for Venezuela to continue its march toward the developed 

world (Kurtz and Brooks 2011; Robinson et al. 2006; Havro and Santiso 2011: 27). 

For decades, Venezuela’s experience ran contrary to the predictions of the 

traditional resource curse literature: until the 1970s, “the worst economic outcomes from 

the resource curse—oil booms leading to deindustrialization—had never transpired in 

Venezuela” (Corrales and Penfold 2011: 66). 

However, features of the international market, as opposed to good domestic-level 

policies and conditions, largely allowed Venezuela’s economy to develop in harmony 

with oil abundance. As Table 3-1 shows, the average price per barrel (adjusted for 

inflation in US$ 2010) before the oil booms of the 1970s was relatively low and very 

stable—with a remarkably small standard deviation of 3.7 over a 50 year period—

compared to the much more volatile period since 1970. This stability kept economic 

fluctuations—and hence the economic dangers of oil abundance—at bay, allowing the 

country to develop in a steady manner. The petroleum shocks of the 1970s would 

fundamentally upend the consistency that Venezuela enjoyed. As opposed to the more 

predictable and steady prices between 1920 and 1969, “On average, since 1970 oil 

revenues have varied from one year to the next by an amount equivalent to 6 percent of 

GDP;” a fluctuation that was “wildly unmanageable” without an institution—such as a 

NRSF—to help manage this instability (Naím 1993: 22). The vagaries of the oil market 

deeply affected the economy of Venezuela by subjecting it to extreme volatility. With 

nothing to shield the country from this flux, Venezuela began to exhibit symptoms of the 

resource curse.
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1920-1969 average 1970-2012 average
(standard deviation) (standard deviation)

$15.70 $45.02 
(3.77) (24.53)

High (year) High (year)
$33.40 (1920) $98.50 (2008)

Low (year) Low (Year)
$9.30 (1931) $10.10 (1970)

Average GDP Growth 1952-73 Average GDP Growth 1974-82
6% 3.20%

Source: British Petroleum 2011; Randall 1994

Table 3-1: Oil Prices/Barrel (in US$ 2010), 1920 – 2012

This new era of petroleum price instability coincided with the exposure of some 

cracks in Venezuela’s economic miracle. Oil had come to dominate the economy in an 

unbalanced manner: rents began to account for over 90 percent of total export revenues 

while “the non-oil economy, and particularly the manufacturing sector, experienced a 

dramatic decline” (Di John 2009: 15; World Bank 2012). The deepened dependence 

meant that Venezuela’s destiny became inextricably connected to the increased volatility 

of world oil markets (The Economist Intelligence Unit 1992: 10).

Despite some warning signs, the immense short-term gains from the bonanza 

beginning in 1974 obscured the mounting long-term economic problems caused by 

unstable oil prices and increased rent dependence. As the price of petroleum on world 

markets more than tripled between 1973 and 1974, rents flowed to the Venezuelan 

government in unprecedented sums (Salazar-Carrillo 1994: 239). This massive and 

unparalleled increase in government revenues seemed to justify the deepening of 
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Venezuela’s fiscal dependence on rents. The atrophy of non-oil sectors—and indeed of 

their overall economic importance—seemed entirely insignificant when contrasted with 

the exploding fiscal contributions from the petroleum industry.

As demonstrated by Venezuela’s experience until the 1970s, rents themselves 

need not be a drag on a country’s economy. Rather, the policies and institutions used to 

manage oil income largely determine whether rents will unleash adverse economic 

effects (Havro and Santiso 2011; Kurtz and Brooks 2011).45 When first presented with 

these revenues, President Rafael Caldera—who would return to the presidency two 

decades later to play a decisive role in the creation of Venezuela’s NRSF— took a 

prudent approach, pledging to “administer abundance as if we were administering 

scarcity” (quoted in Naím 1993: 21). This initial reluctance to wantonly spend rents 

dissipated rapidly, and instead of administering scarcity, the first Carlos Andrés Pérez 

administration moved (1974-79) to “sow their petroleum” (Karl 1997: 33) and reap the 

political benefits of doing so. Unfortunately, the “unprecedented accumulation of 

reserves gave rise to all manner of illusions, false expectations, and consequently, policy 

mistakes” (Naím 1993: 21). 

Thinking that developed-world status awaited, the country embarked on large-

scale, government-led investment projects (Naím 1993: 20). During the euphoria of the 

first oil boom, Venezuela’s economic situation seemed incredibly stable and the 

country’s future extremely bright. Per capita GDP rose to an all-time high, surpassing the 

rest of Latin America (Amuzegar 2001: 162). This prosperity swelled the ranks of the 

middle class and allowed many Venezuelans to “briefly experience firsthand what it 

meant to have higher living standards” (Goodman et al. 1995: 9). The domestic economy 

                                                
45 Furthermore, the degree of volatility of natural resource prices can unleash further economic havoc. 
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seemed so strong that the country donated $540 million to the International Monetary 

Fund in order to help developing countries (Martínez 1989: 155; Amuzegar 2001: 108-

09), while also providing cheap oil and money for development to countries in the 

Caribbean basin (Randall 1987: 208-09; Blank 1984: 161). 

Ironically, while Venezuela was donating to international developmental 

institutions, the country was borrowing heavily from foreign sources to finance its own 

economic progress (Salazar-Carrillo 1994; Amuzegar 2001: 107). Throughout the 1970s, 

individual government agencies and state-owned enterprises had their own budgets and 

were able to indebt themselves without congressional or presidential approval. As a 

result, many government agencies embarked on massive projects that required substantial 

long-term investments—some stretching more than 15 years into the future (author 

interview with Izaguirre 2010). Indeed, “public outlays grew in such a way that even in 

abundant periods there existed budget deficits that had to be financed by borrowing, both 

internally and externally” (Salazar-Carrillo 1994: 254). Amazingly, during this era of 

record growth in government revenues, Venezuela was simultaneously the world’s 

largest debtor per-capita thanks to its largesse (Randall 1987: 189). 

Unfortunately, the returns on these government-led projects were negatively 

impacted by an increasingly inefficient public sector and a coddled private sector 

(Weyland 2002: 119). Compared with earlier periods, the use of rents for developmental 

purposes became much less efficacious in the 1970s (Salazar-Carrillo 1994: 221). Unlike 

the 1920s through the late 1960s, rents during the 1970s were not being used in a way 

that provided a foundation from which to keep the economy growing.

In fact, although initially obscured by the massive gains of the oil sector, 

economic issues compounded during the boom. Inflation and overvaluation of the 

currency were creeping up to uncomfortable levels (Maza Zavala 2009: 115-122; The 



84

Economist Intelligence Unit 1992: 11). The deepening addiction to rents and the 

subsequent over-valuation of the exchange rate diminished Venezuela’s productive 

capacity by precipitating the deterioration of nontraditional exports (Salazar-Carrillo 

2011: 254). In addition, Venezuela experienced a massive increase in imports on the 

order of 33.7 percent annually between 1973 and 1978 (Corrales and Penfold 2011: 65; 

see also Amuzegar 2001: 165). In short, Venezuela was experiencing the classic 

economic symptoms of the resource curse. 

However, given that oil prices appeared to be going nowhere but up and with 

Venezuela’s continued access to deep lines of credit, mounting debts, economic 

concentration in the oil sector, and public sector inefficiencies were not pressing matters. 

The bonanza had an inebriating effect (Corrales and Penfold 2011), and the good times 

were hypothesized to be the new normal, encouraging further government spending and 

indebtedness. As a result, “economic constraints had no place on the agendas of 

Venezuelan politicians and government officials” during the 1970s and early 1980s 

(Naím 1993: 23).

Of course, the era of high, sustained petroleum prices proved to be transitory, with 

rents slipping through the 1980s. As prices dropped dramatically from their high in 1981, 

oil—the foundation of the Venezuelan economy—became much less capable of keeping 

the economy afloat. “Although oil brought Venezuela to the peak of prosperity, it did not 

cushion the country’s plunge into economic crisis” (Naím 1993: 19). As Table 3-1 above 

notes, the most remarkable characteristic of the oil market since the 1970s has been its 

instability. Being subjected to the vagaries of petroleum prices has meant that 

Venezuela’s economic growth (and contraction) has mirrored the irregular trends of oil 

markets (The Economist Intelligence Unit 1997: 10). 
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In retrospect, even the boom years proved less economically beneficial than 

initially thought, producing more exhilaration than concrete economic gains. Despite the 

influx of rents, overall growth proved to be “disappointing” between 1973 and 1985 with 

the economy shrinking eight consecutive years between 1978 and 1985 (Salazar-Carrillo 

1994: 249; Naím 1993: 24). Comparatively, during the boom years, the average 

economic growth rate of middle-income countries—many of which lacked abundant 

natural resources—was more than double Venezuela’s (Randall 1987: 171). Other lasting 

impacts of the oil bonanzas were a deepened and unshakable dependence on oil, the 

neglect and withering of non-oil economic sectors, and a mountain of debt that declining 

oil income could not pay down. These economic stumbling blocks had the effect of 

ushering in a period of extreme economic torpor in Venezuela.

The Maintenance of Procyclical Policies during Scarcity

Despite knowing that an over-reliance on rents was the primary driver of 

Venezuela’s woes, policymakers had a difficult time changing course. In fact, 

“dependence on a single export…inhibited the creation of policies that might have 

averted the long-term declines in productivity and economic health” (Naím 1993: 19; see 

also Maza Zavala 2009: 27-28). The most obvious means to counter the negative effects 

unleashed by volatile petroleum prices—and their subsequent impact on Venezuela’s 

economy—was the creation of a NRSF. This solution was a very bitter pill to swallow 

due to the political sacrifices required. Across several administrations, restraining 

spending was an unpalatable option when positive shocks gave leaders hope that they 

could spend their way out of trouble. As a result, much needed reforms were continually 

placed on the back burner or shelved altogether when oil price hikes allowed the 

possibilities of more expansionary, and less austere, budgets. In short, oil rents were 
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essentially seen as both the cause of and solution to Venezuela’s economic ills, where the 

impetus to change course would erode as booms represented possible economic salvation.

Although resolving Venezuela’s economic sluggishness during the 1980s and 

1990s proved difficult, there was no debate surrounding the perceived origins of these 

problems. Both policymakers and non-governmental economic analysts alike had long 

since fingered oil as the culprit of Venezuela’s “haphazard” and “anemic” growth 

(Amuzegar 2001: 164). Although ridiculed when first uttered in the 1970s, the 

prognostication of former Venezuelan Oil Minister Juan Pablo Pérez Alfonso that “Ten 

years from now, 20 years from now, you will see, oil will bring us ruin” became more 

and more prescient and accurate into the 1980s. From a policy angle, it was known as 

early as 1983 that Venezuela’s rentier model and “absolute fiscal dependence” on oil 

revenues was outdated and unsustainable (author interview with Izaguirre 2010; Maza 

Zavala 1994: 81, author’s translation; see also CORDIPLAN 1981, 1984). Although it 

was obvious that the low and volatile oil prices in the 1980s unleashed immediate 

economic pain (Malavé Mata 1995: 68), it was also well known that the country’s lack of 

economic diversification provided no immediate escape from dependence (Domingo et 

al. 1994). To combat these issues, government planning documents of this era spoke to 

the importance of finding new areas of growth (CORDIPLAN 1984), and the “necessity 

of reorienting the development strategy to one that is more efficient and based in the 

promotion of non-traditional exports” (CORDIPLAN 1990a: 2-3, author’s translation). 

Oil would thus need to take a back seat with the spending of rents cut if progress was to 

be made.

Implementing these positively minded solutions to attack the country’s economic 

predicament, however, proved much more difficult in practice. In contrast to the reform-

minded rhetoric of government planning documents, Venezuela’s actual economic 
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policies during the 1980s were marked by “a repudiation of economic orthodoxy” 

(Weyland 2002: 72), maintaining the procyclical tendencies of the 1970s. 

First, the government of Luis Herrera Campíns (1979-1984) came to power 

having accused the previous administration of “wasting the oil fortune” (Amuzegar 2001: 

107). Herrera Campíns initially undertook reforms—including a dramatic cut in public 

spending—to cool off the overheating economy he inherited (Amuzegar 2001: 109).

Setting the trend for future governments, the administration scaled back these unpopular 

economic policies once oil prices soared (Karl 1997: 175-76), sharply increasing 

government outlays (Amuzegar 2001: 109). Once again, the boom was transitory and 

with no means to shield the economy from this volatility, the pain was quickly felt. As 

rents dwindled, so too did the popularity of the president. In the end, “The economic 

policies of the Herrera Campíns government (1979-1984) have been widely criticized for

content, timing, occasional inconsistency, and their devastating effect on the nation’s 

economy” (Randall 1987: 188).

To rectify these problems, Jaime Lusinchi (1984-1989), assumed the presidency 

with an “electoral mandate of putting the country back on the right track with a strong 

dose of fiscal discipline and austerity medicine” (Boué 1993: 188). Once again, reforms 

were more palatable as promises than actions. Upon taking office, his administration 

undertook “irresponsible” and “clearly unsustainable” policies (Weyland 2002: 86). 

“[Trying] to boost the economy through increased public outlays,” Lusinchi “embarked 

on a massive investment program to reactivate the economy” (Amuzegar 2001: 165-66). 

Lusinchi’s profligate spending required him to deepen Venezuela’s reliance on rents: 

“during these years, various measures were introduced seeking to enlarge the revenues 

derived from the oil sector, while increasing the degree to which governmental revenues 

were dependent on its hydrocarbon resources” (Salazar-Carrillo 1994: 258).
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Problematically, in 1986, oil prices fell (in real terms) to levels not seen since 

1973. Nevertheless, instead of backtracking on his statist economic policies, Lusinchi 

maintained his spendthrift ways throughout the remainder of his term, decimating 

Venezuela’s stock of international reserves (Ochoa 1992: 23; The Economist Intelligence 

Unit 1992: 10).46

As oil prices increased briefly in 1987, Lusinchi doubled down on his 

expansionary policies to increase short-term output— following the typical political 

business cycle—in advance of the 1988 presidential election, (Weyland 2002: 86; Naím 

1993: 28). While this tack increased the popularity of the outgoing president and kept the 

presidency in AD party hands, it gave the false impression of a viable economy. Instead, 

incoming president Carlos Andrés Pérez inherited an economic powder keg, with 

minimal income from rents, weak non-oil sectors, no foreign reserves upon which to 

draw, and mounting inflation all conspiring against him. 

Despite warning signs and knowledge of the underlying problems facing 

Venezuela, no serious reforms had been put in place by the late 1980s. The excesses of 

Pérez’s first presidency (1974-1979) set the tenor for his successors, who maintained and 

deepened untenable economic policies (Goodman et al. 1995: 9). Although the political 

benefits attained from spending rents had thwarted reforms even under adverse economic 

conditions, Venezuela seemed to finally be at the end of the line and Pérez appeared 

ready to rectify the country’s ills.

CAP II: Inches from Developmental Investment

Low oil prices and a depleted stockpile of international reserves impeded Pérez 

from buying his way out of immediate economic duress as he reassumed the presidency 

                                                
46 From a 3 percent surplus of GDP in 1985, reserves were down by US$ 7.7 billion by 1988, creating a 9.4 
percent deficit (The Economist Intelligence Unit 1992: 41; Naím 1993: 37).
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in 1989. These clear and sustained economic imbalances, however, finally provided a 

genuine opportunity to implement real solutions to Venezuela’s deep-rooted structural 

problems. From the outset, the second Pérez government sought to capitalize on these 

circumstances by enacting far-sighted reforms. Starting from his early 1989 inauguration, 

Pérez introduced the most serious and comprehensive economic adjustment package in 

Venezuela’s history—called the Gran Viraje, or Great Turnaround. Having missed the 

1980’s Latin American trend of heterodox stabilization measures, Venezuela was now 

implementing orthodox neoliberal reforms that Pérez saw as necessary to stabilize and 

rationalize the economy at “breakneck speed” (Weyland 2002: 111; author interview with 

Guerra 2010; Naím 1993: 49).

For the first time, Venezuela was laying groundwork for a structural shift away 

from an over-reliance on volatile oil rents. In order to buttress reforms intended to 

stabilize the economy and diversify it away from a dependence on hydrocarbon revenues, 

plans for an oil stabilization fund were contained within the blueprints of the Great 

Turnaround (CORDIPLAN 1991: 28). The goal was for this institution to begin operating 

in 1992, with a sizeable initial investment (CORDIPLAN 1990b).47 Although the exact 

institutional design for the stabilization fund was inchoate, economic technocrats put 

much thought into the theory behind and goals for the NRSF. As they saw it, an oil 

stabilization fund could rectify three primary oil-driven economic problems in 

Venezuela: inefficient public spending, losses of potential production, and an unstable 

exchange rate that caused uncertainty and limited investment (CORDIPLAN 1990b: 1). 

Economic policymakers thus hoped to use the fund not only for stabilization of public 

                                                
47 Internal planning documents suggested that the greater the initial investment into the stabilization fund, 
the lower the chances of institutional collapse (CORDIPLAN 1990b: 22).
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finances in the short run, but also to reinforce Pérez’s battery of economic reforms and to 

provide a foundation for long-term development.

Although Pérez made haste in implementing this series of reforms, he hit 

roadblocks early on, with public opinion—as well as “the beliefs and attitudes of 

Venezuela’s political, economic, labor, and even academic elite” (Naím 1993: 47)—

decidedly against many of the Gran Viraje’s provisions. Although Pérez pursued reforms 

to rectify the problems he felt he created in his first term (Naím 1993: 46), typical 

circumstances derailed the push for structural adjustments. As oil prices surged due to the 

Persian Gulf Crisis starting in late-1990 and continuing into 1991, reforms were scaled 

back and the resulting rents applied as an economic salve: “the government increased its 

expenditures in order to stimulate growth and placate opponents of structural adjustment” 

(Weyland 2002: 112; see also Naím 1993: 64 and The Economist Intelligence Unit 1992: 

11). The stabilization fund—which would have required the government to not spend 

these rents with such abandon—was ultimately shelved, a victim of the stalled reforms 

and “political pressures” (Kelly and Palma 2006: 211; The Economist Intelligence Unit 

1997: 13). Once oil prices retreated in 1992, Pérez was facing extreme political 

headwinds—two separate coup attempts and eventual impeachment—that made the 

reactivation of his aborted economic adjustment package next to impossible. The NRSF, 

for the time being, was dead.

The initial conditions of Pérez’s second presidency were ripe to create a NRSF for 

the purposes of developmental investment. Upon assuming office, Pérez encountered 

clear—and long-standing—economic imbalances due to the macroeconomic instability 

unleashed by volatile oil prices. Looking toward the long term and ready to incur the 

costs of reform (Naím 1993: 46-47), he initiated a sweeping adjustment package to 

reduce the negative economic impacts of oil, replacing rent-dependence with a more 
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diversified economy. Indeed, the administration appeared to be very serious about 

implementing a stabilization fund as it was the focus of separate economic planning 

documents (CORDIPLAN 1990b) and the 1992 Economist Intelligence Unit Venezuela 

country profile even mistakenly noted that the institution had been created. 

However, because economic adjustment was a process, the NRSF remained on 

the “to do” list of future reforms. Before the stabilization fund could be created, Pérez’s 

political standing had slid to the point where taking the long view and incurring the short-

term costs of reforms became untenable. Instead of using the gains from the Gulf War oil 

boom for an initial NRSF deposit, these rents were needed to shore up short-term

political support. Creating a NRSF became impossible when spending petroleum 

revenues was prioritized over saving them. Furthermore, by succumbing to Venezuela’s 

rent addiction once again, Pérez’s extant reforms meant to diversify the economy and 

enhance the non-traditional export sector were largely disbanded or rendered moot.

By the end of Pérez’s impeachment-shortened term, little economic progress had 

been made. The political incentives forestalling the installation of policies to attack 

Venezuela’s deep imbalances perpetuated the country’s economic feebleness. The fate of 

the stabilization fund was relegated to a wish list and was thus never given a chance to 

rectify the country’s troubling dependence on oil rents. In “the absence of a specially 

designed mechanism to mitigate the adverse consequences of shocks,” Venezuela 

remained vulnerable to the economic and social costs of “abrupt increases and decreases 

in the price of oil” (Gomes Lozano 1997: 9, author’s translation).

Political vs. Economic Needs and the Eventual Creation of the MSF

After Pérez’s ouster, two placeholders—Octavio Lepage Barreto and Ramón José 

Velásquez—served out the remainder of his term. The subsequent election brought 



92

another former president, Rafael Caldera—who preceded Pérez in the 1970s—to power 

for a 5-year term. Similar to his predecessor, Caldera would find it difficult to create a 

NRSF for economic purposes. Indeed, an oil boom between 1996 and 1997 would stall 

economic reforms, causing the government to think oil rents would solve their economic 

woes. However, unlike Pérez, Caldera would eventually face political circumstances that 

motivated him to create a NRSF in the waning days of his tenure. 

Due to the failure of previous administrations to attack the root causes of 

Venezuela’s economic malaise, no real improvements had been made when Caldera 

assumed the Presidency in February1994. Having seen the icy reception to the pro market 

policies of Pérez, Caldera had campaigned against economic orthodoxy. Even though he 

immediately faced an acute banking crisis, Caldera acted rather irresponsibly, enacting no 

fewer than nine “confused” economic plans that corresponded to his stated dismissal of 

neoliberalism (Weyland 2002: 214-15; Amuzegar 2001: 186). Indeed, in keeping with 

Venezuela’s traditional rentier model (Corrales and Penfold 2011: 48), economic 

policymakers at the beginning of Caldera’s second term hoped that oil rents would 

provide the government with sufficient resources to overcome the fiscal crisis facing the 

state (Weyland 2002: 215; Nóbrega and Ortega 1996: 179-83). Even in the absence of an 

oil boom during the first two years of his administration, Caldera indulged in the state 

interventionist policies he had campaigned upon (Weyland 2002: 236; The Economist 

Intelligence Unit 1997: 4), which predictably failed to release the country from the grip 

of the resource curse. 

As Venezuela’s economic weakness persisted and rents did not accrue in 

sufficient quantities to buoy the economy, Caldera was forced to make an about-face. 

Encountering continued economic torpor, the government launched an orthodox reform 

package, the Agenda Venezuela in 1996. Although he implemented reforms he had 
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previously eschewed—most notably turning to the IMF for help—Caldera “was a 

reluctant follower, not the initiator, of the Agenda Venezuela” (Weyland 2002: 236). 

Nevertheless, for a time in 1996, “Caldera made an effort to behave responsibly,” cutting

public expenditures, for example (Corrales and Penfold 2011: 51).48 Other politically 

unpopular policies, such as a massive devaluation and a hike of public-sector prices, were 

also included in this reform package (Weyland 2002: 226; CORDIPLAN 1996). Within 

the blueprints of the Agenda Venezuela were provisions for a debt rescue fund, which 

would have channeled excess rents away from current spending in order to pay down 

Venezuela’s massive external debt (CORDIPLAN 1996: 18; The Economist Intelligence 

Unit 1997: 13).49

Despite the economic need for these reforms, they were—not surprisingly—never 

popular with Venezuela’s citizenry, with their pinch being more evident than their 

effectiveness (FEGS 1998; Di John 2009: 218). As Caldera was never fully committed to 

these reforms, it is of little surprise that he was willing to abandon them when economic 

conditions provided such an opportunity. The sharp spike in oil prices starting in 1996 

greatly minimized the push for austerity measures and led the government to strip back 

reforms (Palma 1999: 154-55; Weyland 2002: 231-32; Nóbrega and Ortega 1999). This 

change of tack was consistent with the long-term trend in Venezuelan economic policy:

Government pledges to reform the public sector and to create a more diversified 
economy have repeatedly been shelved as oil prices have risen in time to relieve 

                                                
48 However, the depth of Caldera’s reforms is a matter of debate: The Economist Intelligence Unit (1997: 
13) noted that “As with previous announcements of impending reform, in practice the government has yet 
to implement any significant measures to reduce its current expenditure.”
49 Although very similar in many respects to a traditional stabilization fund, a debt rescue fund had several 
differences. While a debt rescue fund did help minimize overspending, it could not provide a buffer against 
unstable oil rents—Venezuela’s principal economic problem. Furthermore, whereas a stabilization fund 
stored rents for future use, revenue applied to a debt rescue fund could not be recovered for spending in the 
future. As a result, a BCV study suggested that a more traditional stabilization fund would better help 
Venezuela meet its economic challenges (Schliesser 1997).
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pressure on the fiscal accounts, persuading successive administrations to avoid 
undertaking harsh and potentially unpopular structural reforms (The Economist 
Intelligence Unit 1997: 10).

The planned debt reduction fund was a casualty of the abandonment of the 

Agenda Venezuela. The increase in rents—and, more specifically, the use of these 

revenues—made the implementation of a stabilization fund politically difficult, and 

impossible in practice, because the government was unwilling to restrict its spending of 

oil revenues seen as the silver bullet to improve the economy. Instead of being saved for 

a rainy day, rents were used to increase government spending, most notably providing 

public sector workers—still one-seventh of the entire work force (Amuzegar 2001: 

186)—with a wage hike.

Predictably, oil prices crashed in 1997, halting the short-lived and fragile 

economic recovery (Weyland 2002: 243). Despite the depletion of public finances caused 

by the bust, the government had difficulties ratcheting down expenditures to pre-boom 

levels (Nóbrega and Ortega 1999). Nóbrega and Ortega (1999: 180, author’s translation) 

noted that Venezuela’s monetary and fiscal problems were exacerbated by the “absence 

of a macroeconomic stabilization fund that could have isolated the economy from the 

monetary effects of the petroleum bonanza.”

While the maintenance of procyclical policies in Venezuela following more than 

two decades of repeated cycles suggests a lack of learning on the part of policymakers, 

the real problem was a dearth of political will. Indeed, by the late 1990s, oil price cycles 

were nothing novel to economic policymakers (interview with Izaguirre 2010), nor were 

calls to shield the economy from the vagaries of the international petroleum market. 

While previous oil cycles shaped economic ideas—the reform packages of Pérez and 

Caldera contained provisions for stabilization funds—sensible economic policies on 

paper were insufficient to overcome political incentives. In the end, the actual 
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implementation of economic ideals that constricted access to rents was a bridge too far 

for Venezuela’s executives in times of plenty.

This gulf between economic best practices and political resolve was on full 

display during the Caldera administration in the mid-to-late 1990s. Throughout Caldera’s 

second term, and especially during the height of the 1996-1997 oil boom, Venezuela’s 

economic and political actors were on different pages. As ballooning oil prices provided a 

path toward perceived economic salvation, a stabilization fund was quickly taken off the 

table by Caldera’s political team. At the same time as the políticos were backtracking on 

the need for a NRSF—and indulging Venezuela’s fiscal addiction to rents— economic 

technocrats in the Venezuelan Central Bank (BCV hereafter) were independently 

working through 13 versions of a stabilization fund law (Rivero 2001). As part of its 

technical process, the BCV held an international conference (aided by IMF support) 

bringing in experts and managers of stabilization funds from other countries in December 

of 1997 (Rivero 2001; author interview with Rivero 2010). In a stark demonstration of 

the distance between the technical and political wings of the government, Caldera’s 

economic planning minister, Teodoro Petkoff, was not involved in this forum (author 

interview with Petkoff 2010). Despite its importance to the Venezuelan economy, a 

NRSF was of little interest to Caldera’s political team when public coffers were flush 

with rents.

The gap between economic ideals and political needs quickly narrowed toward 

the end of Caldera’s term, but out of political necessity rather than economic concerns. 

By 1998, the financial gains from the transitory oil price spike were largely squandered 

(Nóbrega and Ortega 1999: 163) and had done little to rectify the hardships facing most 

Venezuelans. For example, in 1998, the percentage of households living in poverty was 

49 percent, and those in extreme poverty reached 20 percent (Corrales and Penfold 2011: 
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84). Despite the state spending strategies undertaken during the oil boom, the poor 

economic conditions after oil revenues dried up led to a massive drop in popular support 

for the Caldera administration. This came on top of a more general crisis of confidence 

with the traditional political system: due to prolonged economic stagnation, resentment 

over the status quo and against politicians was especially acute (Corrales and Penfold 

2011: 95). Such sentiments were reflected in the proportion of the population supporting 

“radical political changes” more than doubling, from 8 percent in 1995 to 17 percent in 

1998 (Canache 2006: 43). Public attitudes largely discredited anyone from within 

Caldera’s new Convergencia party in the 1998 elections,50 while also impeding the 

viability of candidates from either of Venezuela’s two traditional parties, AD and COPEI. 

While the presidential race was very fluid during 1997, political outsiders 

rejecting the labels of the established parties led in initial polls. Voters initially flirted 

with the candidacy of former beauty queen and mayor of a Caracas district, Irene Sáez, 

who “[topped] every poll as the most popular choice for the presidency” (The Economist 

Intelligence Unit 1997: 8; see also LAWR 1997). This initial support proved unsustainable 

due in part to her “inability to articulate a comprehensive program” (Tinker Salas 2009: 

232). 

As 1998 unfolded, an unmistakable frontrunner—who “tapped into the growing 

popular discontent” (Tinker Salas 2009: 232)—became clear. “Taking over the lead, 

[Hugo] Chávez began his dramatic ascent, registering 30 percent in polls taken in May 

and reaching 39 percent by August 1998” (McCoy 1999: 66). The “dramatic rise” of 

Chávez “made many people nervous” because of his status as a political outsider, the 

coup attempt he had spearheaded in 1992, his promises to demolish the last vestiges of 
                                                
50 Indeed, although Teodoro Petkoff was once thought to have his eye on the presidency (Weyland 2002), 
by 1997 he was fighting to maintain his position in the government as “rumors [had] surfaced over his 
chances of survival in office” (The Economist Intelligence Unit 1997: 8).
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Venezuela’s traditional political system, and the populist rhetoric he was espousing 

(McCoy 1999: 67; Corrales and Penfold 2011).51

In response to these political pressures, the Caldera administration “revived 

proposals to set aside surplus oil revenues” via a NRSF (The Economist Intelligence Unit 

1999: 24). Although a NRSF had the potential to address Venezuela’s economic 

problems, enacting such an institution at this time also served auxiliary functions: 

restricting the flow of politically beneficial resources to the populist outsider set to 

become president. Importantly, rents remained the largest contributor to public spending 

despite the drop in oil prices in late 1997, reaching 63 percent of governmental income 

(Gomes Lozano 1997: 8; see also García Osío et al. 1998: 9). Furthermore, petroleum 

income was the backbone of Venezuela’s classic rentier model, under which presidents 

spent rents with abandon in order to augment their political standing (Corrales and 

Penfold 2011: 48). Having just used rents to finance state-led development policies, the 

political value of oil income was very salient to the políticos, motivating them to find a 

way to minimize the amount of executive discretion over petroleum revenues.

Thus, after being off the Caldera administration’s radar screen for many years, the 

MSF law became a national priority as the December 1998 election date neared and 

Chávez’s victory became ever more likely. The regular meetings between the heads of 

the Treasury and Economic Planning ministries, the Central Bank, and Congressional 

leaders facilitated the passage of the MSF (author interview with Izaguirre 2010). After 

broad congressional approval, the “long-awaited” (Analítica Mensual 1999) stabilization

fund was finally codified on November 4, 1998, a mere month before the presidential 
                                                
51 Fears over Chávez’s rise were so acute that a handful of military officers sought to “stage a ‘preventive’ 
military coup which would block Chávez’s accession to the presidency,” but were arrested a month and a 
half ahead of the election, before they could implement the plan (LAWR 1998d). In a less dramatic event, 
several US investment banks issued warnings that a Chávez presidency would negatively affect investor 
confidence (LAWR 1998b).  



98

elections would bring radical Chávez to power in a landslide. With the institution 

becoming active with only a few weeks left in Caldera’s term, he ultimately wrote the 

rules of an institution that would hardly impact him while shackling his successor.

The codified MSF law incorporated institutional design characteristics that placed 

clear constraints on the newly elected president. A previous draft of the oil stabilization 

fund law released more than 21 months in advance of the 1998 election—before a clear 

threat from the opposition took shape—suffered from “grave design flaws” by providing 

too much presidential discretion over important parameters of the institution (Gomes 

Lozano 1997: 9). These “flaws” were rectified in the final version of the law, eliminating 

the potential for executive manipulation of the institution by making the rules of the 

institution more restrictive and less discretionary.52

Economic concerns appeared to play less of a role in the creation of Venezuela’s 

stabilization fund than political ones. Although oil prices had slipped during late 1997 

and into 1998, the Minister of Finance during this period, Maritza Izaguirre, suggested 

that low oil prices were not an immediate factor in the creation of the MSF (author 

interview with Izaguirre 2010). Indeed, deep concerns over slipping oil prices were first 

aired during the first half of 1998 (see, for example LAWR 1998a). Furthermore, despite 

the multifaceted economic problems caused by Venezuela’s rent addiction—an unstable 

exchange rate, a weak export sector, and sluggish domestic manufacturing—other 

complementary reforms were not under consideration by Caldera’s economic planning 

team, much less legislative deliberation, at the time the MSF was codified (author 

interview with Petkoff 2010). The MSF was thus a one-off institution rather than a 
                                                
52 For example, this early version of the rules allowed the executive to estimate the oil income for the year, 
which would have provided the executive with incentives to overestimate the annual fiscal contribution of 
rents in order to be able to access stored rents in times of elections (Gomes Lozano 1997: 11). In the final 
version, these discretionary parameters were replaced with strict formulas based upon averages over the 
previous 5-years. 
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component of a comprehensive set of policies intended to rationalize Venezuela’s 

economy.

Moreover, the broader macroeconomic contributions of a stabilization fund were

not on the minds of the policymakers when this institution was created. In fact, the 

Economic Planning Minister during much of the Caldera administration, Teodoro 

Petkoff, downplayed the more far-reaching effects of a stabilization fund (author 

interview with Petkoff 2010), suggesting that stabilization funds had a singular purpose: 

to remove excess rents from being used for current spending in order to stabilize public 

finances later on. This narrow view of the economic potential of stabilization funds 

stands in marked contrast to the ideals of technocrats during Pérez’s second presidency, 

who wanted to implement a NRSF in order to improve Venezuela’s macroeconomic 

conditions (CORDIPLAN 1990b). 

It also bears mentioning that this reform was not a product of pressure from 

international financial institutions. While the IMF had supplied some technical assistance 

well before the ultimate passage of the fund (Rivero 2001), policymakers involved in its 

creation noted that the initiative was purely domestic in origin (author interviews with 

Rivero 2010, Petkoff 2010, and Izaguirre 2010).

Rather, MSF creation mirrors the theoretical specifications for political insurance 

developed in the previous chapter, strongly suggesting this reform was driven by political 

expedience rather than economic necessity. Economic policymakers had long known 

Venezuela needed a stabilization mechanism, but political actors’ reluctance to restrict 

their own access to rents continually prevented this institution from becoming a reality. In 

1998, the political stakes in Venezuela were higher than they had been since the 

transition to democracy in 1958. Not only was Chávez a political outsider, but he had 

also promised to demolish the Punto Fijo regime—the political agreement among AD
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and COPEI that undergirded Venezuela’s political system—once and for all, representing 

a break with Venezuela’s established political order. While the Caldera camp had no 

viable candidate in the race, polls unequivocally showed that Chávez would emerge 

victorious in the December 6, 1998 elections (LAWR 1998d). In short, the impotent 

Caldera administration faced a clear oppositional threat. 

Furthermore, the institution was created mere weeks before this election—after 

many delays (The Economist Intelligence Unit 1999: 24)—at a time when no amount of 

rent spending could have salvaged the Caldera administration’s political standing. In 

addition, the final version of the law had been modified from earlier versions to limit 

presidential discretion over the institution and the use of rents. Finally, far from being 

part of a broader package of countercyclical economic policies aimed at improving public 

finances or minimizing Venezuela’s dependence on oil revenues, the MSF was a narrow, 

isolated reform. 

The creation of the MSF embodied all of the features of political insurance, 

mirroring the theoretical specifications developed in Chapter 2. In short, short-term 

political concerns drove the actions of the Caldera regime much more than economic 

rationale.

Functioning of the MSF

Although the outgoing Caldera administration sought to tie the hands of Chávez, 

the new president quickly weakened the institution almost immediately after taking 

power, increasing his discretion over oil revenues in the process (Corrales and Penfold 

2011: 49-56). Though there is good reason to believe the MSF was dead on arrival, this

was not the result of Venezuela’s general institutional weakness. In fact, Venezuela had 

recently witnessed a notable feat of institutional success where failure would be expected: 
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A 1994 tax reform provided the government with historically large shares of non-oil 

income (Weyland, 2002: 232). For example, even though oil prices were off by more 

than US$ 2 per barrel (in US$ 2010) from 1993 to 1994, Venezuela’s total tax take as a 

percentage of GDP was actually higher in 1994 (British Petroleum 2011; Martorano and 

Cornia 2011). This represents a surprising development considering the country’s noted 

weak institutions and brittle tax apparatus (Karl, 1997). Venezuela experienced further 

instances of impressive institutional and administrative performance, most notably, with 

the state-owned oil company PDVSA. Before Chávez, this institution was largely 

shielded from political manipulation, was more efficient than most other national oil 

companies, and was much more capable than other Venezuelan state-owned enterprises 

(Ascher 1999; Di John 2009; Corrales and Penfold 2011; Blank 1984: 155). This success 

of PDVSA occurred in a political atmosphere thought to be generally corrupt. The 

success of an institution governing Venezuela’s petroleum sector augured favorably for 

the nascent stabilization fund. Thus, simply being created into Venezuela’s weak 

institutional environment was insufficient to cause NRSF failure.

Nor was Chávez’s seemingly staunch anti-neoliberal stance the main culprit of the 

MSF’s demise. While Chávez’s campaign rhetoric was populist in nature, he did not 

display an antipathy against neoliberal reforms during his first months in power. In fact, 

Chávez had attacked Venezuela’s dependence on oil during the presidential campaign, 

promising to diversify the economy (LAWR 1998c); a goal shared by the neoliberal 

technocrats during the second administration of Carlos Andrés Pérez. Moreover, Chávez 

initially administered the economy in a surprisingly prudent manner, even maintaining 

his predecessor’s Minister of Finance for several months (Corrales and Penfold 2011: 51; 

Weyland 2002: 245). His 21st Century Socialism manifesto and anti-market platform 

were only adopted later on in his tenure, when rising oil prices allowed him to do so 
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(Corrales 2010). Taken in historical context, apart from Chávez’s rhetoric, his profligate 

spending of rents is in line with his predecessors’ actions, who wore different ideological 

stripes (Corrales and Penfold 2011: 63).

Moreover, Venezuela’s level of democracy—a variable Bagattini (2011) found to 

be a key predictor of a strong NRSF53—cannot be held accountable for the poor 

performance of the MSF. While Chávez has been subject to accusations of being 

authoritarian and dictatorial by critics and analysts (e.g. Shifter 2006: 46), it was only in 

2006 that the country’s democracy score slipped below the democratic threshold 

according to the Polity IV database (Gurr and Jaggers 2010). Nevertheless, the MSF was 

first altered at the outset of Chávez’s term, when democracy still reigned. As will be 

discussed below, the rules of this institution have been weakened and ignored repeatedly 

during the democratic (1999-2005) and authoritarian periods (2006-present) of Chávez’s 

presidency, suggesting this variable has little predictive power in determining NRSF 

performance. 

Similarly, the veto players approach has difficulty explaining the instant weakness 

of the MSF. Although the opposition became increasingly marginalized as Chávez’s 

tenure wore on, Chávez came into office facing four veto points according to the 

Database of Political Institutions; the same number as Costa Rica, Chile, and Uruguay, 

which are considered to be Latin America’s more economically sober countries (Keefer 

2010). These institutional checks, however, proved insufficient to curtail Chávez’s ability 

to weaken the MSF from the outset of his presidency, well before the evisceration of his 

opponents caused the number of veto points in Venezuela to halve.

                                                
53 However, as noted in Chapter 1, Bagattini’s measure for NRSF strength only examines the indirect fiscal 
impact correlated with these institutions. 
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Rather, because the MSF’s creation conformed to the tenets of political insurance, 

Chávez inherited an institution that was born weak. Furthermore, the political conditions 

that motivated the Caldera administration to create the MSF facilitated Chávez’s ability 

to dilute this institution from the start. Before going into the reasons for why the MSF 

proved so easy to subvert, I first chronicle the trajectory of this institution under Chávez.

Chávez’s Programmatic Weakening of the MSF

Similar to the one-month differential between the creation of the MSF and Hugo 

Chávez’s election, mere weeks separated the January 1, 1999 implementation of this 

institution and Chávez’s February 2, 1999 inauguration. From the outset, Chávez had 

incentives to alter the rules of the inherited stabilization fund.

The budget for fiscal year 1999—composed by the departed Caldera 

government—stipulated an abnormally high oil reference price: US$14/barrel when 

PDVSA’s “best case scenario” for oil prices during 1999 was $13.30/barrel (LAWR

1998e). With oil prices stuck in single digits in February 1999, Chávez immediately 

faced a budget shortfall. Hamstrung by the situation he inherited, Chávez initially acted 

with some pragmatism on the economic front, maintaining his predecessor’s finance 

minister and slashing certain areas of the budget (Kelly and Palma 2006: 220-21; Ellner 

2008: 110-12; Weyland 2002: 245; Corrales and Penfold 2011: 51). Nevertheless, he also 

quickly maneuvered to gain more control to administer the economy. In early 1999, 

riding the wave of popularity that swept him into office, Chávez convinced Congress to 

give him broad decree powers to manage Venezuela’s continuing fiscal and budgetary 

woes (Kelly and Palma 2006: 220).

As the new president gained more economic authority, the petroleum market 

started to improve steadily. After only 6 weeks in office, higher oil prices were set to 



104

provide the Chávez administration with billions more dollars than initially anticipated 

(LAWR 1999a). As oil prices continued their rapid ascent—surging more than 73 percent 

by Chávez’s third month in office, surpassing PDVSA’s most optimistic oil price 

projection for 1999—the nascent MSF prohibited Chávez from getting his hands on even 

a portion of these rents. Indeed, the original stabilization fund law gave the executive 

absolutely no discretion over excess petroleum revenues, channeling 100 percent of 

earnings above the reference price to the institution. While the fund did include a ceiling 

capping its size—no further deposits would be made when MSF revenues reached 80 

percent of the average oil income from the previous five years—all profits surpassing this 

threshold were earmarked for debt repayment. 

With the decree authority granted by Congress—and a dearth of governmental 

and non-governmental actors capable of providing a counterweight—Chávez amended 

the MSF as “one of his first economic acts” in May 1999 (VenEconomía 1999). A first 

major feature of this reform was slashing the reference price from US$14/barrel to 

$9/barrel. On paper, this appeared to be a “conservative” shift (Kelly and Palma 2006: 

220), which actually allowed the MSF to begin accumulating revenues; Caldera’s high 

reference price had prohibited such transfers to that point.

However, there seemed to be little technocratic rationale driving the reference 

price’s downward revision.54 First, when this change was implemented, actual prices 

were well above $9/barrel (U.S. Energy Information Administration 2010). Second, 

$9/barrel was extremely low by historical standards—a level not seen since 1973—and 

hovered toward the low end of PDVSA’s 1999 oil price projection (British Petroleum

2011; LAWR 1998e). Third, instead of annually revising the base price according to the 
                                                
54 Corrales (2010) noted that a gimmick of Chávez has been setting a low oil reference price in order to 
take more control over the amount exceeding the base price, which became more important once he started 
cancelling deposits into the MSF starting in the final quarter of 2001 and continuing to the present. 
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trends of the market, this modification held the reference price static at $9/barrel for the 

next 5 years, or throughout the remainder of Chávez’s initial mandate.55

The seemingly “conservative” nature of the reduced reference price must also be 

considered in tandem with the rest of the alterations made to the stabilization fund law 

during this round of reforms. Had Chávez simply lowered the base price of oil and left 

the rest of the fund’s parameters intact, the institution would surely have been 

strengthened. Alarmingly, the revised version of the law provided Chávez with greater 

opportunities to spend rents on several fronts. First, whereas the initial version of the law 

directed all rents exceeding the reference price to the MSF, only 50 percent of revenues 

above the base price would be devoted to the fund after this alteration; with most of the 

remainder going to current social spending. 

Second, instead of dedicating 100 percent of rents exceeding the institution’s 

ceiling to public debt repayment, 40 percent of these excess rents would go to the Fondo 

Único Social (FUS), or Unified Social Fund, 35 percent to the Venezuelan Investment 

Fund,56 while relegating debt reduction to 25 percent. The FUS, created in 1999, was “an 

institution run by the military that disbursed billions of dollars of oil monies” for social 

development projects (Edwards 2010: 217). By channeling rents through the FUS instead 

of the budget, Chávez was able to use rents for his preferred projects, largely bypassing 

Congress in the process.

Third, up to 40 percent of all MSF withdrawals were to be directed to the FUS. 

This deviated sharply from the original rules, which dedicated all revenues extracted 

                                                
55 The original version of the law used a formula—the average export price of the previous five years—to 
determine the reference price. Chávez’s change to the MSF law used a fixed price that was not determined 
by the market.
56 The Venezuelan Investment Fund was created in 1974 to channel rents to investment projects. This fund 
was not a stabilization fund (author interview with Rivero 2010). 
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from the fund to the treasury in order to cover budgetary shortfalls. Instead of using rents 

to stabilize public finances, this modification sought to increase public spending.

Fourth, the formula used to set average annual oil income—the sum used to 

determine the MSF’s ceiling—was replaced with a pre-determined quantity. The new 

value represented less than 3 percent of GDP, which was far beneath oil’s typical annual 

contribution to Venezuela’s GDP (Vera and Zambrano Sequín 2001).57 Lowering this 

threshold would thus channel more rents to the FUS, increasing Chávez’s ability to spend 

oil revenues.

Finally, the revised version of the MSF law also gave the executive the authority 

to make emergency withdrawals from the institution—without congressional approval—

for five years.

In sum, while Chávez’s first major reorientation of the MSF did allow the 

institution to start collecting rents, it opened the door for greater immediate spending of 

petroleum income while also giving the president more authority over the use of these 

revenues. Ironically, it simultaneously provided a foundation for stabilization while 

increasing Venezuela’s fiscal dependence on rents.

Linking the MSF to the FUS greatly increased the spending of rents for social 

projects—to the tune of US$330 million in the 2000 budget alone (RBV 2000). This level 

of spending channeled through the FUS in the 2000 budget went “beyond the amount that 

neoliberals would have considered appropriate” (Ellner 2008: 112), a harbinger of the 

end of Chávez’s initial economic prudence. Although there were “reports of chaotic 

implementation of social programs like the… [FUS]” (Kelly and Palma 2006: 230), 

transferring rents from the MSF to social spending via the FUS paid political dividends 

                                                
57 For reference, even during the negative price shock of 1998, oil still accounted for over 13 percent of 
GDP (World Bank 2012).
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for Chávez. Corrales and Penfold (2011: 25) note that presidential popularity has been 

highly correlated with public expenditures during Chávez’s tenure. Importantly, the 

alterations to the stabilization fund engineered by Chávez were a precondition of this 

spending spree. 

If the first round of modifications to the MSF was a heterodox mix of pro-saving 

and pro-spending priorities, subsequent alterations by the Chávez government “reinforced 

doubts about its willingness to adhere to fiscal discipline” (Kelly and Palma 2006: 225).

Chávez modified the MSF once again in October 2001, slashing the percentage of rents 

dedicated to the MSF from 50 percent to 6 percent.58 While dramatically cutting the 

portion of excess income devoted to the MSF constrained the institution’s ability to 

properly buffer the economy against shocks, it also effectively delinked the deposit and 

withdrawal rules, potentially allowing the “absurd” situation of payments into and 

extractions from the fund occurring simultaneously (Clemente et al. 2002: 55).59 Chávez 

effectively resolved this potential conundrum by a concurrent modification that cancelled 

all MSF deposits for the remainder of 2001 and throughout 2002. Another round of 

changes in October 2002 continued the cancellation of deposits into the fund during 

2003. 

While the October 2001 and October 2002 alterations halted the flow of money 

coming into the fund, further changes to the law allowed the removal of MSF revenues in 

the absence of negative price shocks. In January 2003, Chávez nullified the clause that 

extracting funds from the fund required oil revenues to fall below the five-year average, 

making withdrawals largely discretionary. Furthermore, he abolished a clause from the 

                                                
58 This was slated to take effect in 2003, and 1 percent would be added to this sum annually for five years 
(through 2007), after which the deposit rules would revert to those codified in the 1999 reform. 
59 For more detailed analysis of the first two rounds of rule changes to the MSF see Clemente et al. (2002) 
and Vera and Zambrano Sequín (2001). 
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original MSF law capping annual withdrawals at two-thirds of the fund’s balance at the 

beginning of the year. 

While a major reorientation to the rules of the MSF occurred in late 2003—

complete with a change of the institution’s name—it has been of little consequence 

because withdrawals have either been cancelled or ignored since 2002 (see Table 3-2 

below). 

Chávez’s Lack of Compliance with the MSF Law

Interestingly, despite amending the rules of the MSF to his liking, Chávez often 

did not show any deference to the increasingly watered down law. Some of the offenses 

have been technical in nature while others have been more nefarious. In 2002, the 

watchdog arm of the National Assembly—the Oficina de Asesoría Económica y 

Financiera (OAEF)—found the Chávez administration to be in violation of the MSF law 

on several fronts. A first report noted that deposits to the fund were in arrears and outside 

of the 90-day window stipulated by the institution’s rules (OAEF 2002b: 3). Furthermore, 

this agency reported that Chávez’s requests for MSF revenues during 2001, as well as the 

Central Bank’s ultimate approval of these entreaties, were “illegal” (OAEF 2002a: 17).

A more scathing analysis by the OAEF revealed that petroleum revenues meant 

for the MSF were redirected “for the payment of salaries and bonuses to government 

employees,” ultimately finding the Chávez administration responsible for “the diversion 

of public funds” (LAWR 2002b). This report corroborated the suspicions of MSF 

“raiding” by other analysts (LAWR 2002a). Clemente et al. (2002), for example, found it 

“difficult to understand” how cumulative MSF deposits only reached US$ 6.7 billion in 

late 2001 when the fund’s balance should have been closer to $10 billion given previous 

deposits and oil market conditions (see also Maza Zavala 2009: 74). Thus, even after 
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Chávez changed the rules of the MSF to his liking, he largely did not even bother to 

comply with its weakened rules.

By late 2003, the bulk of the MSF’s holdings had been drained as Table 3-2 

below shows. Without deposits to refill the institution, controversies over the misuse of 

stabilization fund revenues have naturally subsided. Not surprisingly though, the absence 

of payments into the MSF has also been problematic. In order to be in compliance with 

institutional rules, Chávez has often issued ad hoc decrees to cancel deposits for a given 

fiscal year. Indeed, such proclamations were published for fiscal years 2002-2006, and 

again in 2008. However, the decree to withhold payments during 2006 was issued 

retroactively, four months into 2007. Furthermore, these annulments have been absent 

from the pages of the Gaceta Oficial de la República—the government periodical in 

which laws are published—for fiscal year 2007 and for those since 2009, suggesting the 

administration has simply been ignoring the MSF’s deposit rules during these years. See 

Table 3-3 for a list of changes to the MSF since Chávez’s inauguration.

In the wake of the cancellation—or dereliction—of payments into the MSF, this 

institution sat largely dormant for more than seven years. This period of inactivity was 

finally broken in 2011 when the Chávez administration withdrew US$ 829 million, 99.6 

percent of the fund’s remaining balance (The Economist 2011), which occurred when 

average annual oil prices encroached on all-time highs.
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Factors Facilitating Changes to the MSF

Clearly the attempt by the outgoing Caldera administration to withhold rents from 

Chávez’s hands via a stabilization fund has failed. While mounting oil revenues provided 

Chávez with incentives to weaken the MSF’s rules from the start, the ease with which he 

did so was fostered by the politically motivated nature of this institution. In short, 

because the MSF was created according to the tenets of political insurance, it quickly 

folded for several reasons.

First, this institution was a reaction to the electoral strength of Chávez and the 

weak political standing of the incumbent administration. These factors ultimately played 

important roles in the downfall of the MSF. As predicted by myriad pre-election polls, 

Chávez won the 1998 election in a landslide, garnering the highest vote percentage for a 

presidential candidate in Venezuela’s 40-year democratic history. In contrast, Caldera’s 

Convergencia party won just 2.3 percent of the vote for the upper chamber and 2.5 

percent in the lower house. This electoral momentum followed Chávez to the policy 

arena, where “His massive electoral mandate and the disrepute into which established 

sociopolitical forces had fallen gave Chávez the power to enact drastic changes in 

economic policy” (Weyland 2002: 245). Although Venezuela’s two traditional parties—

AD and COPEI—combined for a total of about 36% of the vote in lower and upper 

chamber elections, their ability to continue playing a major role in Venezuelan politics 

was in serious doubt. For example, COPEI’s presidential endorsement of Irene Sáez in 

the 1998 election had actually “cost her votes” (Durham 2010: 244). In contrast, Chávez 

was perhaps the most legitimate political force in Venezuela. The post-election political 

landscape in Venezuela favoring the new executive follows the predictions of political 

insurance specified in Chapter 2. 
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Furthermore, in accordance with the tenets of political insurance, Chávez’s strong 

political standing in the wake of his predecessor’s ouster lowered the barriers for enacting 

drastic institutional changes. Specifically, in the first half of 1999, congress bestowed

“wide decree powers” upon Chávez, ceding their own authority to contribute to the 

management of the economic problems facing Venezuela (Kelly and Palma 2006: 220).

With this decree authority, Chávez had license to alter the MSF’s rules to his liking.60

The Caldera administration thus had good reason to worry about the successor 

government, although his politically motivated attempts to hamstring Chávez were 

ultimately to no avail, as the re-specified logic of political insurance would predict. 

Second, similar to the impotent Congressional opposition, non-governmental 

forces were powerless to stop Chávez’s manipulation of the MSF. Like non-oil industries 

in many resource-rich states (Corden and Neary 1982), the private sector in Venezuela 

was very weak and had been in decline for decades (Di John 2009). Because the state had 

long-since been the key driver of the economy due to its control over rents (The 

Economist Intelligence Unit 1992: 32), the Venezuelan business community was much 

more removed from political decisionmaking than their Latin American counterparts 

(Ellner 2008: 114; Karl 1997; Salgado 1987). Many of the private industries that survived 

did so largely because they were pampered by the government as opposed to being 

competitive (Weyland 2002: 119). In fact, a stabilization fund would not have been to the 

advantage of the private economic actors that did flourish under Venezuela’s rentier 

model. For example, domestic construction firms profited from rent-financed government 

                                                
60 Incidentally, Chávez’s ability to get his way in the legislature increased dramatically after the 
constitutional reforms of 1999, where government sympathizers won 125 of the 131 seats in Constituent 
Assembly elections (Ellner 2008: 111), demolishing any remaining legislative roadblocks standing in the 
way of further MSF modifications. Although Monaldi et al. (2004) argue that the level of support for 
Chávez in the new legislature was mixed, Chávez still had decree power over economic policy, giving the 
president the upper hand. 
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investment projects. If oil revenues were locked up in a NRSF, the government would 

have to scale back these expenditures, to the detriment of these beneficiaries. As a result, 

not only did the government have leverage over many private economic actors—making 

the fortunes of the latter dependent on the former—but the MSF was also not in the 

interest of many businesses. Not surprisingly, the weak and subordinate position of non-

oil sectors that would have benefitted from a strong stabilization fund left them with very 

little political influence. With the state wielding so much power, Venezuela’s private 

economic actors were rendered incapable of thwarting Chávez’s attempts to alter the 

rules of the MSF. 

The feebleness of the private sector did not need to remain permanent; many 

businesses—such as non-oil exporters—could have built their economic strength on the 

back of a strong NRSF (Balassa 1988).61 However, because the MSF was codified during 

the twilight of the Caldera administration—a function of being created for political 

insurance—the institution never had the opportunity to stabilize Venezuela’s 

macroeconomic conditions before it was weakened by Chávez. Instead, at the time of 

MSF creation, economic indicators in Venezuela had long been in flux, ravaged by the 

negative effects of oil dependence. As a result, the economic and political frailty of 

Venezuela’s private sector provided no check against Chávez; non-oil businesses became 

ever more marginalized and toothless as Chávez’s tenure wore on, with the number of 

private manufacturing firms shrinking by 13 percent from 2001 to 2006 (Corrales 2010: 

44). As the argument presented in Chapter 2 would expect, the conditions under which 

Venezuela’s stabilization fund was created prohibited the development of stakeholders 

capable of counteracting Chávez’s intentions to water down this institution.

                                                
61 Indeed, this is exactly what happened in Chile after the adoption of the Copper Stabilization Fund in 
1985, explained in depth in Chapter 4.
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Third, the MSF had just started functioning when Chávez assumed the 

presidency. The re-specified logic of political insurance argues that a short window of 

time between creation and government turnover is bad for institutional strength. As it 

stood, the MSF had not started accumulating rents at the time Chávez amended the law. 

Had the institution been able to function before this transition, it may have been able to 

slow Chávez’s modifications, or at least make him think twice before making such 

changes. On the one hand, as rents accrue to NRSFs, these assets need to be specially 

administered, which might make institutional alterations more difficult. For example, 

when stabilization fund resources are tied up in investment portfolios, executives might 

face difficulties when trying to raid the holdings—especially if these investments are 

illiquid or denominated in foreign currencies. Furthermore, having an experienced and 

competent staff managing the stabilization fund can also slow rule changes. By being 

able to convey the fallout resulting from modifications to institutional rules and 

procedures, these individuals might force executives to consider the full range of 

economic consequences of weakening NRSFs.

On the other hand, at the point when changes were made to the MSF, the 

Venezuelan state had yet to devote any time, work hours, or additional human capital 

investments into the operational management of the MSF. That is, there were no sunk 

costs wrapped up in the maintenance of this institution. If previous investments in 

suboptimal or inefficient institutions can help keep them afloat (Pierson 2000), it is 

entirely plausible that these sunk costs can slow changes to institutions that require 

political sacrifices like stabilization funds. However, because the MSF was created 

according to the tenets of political insurance, such concerns were not applicable. 

In the end, when Chávez decreed the first round of changes to MSF operations in 

May 1999, modifying the institution did not require him to undertake a cost-benefit 
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analysis of the potential ramifications or worry about the unintended consequences of his 

proposed alternations. As per the expectations of political insurance, the conditions 

accompanying the creation of the MSF resulted in this institution having little inertia.

Fourth, and in a similar vein, the MSF was an isolated reform and not a part of a 

broader set of policies. As noted, when oil prices boomed in 1996-97, the Caldera 

administration stripped back many of the economic reforms of the Agenda Venezuela, 

retreating to Venezuela’s traditional rent-driven economic model. Once the temporary 

bonanza abated, beyond the MSF, the Caldera administration made no further attempts to 

rationalize the oil-dominated economy, bolster non-oil economic sectors, or initiate 

countercyclical policies.62 Because Venezuela’s stabilization fund was a freestanding 

institution that was not connected to other reforms with similar goals, Chávez could 

freely alter the MSF’s rules without fear of the rest of the economic system collapsing or 

being negatively affected. For example, because the MSF was not helping to stabilize 

macroeconomic conditions, Chávez did not have to consider the potential repercussions 

that weakening this institution would have on non-traditional exporters. 

Taken together, there was very little stopping Chávez from modifying the rules of 

the MSF. As noted, there were no formal barriers standing in the way of the new 

president. Indeed, Chávez’s political hegemony following his landslide election caused 

the opposition to kowtow to his preferred policies. As Chávez gained decree power over 

economic policy, the voices of those opposed to Chávez in the legislative arena became 

almost inaudible. Nor did the institution itself provide any reasons for Chávez to leave it 

intact. Without rents wrapped up in financial investments and no previous sunk costs 

devoted to the institution, the MSF had no inertia and proved easy to manipulate. 

                                                
62 In another blow to Caldera’s economic management, the MSF was implemented too late to buffer the 
economy against the downward trend of oil prices throughout 1998. 
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Furthermore, because the stabilization fund law was not a load-bearing pillar for a 

comprehensive set of economic policies, altering this institution would not further 

weaken Venezuela’s shaky economic foundation. Finally, the government’s previous 

dominance in the economy left private businesses almost entirely dependent on the state. 

As a result, economic actors were marginalized long before the MSF was ever created. 

Those who would profit from the macroeconomic benefits of a strong stabilization fund 

were in no position to be a counterweight to Chávez’s plans; in short, there were also no 

informal barriers to give Chávez pause in his quest to weaken the MSF. Creating this 

institution for political insurance rendered a situation where no one—not the opposition, 

non-governmental forces, or the institution itself—stood in the way of Chávez’s political 

ambitions.

With nothing to stop Chávez from watering down this institution—as the re-

specified logic of political insurance would predict—he changed its rules to gain greater 

discretion over the use of rents. The net result of the changes to the stabilization fund law 

was that rents were channeled away from this institution—gradually at first and then 

more rapidly until it became largely irrelevant and forgotten about. The net effect of MSF 

weakness was that the economy remained largely cursed by Venezuela’s oil wealth.

Following the Money 

What has happened to excess petroleum income siphoned off or redirected away 

from the MSF? Was channeling rents around the stabilization fund in Venezuela’s 

economic interests? Did the use of oil revenues address Venezuela’s pressing economic 

needs? Or, were rents used in more nefarious ways, ultimately benefitting a few while 

cursing the economy as a whole?
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During Chávez’s tenure, the spending of rents has largely occurred along two 

tracks: the exhaustion of MSF holdings and rents diverted entirely from this institution. 

On the former path, the bulk of stored MSF revenues were disbursed between late 2001 

and mid-2003 (see Table 3-2 above). Part of this period corresponds to the crippling 

PDVSA strike that halted Venezuela’s oil production for the better part of three months. 

The drop in petroleum output led to a corresponding plunge in income from rents, which 

the MSF helped compensate. Indeed, at the height of the crisis between December 2002 

and March 2003, the government had to “dip heavily” into the MSF (LAWR 2003b), with 

withdrawals exceeding US$ 2.3 billion (see also LAWR 2003a). Other uses of MSF 

revenues were less directly linked to a drop in oil income. For example, in 2001, Chávez 

said he would offset a planned $170 million cut to the health ministry with stabilization 

fund revenues (LAWR 2002a).

Up to 2003—when the MSF was still active and even before oil prices spiked—

Venezuela “showed no signs of freeing itself from its dependence on oil, which continued 

to mean the dominance of the state in the economy” (Kelly and Palma 2006: 229). As 

deposits started to be withheld from the stabilization fund, the sustained increase in oil 

prices beginning in 200363 allowed the Chávez government to “launch a radical populist 

phase” (Corrales and Penfold 2011: 54). 

Although Chávez had previously used rents to bolster his political standing while 

the MSF was still active—in 2000, when irregularities with the MSF’s balance were first 

noticed, Chávez increased public sector pay by 20 percent a month before scheduled 

“mega-elections” (LAWR 2000)—the rent-fueled political business cycle deepened after 

2003. Facing a 2004 referendum on his presidency, Chávez frankly stated that his 
                                                
63 By midyear 2003, PDVSA’s oil production had recovered from the stoppages earlier in the year—
although the government insists that full output has been restored, industry analysts believe production to 
be lower than before the strikes (The Economist 2011).
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campaign to win votes would be rooted in plans to “‘redistribute the national oil income’” 

(LAWR 2004). True to his word, as oil prices surged in 2004, Chávez used the windfall to 

fund his misiones, which were “programs he personally controlled that distributed 

resources directly to the urban poor” (McCoy and Myers 2006: 299; for more on the 

misiones, see Ellner 2008: 121-22). Diverting rents from the MSF to these executive-

controlled social projects helped the president’s approval ratings rise steadily in advance 

of the August 15, 2004 referendum, which he ultimately won (McCoy and Myers 2006: 

299). 

Chávez attempted to repeat this tactic by providing “massive salary increases for 

medical workers and teachers” two months ahead of the unsuccessful 2007 referendum of 

proposed constitutional changes (LAWR 2007). Chávez was aided in the latter attempt by 

being able to channel rents through FONDEN, his extrabudgetary national development 

fund. FONDEN was created in 2005—ahead of Chávez’s successful 2006 re-election 

campaign—in conjunction with a change to the law governing the central bank, which 

gave the executive discretion to redirect “excess” international reserves—the bulk of 

which come from rents—to this institution (LAWR 2005). 

The enactment of this institution ultimately solidified the failure of the MSF. In 

fact, the balance of this national development fund—monitored exclusively by the 

executive (Corrales 2010: 32)—is extremely dependent on a non-existent MSF. One of 

Chávez’s trademark “gimmicks” (Corrales 2010: 35) has been to set the reference price 

of oil at a fraction of what the market would dictate.64 While Chávez’s finance minister 

argued this is a way to “minimize the risk” of a negative price shock (El Economista 

2007), oil revenues exceeding the base price are not stored for the purposes of economic 

                                                
64 This was a feature of his initial batch of changes to the MSF law.
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stabilization since payments to the MSF have consistently been cancelled. Instead, rents 

surpassing the arbitrarily low reference price are transferred to Venezuela’s international 

reserves, which Chávez can reassign to FONDEN at his leisure. Chávez has taken 

advantage of this authority on numerous occasions, transferring US$6 billion to 

FONDEN in 2005 and acquiring more than $10 billion in 2006 (Corrales 2010: 32). The 

Economist (2011) notes that “since 2005 the government has squirreled away $39 billion” 

to FONDEN, which remains outside of Congress’ purview. In the presence of a 

functioning stabilization fund, FONDEN would be unable to acquire these revenues 

leaving Chávez unable to spend Venezuela’s oil riches at the levels he has.

Thanks to a weak stabilization fund, Chávez’s tenure has been marked by an 

expansion in government spending, to which rents are the largest single contributor.65 All 

told, “Public spending as a percentage of GDP increased from 18 to 34 percent between 

1998 and 2008” (Corrales 2010: 39); an upsurge that does not even account for 

FONDEN’s extrabudgetary outlays (Corrales and Penfold 2011: 55-56).66 Some 

estimates suggest that social spending in Venezuela increased over 300 percent between 

1998 and 2006 (Weisbrot and Sandoval 2008: 4), before petroleum prices hit their high 

water mark in mid-2008. 

While Chávez has certainly benefitted politically from the upsurge in government 

expenditures (Corrales and Penfold 2011), Venezuela’s poor have also received much-

needed assistance. With the aid of rents channeled through Chávez’s misiones—as well 

as a 53 percent increase in public sector payrolls (Corrales and Penfold 2011: 64)—

poverty in Venezuela has declined markedly, plunging from 50 percent of the population 

                                                
65 By 2009, petroleum accounted for 95 percent of export revenues (World Bank 2012)
66 The inclusion of FONDEN would increase public outlays by at least 5 percent a year (Corrales and 
Penfold 2011: 57). 
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in 1998 to 29 percent in 2009 (World Bank 2012). Venezuela’s income disparity has also 

improved, with the Gini coefficient dropping from 49.5 to 43.5 between 1998 and 2006. 

Under Chávez, the poor also enjoy greater access to health care services,67 subsidized 

food,68 clean water, and education programs (Weisbrot and Sandoval 2008: 10; Weisbrot 

et al. 2009: 12-14). While important, these gains made under Chávez have been 

predicated on increased centralized redistribution of oil income that is largely 

unsustainable in the face of negative price shocks (Shifter 2006). 

Despite these gains, Chávez’s governmental largesse during the massive oil boom 

from 2003-2008 has been unable to uproot Venezuela from its decades-long economic 

malaise. Venezuela’s “expansionary phase soon gave way to macroeconomic maladies: 

rising local debt, inflation, exchange rate distortions, declining oil production, consumer 

goods shortages, and capital flight” (Corrales and Penfold 2011: 61-62). Accelerated by 

the government’s spending of rents during Chávez’s tenure, Venezuela has consistently 

had one of the highest inflation rates in the world. Consumer prices have surged by an 

average of 22 percent annually since Chávez’s inauguration (World Bank 2012). 

Furthermore, because oil has crowded out other sectors, Venezuela has performed much 

more poorly than Latin America as a whole on a host of other macroeconomic indicators. 

Foreign Direct Investment during Chávez’s tenure is less than half of the regional 

average. Imports of goods and services—another indicator of Dutch disease—have 

increased alarmingly (Corrales and Penfold 2011: 61), while domestic food production 

has lagged behind the regional average (World Bank 2012). The overvalued Bolívar—

                                                
67 For example, “In 1998 there were 1,628 primary care physicians for a population of 23.4 million. Today, 
there are 19,571 for a population of 27 million” (Weisbrot and Sandoval 2008: 10).
68 However, the government has had difficulties distributing foodstuffs efficiently. For example, in an 
embarrassing scandal in 2010, some 2300 containers of imported food were found to be rotting while state-
run grocery stores were experiencing shortages (The Economist 2010). 
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another product of profligate rent expenditures—has forced Chávez into several rounds 

of currency devaluations, cutting the purchasing power of Venezuela’s poorest.

More directly, economic growth overall has been very haphazard during his 

tenure. For all the oil revenues that have been spent, these investments have not increased 

productive capacity in Venezuela independent of the state. Rather, economic gains are 

contingent on the maintenance of public expenditures. 

During the Chávez era, annual changes to GDP and government spending have 

been tightly linked to Venezuela’s oil income—a stronger connection than in the decade 

proceeding Chávez.69 State-led development allowed economic growth spurts when oil 

prices boomed, but have given way to rapid decline when oil prices or production tanked. 

Not surprisingly, economic volatility—the trademark of a country cursed by its natural 

resources (Van der Ploeg and Poelhekke 2009)—has been rife. These wild vacillations 

have led to a standard deviation of Venezuela’s year-on-year GDP changes between 1999 

and 2010 of 8.8; greatly surpassing the Latin American and Caribbean’s average standard 

deviation of 2.9, which actually includes Venezuela (World Bank 2012).

Not surprisingly, the government’s reliance on petroleum income during the oil 

bonanza of the 2000s has increased the one-dimensional nature of the economy. As a 

proportion of total GDP, rents rose from 13 percent in 1998 to 41 percent in 2005 (World 

Bank 2012). Moreover, the dominance of oil relative to other sectors has dramatically 

increased under Chávez, surging from 72 percent of merchandise exports in 1998 to 95.8 

percent by 2009 (World Bank 2012). Non-oil exports declined 2.3 percent annually 

during the height of the oil boom between 2004 and 2008 (Corrales and Penfold 2011: 

                                                
69 For example, the correlation between GDP growth and oil prices between 1989 and 1998 was .25 
whereas this correlation increased to .35 after Chávez was inaugurated in 1999. Furthermore, the 
correlation between oil prices and government expenditures was also .1 higher once Chávez assumed the 
presidency (author’s calculations using data from World Bank 2012 and British Petroleum 2011).
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60). Following the Dutch disease script, manufacturing exports in particular have 

withered: manufacturing represented 18 percent of merchandise exports when Chávez 

was elected, which steadily eroded to a shockingly low 2.7 percent in 2009 (World Bank 

2012).

Venezuela’s steadily increasing dependence on a single source of income proved 

toxic for the economy in the wake of the global financial crisis. Although oil prices 

climbed back to “historically high” averages in 2010, Venezuela has remained a laggard 

in terms of economic performance in Latin America and beyond, being one of the 

world’s worst performers and the last country to emerge from recession triggered by the 

global financial meltdown of 2008 (Corrales and Penfold 2011: 62). 

While it is impossible to retroactively guess the potential macroeconomic impact 

that a functioning stabilization fund would have had on Venezuela, a strong MSF could 

have buoyed Venezuela’s fiscal accounts in the wake of the worldwide recession. Under 

extremely conservative assumptions that incorporate Chávez’s first round of changes to 

the MSF law—that is, allowing for 50 percent of rents exceeding the reference price to be 

used for current spending—Venezuela’s stabilization fund could have accumulated 

holdings of over US$30 billion by the end of 2008, or upwards of 10 percent of GDP.70

Instead, with no stabilization mechanism in place to offset the economic decline, Chávez 

was forced to contract government spending—the engine of the Venezuelan economy—

by almost 6 percent in 2010 (whereas it grew 13 percent for the region) (World Bank 

                                                
70 Author’s calculations using actual annual prices fetched for Venezuela’s mix of crude, annual oil 
reference prices used by Mexico—another country whose mix of oil is below the quoted price for Brent—a 
daily export quota of one million barrels, which is far less than the 1.25 million barrels of oil Venezuela is 
assumed to export on a daily basis (The Economist 2011), and providing for no deposits for 2003, when the 
PDVSA worker’s strike lowered production and caused temporary fiscal problems. This calculation is, 
however, predicated on the MSF not having a ceiling.
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2012). While the rest of the Latin American region expanded briskly at over 6 percent in 

2010, Venezuela’s economy contracted almost 2 percent.

In sum, although certain important gains have been made during Chávez’s tenure, 

oil has once again been unable to catapult Venezuela to developed world status. After 

more than a decade with Chávez in office—while possessing an institution that could 

soften the negative effects of rent dependence—Venezuela’s economic indicators look 

similar to earlier periods, with the country experiencing “an acute case of Dutch disease” 

(Corrales and Penfold 2011: 61). Indeed, the mere presence of a NRSF proved incapable 

of insulating Venezuela’s economy from the extreme oil market volatility of the previous 

decade. In short, Venezuela is still cursed by oil despite several cycles from which to 

have learned and an institution meant to counteract the negative effects of these price 

swings.

ANALYSIS OF MSF PERFORMANCE

Many analysts derive stabilization fund success from a country’s economic 

indicators—especially fiscal and monetary conditions (Davis et al. 2001; Bagattini 2011; 

Shabsigh and Ilahi 2007). Seen from this perspective, the preceding analysis would 

suggest that the MSF has performed poorly as it was incapable of keeping Venezuela’s 

economy from succumbing to the resource curse. However, simply examining economic 

conditions does not directly assess the strength of this institution. Alternatively, I measure 

the MSF’s level of success by analyzing the stability and enforcement of this institution 

since its inception.

Measuring MSF Enforcement, 1999-2011

Enforcement is an appraisal of the degree of compliance with actual institutional 

rules. Because the reference price of oil in 1999 was originally higher than actual oil 
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prices, the MSF never truly functioned under its original rules. Once Chávez altered the 

MSF law—lowering the reference price in the process—the institution started to accrue 

excess rents. By all accounts, Chávez abided by these watered down institutional rules 

during his first year in office. However, as noted above, irregularities started to occur 

during 2000. Total fund holdings at year’s end hovered around US$ 6 billion, but given 

oil prices for the year and previous deposits, the balance should have exceeded $10 

billion (Clemente et al. 2002). The difference was attributed to raiding of the fund, 

suggesting weak enforcement of the MSF during that year (LAWR 2002b). In 2001, 

institutional enforcement was also low according to the OAEF’s revelations of multiple 

violations of MSF rules: for example, the deposit for the third quarter of 2001 did not 

appear to be paid into the stabilization fund until June 2002, well outside of the law’s 90-

day window for depositing excess revenues into the MSF.

The bulk of fund revenues were withdrawn between late 2001 and mid 2003—

after deposits had stopped. The initial 2002 reference price was $18.50 but was quickly 

lowered to $16 in February (LAWR 2002a). By September 2002, the average price for the 

year had risen to $22/barrel. Nevertheless, MSF withdrawals were close to US$ 3 billion 

for the year (LAWR 2002b), and over $2 billion between June and September alone, when 

oil prices averaged $24/barrel (U.S. Energy Information Administration).71 Although 

annual oil output for 2002 was down 8 percent from the previous year (British Petroleum

2011), the petroleum workers’ strike that decimated Venezuela’s oil production—and 

certainly negatively affected the 2002 annual statistics—did not start until December 

2002, well after billions were extracted.72 In short, although Chávez faced a political 

                                                
71 The price per barrel for Venezuela’s mix of petroleum would have been somewhat lower than the price 
listed by the U.S. Energy Information Administration. 
72 Moreover, Maza Zavala (2009) notes that rents are much more sensitive to fluctuations in prices than to 
variations in production. 
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crisis in 2002, there was not a negative price shock that would have justified the use of 

MSF holdings, suggesting that withdrawals during much of the year went against the 

spirit of stabilizing oil income.

The heavy reliance on MSF revenues between December 2002 and March 2003—

which largely emptied the fund’s remaining balance—was justified in light of the 

PDVSA management strike, which halted oil production and caused rents to slow to a 

drip until midyear.

Due to the nullification of credits to the MSF, from late 2001 to 2005 and again in 

2008, the government was technically in compliance with institutional rules despite 

paying nothing into the fund. That said, the government only retroactively cancelled MSF 

deposits for 2006, and did not appear to issue the necessary decrees to annul payments 

into the institution for fiscal years 2007, 2009, 2010, and 2011. As a result, deposits 

should have been made and the administration seems to have been out of compliance 

with MSF rules during these years.

In February 2011, after the stabilization fund had been idle for half a decade, 

Chávez extracted 99.6 percent of its remaining funds. Although Venezuela was 

reportedly facing a shortage of international reserves (The Economist 2011), this 

withdrawal occurred as Venezuela’s mix of oil rose to its highest price in more than two 

years (Mercopress 2011), suggesting that a downturn of rents did not trigger the removal 

of these funds. 

All told, the government complied with the letter of the law in 1999, from 2003-

2005, and again in 2008. Deviations from institutional rules occurred from 2000-2002, 

2006-2007, and since 2009, resulting in low enforcement during these years (see Table 3-

4 below).
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Measuring MSF Stability, 1999-2011

Whereas enforcement of the MSF has been very mixed, the key feature of 

Venezuela’s stabilization fund has been its lack of stability from the very beginning 

(Clemente et al. 2002; Vera and Zambrano Sequín 2001: 1). Indeed, changes to the 

stabilization fund law occurred in 1999, 2001, 2002, three separate times in 2003, 2004, 

2005, 2007, and 2008.

An analysis of these changes suggests that they were rarely made in the interest of 

keeping the institution flexible in the face of unforeseen circumstances according to 

technocratic rationale, but rather for the executive to gain greater access to and control 

over petroleum income. 

Oil revenues have consistently been diverted from the fund by lowering the 

percentage of excess rents destined to the MSF. While the original law devoted 100 

percent of rents to the stabilization fund, the 1999 alteration lowered this to 50 percent. In 

2001, this sum was further reduced to 6 percent. While the November 2003 modification 

restored the share of excess rents devoted to the MSF to 50 percent, the concurrent 

cancellation of all rents to the stabilization fund negated any beneficial effects, setting the 

effective contribution rate at 0 percent during the massive oil boom. 

The height of the ceiling capping the size of the institution has also exhibited a 

downward trend. From 1998-2003 this threshold stood at 80 percent of average annual oil 

revenues from the previous 5 years. In 2003, it was lowered to 30 percent of average oil 

revenues from the preceding 3 years, only to be slashed again to 20 percent in 2004—

dropping to a level that would compromise the institution’s ability to guard Venezuela’s 

public finances against a bust. Moreover, the allocation of rents exceeding the ceiling has 

also been modified, prizing social spending over debt reduction: whereas the initial law 

allotted 100 percent of revenues exceeding the ceiling to debt reduction, the amount 
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allocated to debt reduction was reduced to 25 percent in 1999, with the remainder going 

to current expenditures.

Furthermore, since the first alteration to the MSF law in 1999, the reference price 

for oil has not been set according to what the international petroleum market would 

dictate. Somewhat curiously, Venezuela has consistently set the annual oil reference price 

much lower than what market conditions would deem appropriate. In the presence of a 

functioning stabilization fund, such a policy would help swell the institution’s balance.

However, establishing a very low benchmark price has been a trick used by Chávez, 

which, along with the cancelation of deposits into the MSF, has allowed tens of billions 

of dollars to bypass the stabilization fund as well as the official budget. Instead, these 

rents have been channeled to FONDEN for current spending (Corrales 2010: 32; The 

Economist 2005). For example, in 2002—the first full year MSF deposits were 

annulled—the reference price was $16/barrel, while the average annual price was over 

$22/barrel (LAWR 2002a). This difference became more egregious once oil prices 

ballooned after 2003: in 2007, the base price was $29/barrel as Venezuelan oil traded for 

an average of $59/barrel, and the following year’s reference price of $35/barrel was a 

fraction of the $86/barrel received for Venezuela’s oil mix. 

As a result, due to politically determined reference prices, changes to the MSF 

that weakened the law, or a combination of both, this institution has been unstable 

between 1999 and 2005, and from 2007 to 2008. However, the years that stability has 

been maintained correspond to years when necessary deposits to the fund have not been 

enforced. This analysis of the strength of the MSF is corroborated by the assessments of 

the institution’s creators, who do not believe the institution is or has been successful 

(author interviews with Petkoff 2010; Izaguirre 2010; and Rivero 2010).
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In sum, as Table 3-4 demonstrates, there has yet to be a year where MSF stability 

and enforcement have simultaneously held. As a result, this institution has been 

perpetually weak, which is a main reason behind Venezuela’s unstable economic 

conditions. 

1999 2000 2001 2002 2003 2004 2005

Enforced? Yes No No No Yes Yes Yes

Stable? No No No No No No No

2006 2007 2008 2009 2010 2011

Enforced? No No Yes No No No

Stable? Yes No No Yes Yes Yes

Source: Author's calculations

Table 3-4: Enforcement and Stability of the MSF, 1999-2011

CONCLUSION

Though still technically operational, the MSF is largely window dressing, kept 

around to be in compliance with Venezuela’s constitution, which requires the country to 

have an oil stabilization fund. In practice, the MSF “doesn’t exist anymore,” according to 

a senior Venezuelan Central Bank advisor (author interview with Rivero 2010). This 

extreme institutional weakness is exactly what the “precised” version of political 

insurance would predict.

The MSF was created by an administration under duress to address political—and 

not economic—needs. Facing the impending election of an outsider whose support was 

growing by the day, Caldera sought to restrict his likely successor’s access to 

Venezuela’s most potent and coveted political resource: oil revenues. With all “regular” 
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rents locked up in the budget and “excess” rents in the MSF, Caldera hoped to leave 

Chávez with little room to maneuver.

However, because the stabilization fund was implemented immediately before 

government turnover, the institution acquired no capacity to slow or stanch changes to its 

rules. In addition, the narrow timeframe between fund creation and the inauguration of 

the new president meant that Venezuela’s traditionally weak private sector had no 

opportunity to use the fruits of the MSF to augment its economic and political strength, 

let alone use such power to stop Chávez from weakening the institution. Finally, the 

disrepute into which the outgoing Caldera administration had fallen left few supporters of 

the MSF law in office after the 1998 elections. 

Standing in marked contrast to the political bankruptcy of Caldera was president-

elect Hugo Chávez. Indeed, part of the impetus for the “long awaited” (Analítica Mensual

1999) creation of the MSF was the increasing popularity of candidate Chávez. The 

unprecedented outcome of the 1998 elections provided the new president with a very 

strong mandate. In response, Congress gave Chávez the ability to implement economic 

policy by decree. With no opposition or other hurdles in his path, the systematic 

dismantling of the MSF began mere months after its creation. Ironically, the Caldera 

administration’s attempt to implement an institution in order to restrict the flow of rents 

to a political rival simply facilitated Chávez’s ability to exercise greater discretion over 

mounting petroleum revenues. 

The creation of this institution thus corresponds to the theoretical specifications of 

political insurance. Furthermore, the severe weakness of the MSF matches the previous 

chapter’s predictions regarding the performance of politically motivated institutions. 

MSF weakness demonstrates the severe problems with extant political insurance 

arguments. Highlighting a deficiency of this approach, the Venezuelan case shows that 
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the simple act of implementing an institution is insufficient for it to adequately constrain 

political actors. Nor can strong rules themselves uphold institutional integrity when 

conditions provide incentives to weaken the institution. As revealed in Venezuela, a 

stabilization fund that only erects formal barriers prohibiting the misuse of rents is 

doomed to failure because the executive’s underlying motivations to undercut the 

institution remain unaltered. As a result, political insurance is a pathway for institutional 

weakness, which the case of Venezuela’s stabilization fund aptly exhibits.
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Chapter 4: Developmental Investment and the Success of the Copper 
Stabilization Fund in Chile

“Whatever the future of Chile may be, her past has been sustained by mineral wealth, 
from the jagged Andean cordilleras that screen the rising sun, to the rolling hills and 
valleys of the Pacific, from the arid desert of the north, to the windswept reaches of 
Magellanes.”

- Clark W. Reynolds
Development Problems of an Export Economy: The Case of Chile and Copper

“For the past century, Chile’s economic development has been characterized by high 
dependence on one or two mineral exports.”

- The World Bank

INTRODUCTION

Chile, much like Venezuela, has a history of commodity dependence that has been 

accompanied by economic instability. In a further similarity, Chile created a NRSF in an 

attempt to dampen the pernicious effects of commodity price shocks. However, as 

explained below, the circumstances surrounding the creation of Chile’s Copper 

Stabilization Fund (CSF) have deviated sharply from those accompanying the 

codification of the MSF.

The CSF was approved at the end of 1985 and started to collect excess copper 

revenues at the beginning of 1987. This institution was part of a broader set of pragmatic 

economic policies created by a new Finance Ministry team that took office in 1984, at a 

time when General Augusto Pinochet still had years left in his mandate enshrined in the 

1980 constitution. The CSF was envisioned to accomplish both short and long-term

goals. In the short run, this institution would store excess copper revenues during times of 

plenty and disburse these surpluses during copper busts. Over the long haul, the basic 

idea of the CSF was to wean Chile off its dependence on copper revenues and provide a 

foundation for much-needed macroeconomic stability. 
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These dual goals ultimately came to fruition. As Santiso (2006: 111) notes, “in a 

region marked by financial turbulence, today Chile appears as an island of financial as 

well as macroeconomic stability.” Whereas the previous chapter demonstrated that the 

Venezuelan NRSF has been a complete failure, the CSF has been a “key instrument” in 

achieving Chile’s macroeconomic goals (Calvo and Mendoza 1999: 30). Ultimately, it

was not the institution itself but “the government’s strong commitment to the rules of this 

fund” that allowed Chile a path away from economic volatility (Calvo and Mendoza 

1999: 30).

This chapter seeks to explain the country’s prudent political management of the 

CSF. The success of this institution is somewhat surprising given the tight historic links 

between copper rents and levels of government spending in Chile. Furthermore, in a 

country where over 40 percent of the population lived in poverty in 1990, it is very 

interesting that successive democratic governments chose to respect the rules of the CSF 

instead of raiding its holdings to achieve political goals. Compliance with the CSF is 

even more intriguing when considering the weak formal institutional framework of the 

CSF: not only was there very little transparency of this institution’s administration before 

2006, but the CSF’s rules could have been changed by presidential decree alone, without 

the input of Congress. In short, there were incentives to disrespect the CSF and very few 

formal institutional hurdles to stop such efforts.73 In the end, however, the rules of the 

institution were complied with, providing broad public goods from which these 

administrations benefitted.

I argue that the most cogent explanation for the success of the CSF was that it was 

meant to address persistent economic pressures and not short term political concerns. 

                                                
73 As a result, the veto players framework (e.g. Tsebelis 2002) cannot explain compliance with the CSF.
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More specifically, because the CSF’s creation conformed to the tenets of developmental 

investment established in Chapter 2, the institution allowed successive administrations to 

enjoy the fruits of macroeconomic stability—a phenomenon that occurred in the years 

after the CSF’s creation (Larraín and Parro 2008). Since these benefits were only 

available when the institution’s rules were respected and upheld, compliance with the 

CSF has ultimately been more politically valuable than wantonly spending copper 

revenues for short-term political gains. 

Because the CSF was created for the purposes of developmental investment, its 

institutional standing has been buttressed on other fronts. For one, the Pinochet 

administration incurred the adjustment costs of the institution, which made compliance 

less of a liability for future administrations. Export-oriented peak business organizations, 

which were weak during the first decade of Pinochet’s rule, have since become stronger 

as their bottom lines have improved (Schneider 2004: 164-169). As their position was 

enhanced, their access to and influence over the policymaking process increased. By 

helping to smooth out Chile’s exchange rate, the CSF—along with related economic 

policies—provided the foundation for this expansion of non-copper exports, which 

Chilean business groups strove to maintain. Furthermore, even though the institution

initially had a relatively weak formal institutional structure, it was nevertheless able to 

develop standard operating procedures that allowed it to operate smoothly during the 

democratic transition and beyond. Without the breathing room allotted to the institution 

as a result of being created for developmental investment, this support structure for the 

CSF would likely not have existed, lowering the incentives of political actors to comply 

with its rules. In sum, executives no longer have the autonomy to exploit copper rents for 

personal political gain. This is an ironic development as the goal of political insurance 

was achieved through an institution that was not created to curtail the autonomy of rivals.
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In explaining how developmental investment set the CSF on the path towards 

success, this chapter lays out a powerful argument for the development of institutional 

strength and elucidates the conditions under which institutions can help alleviate the 

resource curse. 

A HISTORY OF DEPENDENCE: COPPER AND THE CHILEAN ECONOMY

Lately, in contrast to its Latin American peers, Chile has been lauded as 

“exceptional” due to its impressive array of political, economic, and social attributes (see 

Hilbink 2003: 65). Indeed, the success of Chile’s NRSF is a stark contrast to the poor 

performance of the majority of these institutions (Fasano 2000; Humphreys and Sandbu 

2007). However, Chile’s tendency to excel economically is something of a recent 

development. In fact, before the creation of the CSF, Reynolds (1965: 256) found the 

political-economic history of Chile’s mineral extraction to be extremely typical for a 

resource exporting country. Understanding the development of the copper industry, and 

Chile’s economic reliance upon it, is an important element in comprehending how the 

country went from being a typical resource exporter to an exceptional commodity 

producer.

Traditionally, Chile’s economy has been “heavily oriented toward mineral 

exports” (Mamalakis 1976: 349), with “the history of her economy [following] the 

evolution of the international commodity markets with faithful regularity" (Reynolds 

1965: 203). Although copper was mined in the 19th century, the nitrate-rich territories 

Chile acquired from Peru and Bolivia in the War of the Pacific (1879-1883) were the 

catalyst for the country’s long-standing economic dependence on natural resources 

(Monteón 1982). While taxation of nitrate exporters allowed the country to bankroll 

“schools, roads, aqueducts, harbors, and other forms of social overhead capital,” most of 
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the revenues were used to “finance rich palaces, casinos, and the imported luxuries which 

one of South America’s richest and most powerful lands could wish” (Reynolds 1965: 

210; see also Lüders and Wagner 2003). Along with the concentration of wealth, the 

exploitation of the nitrate sector engendered predictable negative economic 

consequences. Nitrates quickly came to dominate exports and government revenues 

(Sicotte et al. 2009), leading to fiscal dependence, erratic fiscal policy, and inflationary 

pressures (The Economist Intelligence Unit 1993: 5). Despite the fact that Chile’s “rich 

harvest aroused the awe and envy of the world,” these side effects caused the country to 

stumble through a series of depressions and economic crises even during the height of the 

nitrate boom, which extended from the late 1800s to the first World War (Brown 1963: 

230). 

In the wake of the development of synthetic nitrates during World War I, Chile 

went from providing over four-fifths of the world’s nitrates to under one-fifth (Whitbeck 

1931: 273), with devastating economic consequences. Faced with the deterioration of its 

primary revenue source, Chile turned to copper mining to make up the difference. After 

having declined significantly during the nitrate era, copper production took off, 

increasing six-fold between 1915 and 1929 (Braun et al. 2000: Table 1.7). As copper 

rents started to make up for the ground lost by the deterioration of the nitrate sector, 

Chile’s economic dependence on the “red metal” intensified, maintaining the economy’s 

lack of diversity.

However, increased copper output only temporarily cushioned the blow caused by 

the downturn in nitrate exports. Copper rents fell dramatically at the outset of the Great 

Depression causing renewed economic malaise in Chile. As copper prices tumbled by 

over 20 percent a year from 1930 to 1932 (Braun et al. 2000), profits from the mining 

industry plummeted from $111 million to $33 million. Due to the state’s heavy economic 
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reliance on copper revenues, Chile’s GDP averaged annual contractions of 17 percent in 

the first several years of the 1930s (Braun et al. 2000), ushering in the most severe 

economic crisis in Chile’s history (Reynolds 1965: 230).74 With such diminished 

worldwide demand for copper and no stored revenues to cushion the economic free fall, 

Chile suffered “all of the evils of export dependence” during the “bleak years” of the 

early 1930s (Reynolds 1965: 232). Regardless of the commodity, rapid boom and bust 

cycles had become a regular, and unfortunate, part of Chile’s economic reality.

Chile finally did emerge from the depths of the Great Depression, with copper as 

one of the main economic drivers. Any lessons learned from the country’s resource 

overreliance were discarded as copper prices and production jumped markedly 

throughout the second half of the 1930s. The resurgence of the red metal led it to become 

an increasingly integral component of Chile’s economic fortunes—and pitfalls—for 

decades to come. From 1930 to the start of the Pinochet dictatorship, copper rents 

accounted for between 5 and 12 percent of the country’s annual GDP (Mamalakis 1976: 

349), with a trend of deepened economic dependence over time (Reynolds 1965). 

While the experiences of the Great Depression did precipitate the creation of a 

state development agency, CORFO (see Silva 2009: Chapter 3), intended to increase the 

dynamism of Chile’s economy, the country ultimately settled into the rut of commodity 

reliance as copper receipts swelled. As Reynolds (1965: 251-252) notes, “rather than 

using the [copper] industry to diversify the economy and become less dependent upon a 

single sector, Chile was increasing her dependence upon copper sales and the instability 

which this dependence implied." With the health of the economy dependent on the vigor 

of the export sector (Reynolds 1965: 255), the volatility of the international copper 

                                                
74 Ffrench-Davis and Muñoz (1990: 127) note that Chile was one of the countries hardest hit by the Great 
Depression, with its terms of trade not fully recovering until decades later. 
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market constituted the main source of Chile’s economic instability (Ffrench-Davis 1973: 

26).

As shown in Figure 4-1, with a few exceptions, changes in government 

expenditures were highly correlated with the fluctuations in copper prices from the Great 

Depression to the end of the Allende administration. Furthermore, the data also point to 

consistent volatility of these economic indicators throughout this period: stability was a 

rare feature of Chile’s economy, strongly suggesting the presence of the resource curse. 

With copper becoming ever more integral to the Chilean economy, the country 

was subjected to the effects of regular, but unpredictable, price cycles. For example, 

demand for copper greatly expanded with the increased industrialization associated with 

World War II and the Korean War but waned before and after these conflicts (Behrman 

1977: 25), with the fortunes of the economy largely following suit. It was during this 

period that copper prices grew progressively more erratic. During the 1950s, year-on-year 

copper prices varied by an average of 12 percent (Ffrench-Davis 1973: 44), which caused 

copper export earnings to fluctuate by 22.1 percent annually (Reynolds 1965: 345). Into 

the 1960s, the problems of copper reliance only grew more intense for Chile 

(Spilimbergo 1999:10). Although copper prices were slightly less volatile during the 

1960s than in previous decades, Figure 4-1 below demonstrates that copper production 

was dramatically increasing throughout the 1960s, which had the effect of deepening 

Chile’s dependence on the red metal. Without an institution to shield it from copper price 

fluctuations, the economy as a whole was exposed to this volatility. Unfortunately, lost in 

the increased production and constant undulations of copper prices was that the 

commodity started to exhibit a decades-long downward price trend starting in the 1960s 

and lasting until the mid-to-late 1980s (Spilimbergo 1999; Frankel 2011: 9).
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With copper prices representing the “most influential exogenous variable 

affecting all sectors of the economy” (Lasaga 1981: 1), Chile faced extreme challenges 

adapting to the dual increases in commodity dependence and copper price vacillations.

During the 1950s and 1960s, the erratic nature of the international copper market—and 

more specifically, unexpected drops in copper prices—led to an almost constant public 

finances crisis (Ffrench-Davis 1973: 27).

However, even “unexpectedly high” copper prices produced “grave difficulties” 

for Chile’s economy (Hojman 1993: 155). Specifically, Chile’s ever-deepening copper 

dependence after the Great Depression tended to engender macroeconomic imbalances 

during times of plenty (Ffrench-Davis 1973: 27). In the absence of a NRSF to help 

maintain economic equilibrium, Chile faced economic conditions consistent with the 

tenets of Dutch disease (see Hojman 1993: 154). For example, the effects of copper 

dependence on the exchange rate throughout this era were “quite strong” (Spilimbergo 

1999: 16), producing an overvalued currency (Behrman 1977: 33) that hurt the 

competitiveness of non-copper exporters. Furthermore, the country’s increased reliance 

on copper provoked inflationary pressures (Spilimbergo 1999: 19) and had negative 

consequences for Chile’s terms of trade (Ffrench-Davis 1973: 26). In the end, although 

these macroeconomic imbalances and boom and bust cycles were short-term reactions to 

copper price fluctuations, the net effect of copper dependence was a long-term negative 

impact on Chile’s economic growth (Romaguera and Contreras 1995). Due to this 

barrage of instability, it was clear that Chile was in the grip of the resource curse. As put 

by the World Bank (1985: 1):

In the post-Depression decades, Chile experienced slow growth, rapid inflation, 
frequent balance of payment crises, a growing foreign debt burden, a highly 
protected and inefficient manufacturing sector, and continued dependence on a 
single primary export, copper.
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Even though the red metal caused problems on both sides of the price cycle, 

copper booms were nevertheless seen as the opportunity for economic salvation by 

Chilean policymakers. Indeed, the immediate gains from copper during bonanzas 

“contributed to the old illusion, affecting many politicians and policy-makers, that, if 

given the chance, copper could solve all the problems of the Chilean economy and 

society” (Hojman 1993: 153). For example, even President Eduardo Frei Montalva 

(1964-1970), who administered a copper boom more prudently than any of his 

predecessors, said that copper was the “master plank” of Chile’s economy (Moran 1974) 

as he engineered the “Chileanization” of the copper industry (see Kline 1992: 7-11). The 

immediate and easy gains to be had from copper booms ultimately made it extremely 

difficult—economically and politically—for policymakers to seek out alternative, non-

mineral sources of income. Due to the lack of diversification, copper’s role in Chile’s 

economy “reached its peak during the 1960s and early 1970s,” producing an “absolute 

dependence” (Hojman 1993: 153). By 1970, copper accounted for 88 percent of 

merchandise exports (World Bank 2012), crowding out other sectors.

However, copper itself was not the main driver of Chile’s economic instability. 

Instead, the real culprit was the economic management of copper receipts (Ffrench-Davis 

1973: 24). When copper prices were increasing, government policy was rooted in 

maximizing the fruits of the bonanzas. Up to the Frei administration: 

[T]here was not an effort to insure against shortfalls in the external payments 
capacity by creating a buffer stock of foreign exchange receipts from copper 
exports, nor was a plan introduced to use copper revenues to finance substitute 
investments for this wasting resource (Reynolds 1965: 354).

To the contrary, Chile’s management of copper revenues mirrored Venezuela’s 

policy of using rents to finance current government spending. 
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By the mid-to-late 1960s, the confluence of deepened copper reliance, greater 

price unpredictability, and obvious macroeconomic pressures motivated technocrats in 

the Frei government to effectively set aside part of the windfall during this period as 

foreign exchange earnings in the Central Bank (Ffrench-Davis and Muñoz 1990: fn 6). 

This was Chile’s first stab at something resembling a NRSF. However, this public 

finance tool could hardly be called an institution: it had no formal-legal structure, no 

codified institutional rules, and was not subject to separate accounting; in short, although

a positive idea, it effectively did not exist outside this group of technocrats. As a result, 

this effort to manage copper revenues more prudently came to a halt during the Allende 

administration (1970-1973). These stored revenues—which Allende referred to as “the 

wages of Chile” (Hojman 1993: 144)—were needed to finance his “socialist experiment” 

(Whitehead 1971). 

Indeed, this reserve fund, along with the increased pool of rents from the 

nationalization of the copper industry, helped the Allende administration expand 

government expenditures by 12 percent in 1971 as copper prices plunged more than 13 

percent (Braun et al. 2000). By 1972, however, GDP began to contract as the price of 

copper maintained its downward spiral. Consistently high government expenditures 

despite the copper price bust led to the exhaustion of Chile’s international reserves, which 

fell “from a surplus of 350 million dollars in 1970 to a deficit of 600 million dollars” by 

1973 (Silva 1996: 79). As copper prices stayed low and dependence high, Chile’s 

economic woes continued into 1973. On September 11 of that year, Chile’s truncated 

socialist era came to an abrupt and violent end when General Augusto Pinochet launched 

a successful coup. While the new government, headed by Pinochet himself, would 

institute many radical economic reforms during its first years, copper and economic 

instability remained mainstays of Chile’s economy.
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THE PINOCHET REGIME, ECONOMIC REFORMS, AND COPPER DEPENDENCE

Political turmoil and extreme economic upheaval marked Pinochet’s assumption 

of power. Although Chile’s economy exhibited modest growth in 1974—the first 

expansion since 1971—copper prices violently plunged once again in 1975, contributing 

to a hefty contraction in GDP (Bande and Ffrench-Davis 1989; World Bank 1990: x; 

Braun et al. 2000). The economic crisis, along with the political insulation brought by the 

military government, helped spur a spate of economic adjustment measures that “were 

without parallel in the recent history of Chile or Latin America” (Silva 1996: 97). Indeed, 

the implementation of this orthodox economic reform package proved to be one of the 

most (in)famous attributes of Pinochet’s early years. The architects of these radical 

policies were a group of orthodox economists trained at the University of Chicago, 

earning them the moniker “the Chicago Boys.” The most salient features of these initial 

reforms were rapid privatization and internationalization of the Chilean economy (Flaño, 

Sáez, and Eduardo 1986). These measures helped spur non-traditional exports by making 

credit easier to obtain and allowed private companies to exploit new copper reserves.75

Nevertheless, the regime took very few steps to reduce the government’s fiscal 

dependence on copper receipts, especially when copper prices rebounded after 1975.  

If anything, reliance on commodity earnings deepened in Pinochet’s initial years. 

Most notably, the military government of Pinochet amended the copper law of 1958, 

diverting 10 percent of all pre-tax CODELCO profits to finance the armed forces; the 

entity that was largely responsible for maintaining political order in Chile. Paradoxically, 

although privatization was a key pillar of Pinochet’s regime, his prized organization, the 

                                                
75 Even though exports expanded in the 1970s, these economic policies were not rooted in a concerted plan 
to diversify the economy. In fact, Flaño, Sáez, and Eduardo (1986: 8) note that policies undertaken before 
the 1981 crisis “contributed to the disruption of exports” in late 1979.  
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Armed Forces, ultimately “benefitted handsomely from state ownership” of the copper 

sector (Hojman 1993: 144).

In a further irony, it was not the orthodox Chicago boys, but rather the center-left 

economic thinkers associated with Chile’s Christian Democrat think tank, CIEPLAN, 

who were studying the institutions that could best insulate public finances against volatile 

copper revenues. In 1977, CIEPLAN economist Ernesto Tironi published a study 

explicitly promoting a Copper Stabilization Fund to act as a buffer against the extreme 

fluctuations of copper earnings, while also serving to dampen broader macroeconomic 

instability (Tironi 1977; author interview with Tironi 2010). In a broader sense, 

academics were also becoming interested in schemes for setting aside “excess” rents 

during times of plenty (with specific relation to Chile see Lasaga 1981: 145; more 

generally, see Levi 1975; Newbury and Stiglitz 1979, 1981). Stabilization funds were 

becoming a more prominent public policy element, but they remained off the Chicago 

Boys’ radar screen.

As copper prices rebounded and Chile’s economy boomed in the mid-to-late 

1970s, the government seemed to have few qualms with maintaining copper’s prominent 

place in public finances. Indeed, the brisk economic growth and abundant access to 

international credit created a sense of euphoria over Chile’s radical economic model, 

giving it an air of invulnerability (Silva 1996: 139-44). With the rapidly expanding

economy perceived to be on such solid footing, the government could seemingly spend 

copper rents with impunity instead of saving them for a rainy day. 

Unfortunately, Chile’s economic future was not as bright as the Chicago Boys had 

envisioned. Things turned sour in 1981 when small cracks that had started to appear in 

the model became real problems. For example, on top of an overvalued currency, Chile’s 

terms of trade started to drop precipitously in 1980 (Meller 1992: 35). These “cracks” 
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were completely exposed as international interest rates spiked—spurred on by the onset 

of the debt crisis in Latin America—while copper prices dramatically plunged. With a 24 

percent decline in copper prices in 1981 followed by another 15 percent plunge in 1982 

(Braun et al. 2000), “the price of copper [had] fallen to its lowest level, in real terms, in 

the last several decades” (Ministerio de Hacienda 1984: 2). In the absence of a NRSF to 

buffer the economy against the drop in public revenues—coupled with the absence of 

external lines of credit—Chile’s era of speedy growth came crashing to a halt. In 1982, 

Chile’s GDP contracted by over 10 percent and shrank 3.8 percent more in 1983, causing 

“one of the most severe crises in the country’s economic history” (World Bank 1990: xi; 

World Bank 2012). While several factors conspired to cause the depth of the crisis, the 

plunge in copper prices was singled out by academics (Ffrench-Davis and Bande 1989;

Fermandois et al. 2009), outside observers (The Economist Intelligence Unit 1993: 16;

World Bank 1990), and the country’s own Finance Ministry (Ministerio de Hacienda 

1984: 1) as a main driver of economic malaise that would ultimately plague the country 

for years. 

Although financing from the IMF—with whom the government was on very good 

terms (interview with Cáceres 2010; World Bank 1990)—helped keep the country from 

slipping even further, this source of financing generally targeted short term goals and 

“did not recognize existing crucial problems” (Meller 1992: 12; see also Arellano et al. 

1987: 38). These loans compounded Chile’s indebtedness, causing the country to have 

“the worst ratio of foreign debt to GDP in Latin America” at the height of the continent-

wide debt crisis (World Bank 1990: xii). Short-term fixes and reforms around the edges 

proved insufficient toward getting Chile’s economy back on track while copper prices 

remained low. 
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In 1983, after three consecutive years of precipitous declines, copper prices 

bounced back. Although the price rise was quite modest by historical standards, the 

cumulative effect of increased rents was significant considering the rapid deterioration of 

Chile’s other economic sectors (Braun et al. 2000). As a result of this price surge, 

copper’s contribution to GDP jumped over 40 percent between 1982 and 1983, to a level 

70 percent higher than 1981. Furthermore, the share of export earnings stemming from 

copper in 1983 surpassed pre-crisis levels (World Bank 2012). While the increase in 

copper income could not lift the country out of its economic woes—indeed, other 

important economic sectors were still in decline—higher prices did help slow the cuts to 

government expenditures (Braun et al. 2000). As mineral exports were the country’s lone 

economic bright spot, the financially strapped and increasingly indebted government did 

not appear interested in reforming the relationship between copper and public finances in 

1983.

Circumstances changed dramatically in 1984, however. While other sectors began 

to rebound, copper prices plummeted anew. The red metal lost almost a fifth of its value 

between April and October, precipitating a 16 percent year-on-year decline and ushering

in more economic uncertainty (Braun et al. 2000; UNCTAD 2012). After a prolonged 

period of economic crisis—and unsuccessful attempts at short-term stabilization—certain 

segments of Chilean society, including some business interests, were becoming impatient 

with the government and were vocalizing their displeasure (Silva 1996). With several 

years remaining in the 8-year term granted to Pinochet by the 1980 constitution—and his 

short-term ability to maintain power not in question—he was forced to confront these 

economic pressures by taking more drastic steps. As a result, Pinochet shook up the 

Finance Ministry in 1984, installing a new team headed by Hernán Büchi as Finance 

Minister after a series of placeholders. 
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Büchi was “a more pragmatic man, with less ideological baggage” than the 

Chicago Boys, mainly because he had studied business administration at Columbia as 

opposed to economics at Chicago (Valdés 1995: 262; see also Silva 1996). In place of the 

radical privatization and internationalization of the Chicago model, Büchi and his team 

set out to install a coherent economic agenda aimed at expanding the external sector and 

stimulating nontraditional exports (Ffrench-Davis 2002: 140; Valdés 1995: 262). 

Diminishing returns in the mining sector appeared to be a major impetus for the content 

of the new model: “Poor price prospects for Chile’s major primary exports…made the 

expansion of noncopper exports a top priority” (World Bank 1990: xiv). The underlying 

plan was to enhance the long-term stability of Chile’s economy by reducing the country’s 

financial dependence on volatile copper rents in favor of more predictable sources of 

income.

However, three conditions were required for non-copper exports to become a 

viable driver of Chile’s economy. First, decades of over-reliance on rents would not be 

reversed overnight. Rather, the regime needed ample time for these adjustments to alter 

the ship’s course. The second requirement was a way to sterilize the economy—still 

highly dependent on copper rents (World Bank 1990: 3)—against the short-term 

fluctuations of copper prices and the medium- to long-term macroeconomic imbalances 

elicited by copper reliance. The third, more immediate requirement was a means to 

finance such a dramatic economic reorientation; the crisis had decimated Chile’s ability 

to bankroll such a radical change domestically. 

While Pinochet’s strong political standing and guaranteed tenure settled the first 

issue, the latter two concerns were effectively solved by a Structural Adjustment Loan 

(SAL) negotiated with the World Bank and signed in 1985. Under this agreement, Chile 
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would receive $750 million over three years.76 Very much in line with the pragmatic 

plans of Büchi’s team, the goal of the SAL was “to instill a medium-term dimension and 

approach in economic policy” with a “permanent emphasis on export promotion” (World 

Bank 1990: ix). As opposed to the earlier stopgap stabilization measures, “It was realized 

that a longer period for adjustment—say three to five years—was necessary” to 

fundamentally reorient the Chilean economy away from copper reliance (World Bank 

1990: 30).

Since dependence on copper receipts had contributed to the “backwardness of 

other export activities” (World Bank 1990: 133), reducing the primary role of the red 

metal was paramount to the success of the new economic plan. In order to minimize the 

negative short and long-term effects of copper dependence, a NRSF—called the Copper 

Stabilization Fund (CSF)—was among the battery of complementary economic policies 

at the “core” of the SAL (World Bank 1990: xiii, xv). The CSF was considered to be an 

“essential feature” of the structural adjustment program that would “resist the exchange 

rate appreciation (depreciation) and demand pressures when volatile copper prices jump 

(decline)” while insulating public finances against negative price shocks (World Bank 

1990: 6-7). 

The SAL and the CSF were the capstones of Büchi’s vision for Chile’s economy. 

Volatile copper prices—along with fiscal reliance on commodity exports—had played a 

large role in the prolonged economic crisis. Reducing this dependence and bringing 

stability to the economy were contingent upon transitioning to less volatile exports. Yet 

the lingering effects of copper reliance stood in the way of developing the non-traditional 

export sector, as did Chile’s inability to bankroll these goals. Signing a loan with the 

                                                
76 The SAL was divided into three annual tranches of $250 million.
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World Bank provided the financing for the policy shift previously envisioned by Büchi 

and his team. Most importantly, the creation of the CSF provided a platform from which 

to establish the macroeconomic conditions necessary for the development of the non-

traditional export sector while making the country less vulnerable to the impacts of 

exogenous economic cycles. 

The creation of the CSF fulfills the hypotheses of developmental investment 

established in Chapter 2. First, this institution was created when Pinochet still had several 

years of his tenure remaining before the plebiscite scheduled in 1988. Good political 

standing and long time horizons were of the utmost importance in achieving the goals of 

the economic plan established by Büchi and his team in the Finance Ministry. Indeed, the 

package of pragmatic neoliberal reforms enacted in the mid-1980s was not intended to 

bear fruit immediately, but rather over the course of the next several years. In addition, 

the distortions caused by copper’s primary role in the economy could not be rectified 

overnight. Furthermore, building a sufficiently large buffer stock of excess copper rents 

would also require time and patience. Finally, the government needed political space to 

withstand potential demands to use copper revenues for current expenditures and to 

forego the temptations of spending rents to accelerate economic activity before an 

imminent election.

Second, the impetus for the creation of the CSF and the other complementary 

economic policies came from economic challenges as opposed to political calculations. 

Copper prices tumbled in the early 1980s to a two-decade low. This decline contributed 

to a very deep and prolonged recession—one of Chile’s worst—that ultimately exposed 

the country’s need to spur non-mineral exports while lowering its fiscal dependence upon 

volatile copper revenues. The government had initially tried to attack these economic 

problems with more limited short-term fixes in the hopes that exogenous conditions 
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would rebound, as they temporarily—and weakly—did in 1983. As economic problems 

and public debt kept mounting, the government was compelled to finally address the 

perceived root causes of these protracted woes. Political considerations were obviously 

part of the equation—Pinochet hoped to put himself in a position to gain politically from 

the medium-term economic benefits produced by these policies—but the point of the CSF 

and its sister reforms was to rectify very salient issues and build a bridge to help achieve 

long-term economic goals, with political gains following suit. 

Finally, far from being a one-off institution, the CSF was part of a battery of 

policies intended to reduce Chile’s economic dependence on copper. Exclusively creating 

a NRSF could have yielded some tangible benefits. Nevertheless, the long-term viability 

of this institution was contingent on the development of alternative—and more stable—

forms of governmental income. Rather, the CSF was conceived as one important 

component of a comprehensive and coherent plan to fundamentally alter the nature of 

Chile’s economy.

In total, Chile’s NRSF was clearly intended to directly address very salient 

economic concerns. Furthermore, although the plans of Büchi and his team were 

pragmatic, they were not for the timid. On the contrary, these policies required the 

government to jump in with both feet by taking on more debt and making short-term 

sacrifices. In so doing, however, the CSF was put in a position to succeed. 

While the creation of the CSF mirrors the conditions of developmental 

investment, it deviates wildly from the tenets of political insurance. For example, not 

only did a significant portion of Pinochet’s term remain, but his adversaries did not 

present a tangible threat at the time the institution was created. Even though the 

opposition started becoming more cohesive in the mid-1980s when the CSF was created, 

it still consisted of numerous, disparate factions, with many former leftist elites still 
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exiled abroad (Silva 1996).77 As a result of the strength disparity between Pinochet and 

his rivals, the government was not in any danger of falling before the plebiscite that 

would occur in 1988. Moreover, in formal-institutional terms, the CSF was weak—much 

weaker than its Venezuelan counterpart—and did not place direct constraints on the 

executive. As mentioned in more detail below, both the Pinochet regime and the 

successive Concertación administrations could have changed the rules of the fund by 

decree in order to gain greater access to copper rents, without consent from Congress.

Restricting the autonomy of policymakers was thus not a major concern when the CSF 

was created.

Although the CSF was a condition of the SAL signed with the World Bank, I 

argue that it should be seen more as a homegrown initiative than the product of IFI 

pressure. Far from needing prodding by the World Bank or IMF to undertake drastic 

reforms, Chile implemented policies mirroring the content of the Washington Consensus 

more than a decade before the IFIs even developed this moniker (author interview with 

Lüders 2010). Indeed, Chile’s previous enthusiasm for economic stabilization measures 

gave the World Bank little reason to question the country’s willingness to carry out its 

end of the bargain (World Bank 1990). Moreover, the reforms contained within the SAL 

were consistent with the pragmatic economic vision that had already been devised by 

Chile’s economic policymakers. As a result, the terms of the loan in general were 

extremely favorable to Chile. In fact, the World Bank took the unprecedented step of 

actually being the guarantor of hundreds of millions of dollars it was loaning Chile (El 

Mercurio 1985; World Bank 1990). More directly, the Pinochet regime had previously 

issued a decree in 1981 to create a fund that used excess copper revenues to pay down the 

                                                
77 Furthermore, the regime was carrying out tactics to keep the opposition isolated and divided (LAWR
1986), a task facilitated by the government’s tight control over civil society.
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Treasury’s debt (Ministerio de Hacienda 1981).78 Thus, the regime had already shown 

itself to be amenable to creating institutions similar to a NRSF without any external 

pressure. In sum, the structural adjustment agreement was just that: an agreement 

between two willing parties. As opposed to the Bank forcing an unwilling recipient to 

adopt its pet projects, the goals of the SAL mirrored the regime’s preexisting plans.79

As a result of having been created for developmental investment—that is to 

rectify long-term economic issues—the CSF was born under auspicious circumstances 

that helped it achieve its goals and kept political actors from trying to raid its holdings for 

short-term gain. In short order, this institution would help to profoundly transform 

Chile’s economy.

MANAGEMENT AND FUNCTIONING OF THE CSF UNDER PINOCHET

The CSF was codified at the end of 1985 and became fully functional at the start 

of 1987, just as copper prices started to boom. The deposit (and withdrawal) rules of the 

institution called for different “price bands” that determined the amount of excess rents 

deposited into (withdrawn from) the fund. A greater deviation between the actual price of

copper and the reference price led to a higher percentage of the excess revenues deposited 

into (withdrawn from) the CSF.80

                                                
78 Unfortunately, very little is known about this debt reduction fund. In fact, two Finance Ministers from 
this era, Rolf Lüders (1982-1983) and Carlos Cáceres (1983-1984), were both completely unfamiliar with 
this decree, much less the institution (author interviews with Lüders 2010; Cáceres 2010). The decree 
creating this fund simply called for a reference price to be set and for all excess rents to be directed to the 
Treasury to pay down external debts (Ministerio de Hacienda 1981). No further rules or institutional design 
considerations were issued. Presumably, the long-term dramatic copper price bust starting in 1981 meant 
that no excess rents were available to transfer to the Treasury, making this decree irrelevant for years to 
come. 
79 Rather, the World Bank described its relationship with Chile as “close and excellent” (World Bank 1990: 
145).
80 As Fasano (2000: 7) notes, “The rules establish zero deposits for the first US$0.04 per pound above the 
benchmark price relative to the actual copper price obtained by CODELCO, and mandatory deposits of 50 
percent for the next US$0.06 per pound, and 100 percent for any additional cent above the benchmark 
price.”
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While the Budget Office set the estimated price of copper on an annual basis 

(Caballero 2000; fn 36), the reference price remained unchanged across the last few years 

of Pinochet’s tenure even though actual copper prices were rapidly rising.81 In contrast to 

trying to exploit high copper prices in the short term, the reference prices were 

consistently based upon long-term considerations (Fasano 2000), allowing the balance to 

swell.

During the late 1980s, the economy started to make up the ground lost during the 

economic crisis of the first half of the decade. The rapid economic expansion during 

these years came on the back of the export-oriented economic policies and the CSF, 

consistent with the goals of the Finance Ministry team. Nontraditional exports grew at an 

impressive annual average of 22 percent between 1986 and 1989 (Ffrench-Davis 2002: 

172; see also The Economist Intelligence Unit 1996: 47-48). In 1988, exports soared 35 

percent higher than 1987, reaching an “all-time record level” (LAWR 1989a). 

Impressively, this expansion of exports occurred while copper boomed. Whereas copper 

price spikes in the past tended to crowd out non-copper sectors, the economic situation 

was now dramatically different. Indeed, this “strong and sustained recovery in activity 

and GDP…took place in a relatively stable macroeconomic context;” an unprecedented 

development for Chile (Valdés 1995: 267). Impressively, Chile also reined in its penchant 

for procyclical behavior: the correlation between government expenditures and changes 

in copper prices dropped to .2 between 1984 and 1989, which was drastically lower than 

the .54 correlation between these two variables during the first decade of the Pinochet 

dictatorship (1973-1983).82 Evidence of Chile’s anti-cyclical spending is further 

                                                
81 Despite sustained increases, experts were consistently bearish over the long-term price prospects of 
copper through the latter half of the 1980s (see LAWR 1988c). 
82 Author’s calculations using data from Braun et al. (2000).
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demonstrated in Figure 4-2 below: in the years following the creation of the CSF and the 

SAL, total government spending (as a percentage of GDP) continually declined.

Figure 4-2: Government Expenditures (as a % of GDP) in Chile, 1982-1989

This newfound stability and countercyclicality can be traced back to Chile’s 

NRSF. As opposed to spending the gains from the copper boom, the CSF was able to 

accumulate deposits amounting to 3.6 percent of GDP by 1989 (Arellano 2005). 

Furthermore, despite being a relatively new institution, analysts noted that the CSF was 

used with “much success” in avoiding the “pernicious” fluctuations of copper prices 

(Larraín 1990: 13). Just as policymakers had hoped, taking the long view had started to 

pay dividends. 

Focusing on growth over the long run, however, was not without its adjustment 

costs. Although the pragmatic economic policies were ultimately beneficial, came at a 
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cost. As the World Bank (1990: 5) noted, “by mid-1987, it was clear that Chile had 

adjusted by sacrificing current consumption in favor of…long term growth.” The ability 

of the regime to withstand the potential backlash from this sacrifice was assisted by 

Pinochet’s constitutionally guaranteed tenure. More specifically, the conditions 

accompanying the creation of the CSF—according to the tenets of developmental 

investment—proved to be an important factor in its solid performance.

While the macroeconomic stability provided by the CSF helped establish the 

groundwork for the non-copper sector to flourish, it also played a more direct role in 

maintaining broader economic stability in its early years. In conjunction with its goal to 

prop up non-traditional exporters, stored revenues from the copper windfall were used to 

help offset the tremendous economic losses incurred by fruit exporters in the wake of the 

US’ temporary 1989 ban on Chilean fruit (see LAWR 1989b). Despite the potential of this 

episode to halt Chile’s growth, the CSF helped the country maintain its economic 

expansion in 1989. This institution was also directly used to shore up the state’s long-

term finances and growth prospects by paying down the country’s massive public debt 

with CSF revenues (LAWR 1988c). 

Interestingly, Chile’s stabilization fund was able to accomplish its economic goals 

with a low degree of transparency (Fasano 2000). Beyond the publication of the annual 

net inflows and outflows of the fund, extremely little information was made public about 

the CSF’s financial dealings. In fact, institutional rules did not require any detailed 

reporting of the CSF’s transactions; a feature of the institution that would continue 

throughout the democratic era. With the management of hundreds of millions of dollars 

taking place behind closed doors, there was ample room for malfeasance. By all accounts, 
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however, mismanagement of CSF revenues did not occur.83 Instead, proper 

administration of the CSF during its early years assisted in the development of standard 

operating procedures governing the accumulation and disbursement of excess copper 

revenues that would guide the institution into the future. The lack of corruption of the 

CSF in the face of low transparency defies many arguments that suggest openness is a 

necessary condition of a successful NRSF (e.g. Humphreys and Sandbu 2007). Thus, it 

cannot be said that the CSF’s formal legal framework compelled the Pinochet 

administration to adhere to institutional rules. Rather, compliance with this institution 

was more rooted in its ability to help achieve the administration’s economic and political 

goals. 

The upshot of the success of the pragmatic economic policies was that by the time 

the October 1988 plebiscite was contested, Chile’s economy had changed from previous 

eras. With the CSF keeping macroeconomic instability at bay and facilitating the rapid 

rise of non-traditional exporters, the economy appeared to be on more solid footing. In 

short, the economic goals set by Chile’s pragmatic finance team, undergirded by the CSF, 

were starting to be realized as Chileans were given the opportunity to vote whether to 

reaffirm Pinochet as the country’s leader. 

Entirely consistent with the expectations of developmental investment, Pinochet 

based his campaign for the plebiscite on the economic gains made under his watch—

especially those achieved since 1984 (Silva 1996: 226-27). Sticking to the tenets of the 

SAL and stomaching the short-term sacrifices of altering the economy’s structure had 

produced growth in the medium-term, for which the regime now sought credit at the 

                                                
83 The Concertación did take issue with the Pinochet administration using CSF revenues to capitalize the 
Central Bank—whose finances were still reeling from bailing out the country’s banks earlier in the 
decade—in 1989 (LAWR 1989e). However, such a transfer was not against the rules of the institution and it 
was an action that the Concertación would also take during its tenure.
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ballot box. The booming economy removed an issue from the playbook of the coalition 

of leftist groups vying for Pinochet’s ouster. As a result, the movement opposing 

Pinochet’s continued rule had to essentially promise to maintain the economic policies 

responsible for growth.

While the opposition essentially signed on to the regime’s neoliberal model, it is 

important to note that Pinochet maintained his commitment to the pragmatic reforms of 

the SAL in the face of incentives to defect. By 1988—the year of the plebiscite on an 

automatic extension of Pinochet’s tenure—the copper sector had started booming 

unexpectedly and the CSF had begun to accumulate hundreds of millions of dollars 

(Arellano 2005). Although Pinochet believed he would emerge victorious in the 

plebiscite (Christian 1988), pre-election polls showed a tight vote. Why did Pinochet 

spend the CSF’s bounty in order to tip the scales in his favor?

A primary reason for not raiding the stabilization fund was that this institution 

was the foundation of the economic recovery that Chile was experiencing in the late 

1980s; and it was on these economic gains that the regime was pinning its political hopes. 

The economic volatility throughout the first half of the 1980s had caused Pinochet’s 

political standing to erode to the point where even some business sectors were becoming 

restive (Silva 1996). The economic reforms codified in the mid-1980s sought to reverse 

this politically damaging uncertainty by creating a more stable economy that was much 

less dependent on copper. By the late 1980s, the strong resurgence of Chile’s economy 

justified the hopes of the structural adjustment policies and gave Pinochet a political 

boost. As noted, the regime was betting on the economic success that it had delivered to 

drive its victory at the polls. The CSF played an important role in this strategy by 

ensuring that the economy would avoid a politically devastating pre-election bust. With 

Pinochet setting up the election as a choice between his order and the economic chaos of 
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the early-1970s that the opposition would surely bring back, he could ill afford an 

interruption of the nascent economic stability enjoyed by Chile. In short, the pragmatic 

reforms undertaken by the Finance Ministry—and especially the stabilization fund—were 

an insurance policy against the unpredictability of the economic cycle; still a salient 

concern given the copper sector’s responsibility in the economic crash. As a result, an 

uncorrupted CSF was worth much more to Pinochet than the copper revenues it was 

storing.

Despite the impressive economic resurgence, the opposition prevailed in the 

plebiscite, starting Chile’s return to democracy. Fresh from the victory in the plebiscite, 

the center-left coalition of parties—formally called the Concertación—nominated 

Patricio Aylwin as their presidential candidate. Aylwin emerged victorious in his quest 

for the presidency, defeating none other than Hernán Büchi, the architect of Chile’s

recent economic success who stood as the candidate for the right-leaning part of the 

political spectrum. After 17 years of military rule, the Concertación was granted an initial 

four-year window to preside over Chile’s renewed democracy. Despite the coalition’s 

assurance that the economic model would remain intact, the transition to democracy had 

the potential to destabilize the institutions underpinning Chile’s economy, like the CSF 

(see Levitsky and Murillo 2009: 129).

FUNCTIONING OF THE CSF UNDER THE CONCERTACIÓN

Although Chile’s GDP had been expanding for several consecutive years, once in 

office the Concertación saw that the picture was not as rosy as some of the economic 

indicators suggested. First, Chile’s rapidly growing economy was on the verge of 

overheating (Ffrench-Davis 2002; LAWR 1989c). If not confronted, this had the potential 

to lead to a self-correcting economic contraction, or worse, a reversion to the typical 
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economic cycles that had plagued the country over the previous decades. This forced the 

new administration to confront some difficult economic choices, such as how to maintain 

growth in the short run and the long-term.

Second, while some referred to the Pinochet years as an economic “miracle”—a 

dubious sentiment considering that the economy grew at an average of 2 percent annually 

during a period characterized by “booms and slumps” (LAWR 1988b)—many of Chile’s 

socioeconomic indicators fell far short of miraculous. While some tangible economic 

gains had been achieved during the dictatorship, Chileans had benefitted unequally under 

Pinochet’s watch. The reforms from the 1970s onward had left many ordinary Chileans 

behind. When Aylwin took office in 1990, poverty stood at 38.6 percent with 13 percent 

of the population living in extreme poverty (OECD 2011: 96; see also Santiso 2006: 

103). Not surprisingly, inequality was also a salient concern. Chile’s Gini coefficient of 

55.1 in 1990 was one of the highest in Latin America (Martorano and Cornia 2011). 

Basing their platform on the slogan “growth with equity,” the new administration would 

be forced to tackle these problems head on. 

Within the Concertación, which had been cobbled together from numerous leftist 

and center-left parties, there were varying visions of how to best address these issues. 

Some within the coalition felt that new government should play a much more active role 

in the economy. The policy prescription of this faction was a rapid increase in social 

expenditures to immediately redress the social inequalities that had built up under 

Pinochet (interviews with Vial 2010, Marfán 2010). With such deep problems that 

needed to be addressed, only dramatic action, such as large governmental transfers and 

robust social programs, could make a dent. The worry was that if popular sectors did not 

benefit under a leftist regime, how could the coalition possibly manage to maintain power 

in the next election? 
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However, for several reasons, others within the coalition—namely the 

technocratic wing—saw the need for more measured economic policies that did not 

dramatically upend the extant system. First, injecting more government revenue into the 

economy would only add fuel to an economy already in danger of overheating. If the 

economy kept running over its capacity, these policymakers worried that other economic 

variables, such as inflation, might spiral out of control, ultimately compromising 

economic growth. 

Second, several of Chile’s neighbors had recently provided relevant templates that 

demonstrated the difficulties of returning to democracy while rapidly expanding social 

outlays through populist policies. Specifically, Chilean economic technocrats saw what 

had transpired in Brazil and Argentina, where the transitioning democratic government 

had fallen by trying to do too much too quickly to tackle social inequalities at the expense 

of economic stability (author interview with Vial 2010). In light of these examples, 

policymakers took the long view. Social inequality would be addressed, but within the 

confines of a prudent approach that would give the government a better chance to 

maintain its standing in elections to come. These technocrats argued that an economic 

platform based on radically increasing government outlays would be bad for everyone in 

the long haul since high levels of social spending were unlikely to be sustainable, likely 

engendering economic instability. The specter of Chile’s neighbors suggested that 

volatile economic conditions would make maintaining political power—even in the short 

term—extremely difficult. As a result, the only way for the coalition to meaningfully 

confront social inequality while holding on to political power was through upholding the 

former regime’s pragmatic neoliberal policies. 

Finally, to ease the fears of citizens and business interests, the coalition had made 

strong public pronouncements about their economic intentions. During the campaigns for 
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the plebiscite and the presidency, the Concertación movement countered the assertion 

that “chaos” would ensue under a non-Pinochet government by publically committing 

themselves to Chile’s extant economic model (Silva 1996; LAWR 1988a). In addition, as 

a presidential candidate, Aylwin— accompanied by his eventual Finance Minister, 

Alejandro Foxley—had visited European capitals months before the election to reassure 

wary investors and governments of their intentions. During this goodwill tour, Aylwin 

and Foxley laid out their economic priorities, which were very much in line with Chile’s 

existing policies (LAWR 1989d).84 With the eyes of the world upon them, any dramatic 

moves away from these commitments once in office had the potential to alienate 

domestic and international business interests while demolishing the credibility of the new 

government.

The CSF stood in the middle of these intra-coalitional debates. With copper 

booming, the fund was quickly accumulating excess copper rents—almost US$ 2 billion 

between 1989 and 1990 alone.85 On the one hand, these stored revenues could be used to 

pay for the increased social outlays desired by many. On the other hand, the CSF’s status 

quo could be maintained: the administration could continue to divert excess rents from 

the budget in order to contain the pressures of the overheating economy and preserve 

macroeconomic stability. While the fund’s savings and withdrawal rules appeared on 

paper to favor the faction wanting to maintain economic prudence, the CSF’s formal 

institutional framework was quite weak and susceptible to easy manipulation. In fact, the 

Aylwin administration had the power to change, or even annul, the rules of the CSF 
                                                
84 Specifically, Aylwin committed himself to a growth rate between four and five percent, low inflation, a 
balanced budget, and debt buyback (LAWR 1989d).
85 However, because the Pinochet regime had spent CSF revenues paying down external debt, re-capitalize 
the newly fully independent Central Bank, and helping to prop up fruit exporters hurt by the US ban on 
Chilean fruit, the balance of the fund stood at US$ 25 million at the end of 1989. Nevertheless, the 
continued higher-than-expected copper prices allowed US$ 785 million to enter the CSF in 1990, padding 
its balance.
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whenever it wanted, without congressional approval. As a result, the Senate, which was 

stacked with Pinochet loyalists, could not formally block any attempts to water down the 

institution.86

Thus, at the outset of the new democratic government, policymakers faced 

contrasting economic policy choices. There was a population needing more government 

support, from which short-term political benefits could have been extracted. The CSF 

was accumulating revenues that could have bankrolled increased government outlays. In 

addition, policymakers had the means to alter the rules of the institution to achieve 

populist goals.

Alternatively, others within the coalition were acutely aware of the importance of 

the CSF on many fronts, and were hesitant to meddle with the institution for fear of 

losing the benefits it provided; namely, the ability to use the macroeconomic stability 

guaranteed by this institution as a bridge to future economic and political success. The 

Concertación’s goals required that the coalition maintain its political standing in order to 

address its social policy agenda over the medium- to long-term, and the provision of 

public economic goods was the most viable way to achieve these objectives. 

Although the group prodding Chile to continue on its sensible economic path held 

more sway within the coalition, this influence did not guarantee the adoption of their 

preferred policies. For example, newly installed Finance Minister, Alejandro Foxley, had 

once been an outspoken critic of the economic policies installed during the dictatorship, 

highlighting the social liabilities accompanying neoliberalism (Foxley 1982: Chapter 1). 

Furthermore, the dividends promised by the technocratic approach would be paid at an 

uncertain point in the future, which required patience; a bitter pill to swallow after 17 
                                                
86 Furthermore, as a former Chilean Finance Minister noted, institutional cheating is always possible even 
with the strongest of rules (author interview with Marfán 2010), which further discredits the veto player 
argument as a viable explanation of the CSF’s success. 
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long years of dictatorship. Finally, despite the recent negative examples of neighboring 

countries, using the CSF to help increase social spending in the short term would likely 

yield immediate political benefits, potentially allowing a permanent core of political 

support to coalesce behind the Concertación.

Ultimately, while acknowledging the need to address Chile’s poor social 

conditions, the stronger voices pushing economic prudence and a more gradual approach 

to redressing the country’s inequalities won out. Upon assuming his role as Finance 

Minister, “Foxley retained most of the neoliberal reforms that he earlier had opposed” 

(Armijo 1994: fn 43), saying that “‘we have already paid the social costs of these 

policies…so we might as well reap the economic benefits’” (quoted from Winn 2006: 

203). 

The creation of these policies according to the tenets of developmental investment 

ultimately had important implications for their continued maintenance. Most importantly, 

the Concertación had incentives to comply with the CSF and the array of related 

economic institutions, even if it meant giving up certain benefits in the short run. When 

the Concertación took office, the startup costs associated with the CSF had already been 

paid. Since the previous administration had incurred the initial sacrifices of the pragmatic 

economic platform and had performed the legwork of installing these policies, 

maintaining the integrity of the CSF and its sister institutions was a palatable option for 

the coalition. On the one hand, because most political and social actors had already 

accepted the legitimacy of the economic reform template, the coalition faced very limited 

ideological costs in upholding these inherited institutions. On the other hand, because 

Foxley and Aylwin made adhering to the previous regime’s economic reforms part of 

their electoral platform, they faced potential audience costs had their actual economic 
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policies deviated sharply from their campaign promises. In the end, there was little 

sacrifice or risk involved for the new government to uphold these policies.

The Concertación had other reasons—internal and external—to initially maintain 

and comply with the array of developmental investment policies installed in the mid-

1980s. First, the country was already undergoing a much-needed revival from the depths 

of the economic crisis of the early-1980s. Indeed, thanks to the CSF and the SAL, Chile’s 

economy had turned around markedly during the remainder of Pinochet’s term. The 

volatility of economic growth in the three years before the CSF was created—as 

indicated by the standard deviation of GDP growth—was extremely high. In the four 

years following the implementation of the pragmatic economic policies, there was a 

tenfold reduction in economic instability (World Bank 2012). Furthermore, economic 

growth had been rapid and sustained for several years. Because the SAL policies—which 

were undergirded by the CSF—were producing such positive results, the Concertación 

had little alternative to staying the course. Although the coalition inherited an overheating 

economy, the blame for any contractions would be placed squarely on the shoulders of 

the new democratic administration instead of the ousted military government, prompting 

them to proceed with caution. Indeed, flouting the rules of the CSF in order to increase 

the spending of copper rents would only boost the possibility of an economic meltdown. 

In the end, the coalition actually needed to keep excess money out of the economy in 

order to maintain their political viability, and the CSF provided the means to do so. The 

fact that the CSF was already helping to produce beneficial economic outcomes and 

could reduce the pressures of the overheating economy gave the administration high 

incentives to conform to its rules. Once again, the real risk to the Concertación’s political 

standing was bypassing the CSF, thanks largely to the fact that it was created for the 

purposes of developmental investment. 
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Second, although they had been weak during the initial years of the Pinochet 

regime (Silva 1996: 148), export-oriented sectors were becoming more politically 

prominent and difficult to ignore (Schneider 2004: 166). The increased political clout of 

these actors was tied to the array of pragmatic reforms. In the period before the creation 

of the stabilization fund, the manufacturing sector in Chile had been in decline—a main 

facet of Dutch Disease (The Economist 1977). In the four years following the 

implementation of the CSF and the SAL, Chile’s manufacturing sector had taken off, 

growing at an annual average rate of 8 percent (World Bank 2012). The Concertación, 

who tried to curry the favor of business interests (author interview with Vial 2010), did 

not want to alienate this increasingly powerful group from the outset. To the contrary, the 

fates of Chile’s political and economic actors were intertwined. With the economy 

transitioning away from its dependence on copper rents, the coalition was dependent 

upon the continued economic input of non-copper sectors (Silva 1996) while these 

economic actors needed the new administration to adhere to the policies responsible for 

their growth. 

Finally, the CSF was working together with other institutions to produce 

economic growth in an environment free of macroeconomic instability. Because the CSF 

was a product of developmental investment, the coalition had inherited a coherent 

economic platform. As a result, tinkering with one part of this institutional array—such 

as raiding the CSF—would invariably affect other segments. For example, a central goal 

of the SAL was increasing the presence of non-copper exporters. The viability of this 

sector was dependent on a stable exchange rate that kept the peso from appreciating to 

the point where Chilean exports were prohibitively expensive on external markets. Büchi 

and the World Bank intended Chile to use the CSF to ward off these types of 

macroeconomic pressures (World Bank 1990). Disrespecting the CSF would likely 
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reverse any progress in eradicating macroeconomic instability, thereby putting the 

continued development of the non-traditional sector in jeopardy. In short, the 

Concertación did not inherit discrete economic policies, but rather a chain of institutions 

whose success would be compromised by any weak links. 

Just as the logic of developmental investment would predict, the hands of the new 

administration were largely tied from meddling with the rules of the stabilization fund. 

Although there were potential political benefits to be had from disrespecting the CSF and 

spending excess copper rents, so too were there high risks. Recent advances in economic 

growth and stability, as well as the conditions giving rise to the non-copper sector, were 

built on the foundation of the CSF and its related economic institutions. By locking up 

excess rents in a stabilization fund, Chile was taking steps to rid itself of the resource 

curse. However, these gains were still in the process of consolidation, and watering down 

the institutions responsible for this progress would have manifold consequences. A weak 

stabilization fund would translate into a weak economy, which would erode political 

support for the Concertación. In the end, due to the conditions under which the 

stabilization fund was created, the Aylwin government ultimately had less autonomy over 

the CSF than it appeared on paper. 

Economic Benefits and Effects of the CSF, 1990-2000

Although the stabilization fund proved to be resilient to alterations during the 

democratic transition, the Concertación ultimately did not see the CSF as something 

curtailing its actions. Rather, the Aylwin administration—and its successors—fully 

embraced the CSF, using the institution to help accomplish their long-term economic and 

political goals.
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True to its intent to stabilize the economy against external shocks, the CSF first 

played a direct role in Chile within the first year of Concertación rule. During 1990, the 

Aylwin government managed to store copper revenues in the CSF amounting to 2.3 

percent of GDP, despite the intra-coalitional pressures to increase spending (Ffrench-

Davis 2002: 20). This buffer stock became extremely important when the price of oil 

skyrocketed toward 1990 and into 1991. Being an extremely marginal oil and gas 

producer, Chile must rely on the international market for the provision of these 

commodities. As a result, this exogenous shock put Chile’s economic growth in jeopardy. 

The potential economic fallout from these external pressures was greatly minimized by 

the CSF. To tackle the rising price of oil, in early 1991 Chile created—with support from 

all parts of the political spectrum (author interview with Marfán 2010)—the Oil Price 

Stabilization Fund, which used an initial loan from the CSF to subsidize oil prices for 

consumers and businesses.87 Thus, from an early stage, the coalition used the stabilization 

fund to successfully ward off potentially destabilizing exogenous shocks.

The CSF continued to benefit the economy beyond the Concertación’s initial 

four-year term. Aylwin’s successor as president, Eduardo Frei Ruiz-Tagle (1994-2000), 

presided over an important era in the CSF’s history. After plunging below the reference 

price in 1993, copper prices surged in 1994 and into 1995. By maintaining a prudent 

reference price in 1995—instead of setting it higher to facilitate greater spending—the 

fund collected more than US$660 million, doubling its balance to over US$1.3 billion. 

Modest deposits occurred over the next two years, bringing the fund’s total earnings to 

US$1.8 billion at the end of 1997. In the wake of the Asian Financial Crisis, copper 

prices plunged dramatically in 1998, starting a years-long slump in global demand for the 

                                                
87 The Oil Price Stabilization Fund would become important again in the 2000s as oil prices spiked anew.
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red metal. The rainy day for which excess copper revenues had been saved finally 

arrived, and the administration used the stored rents to stabilize public finances over the 

ensuing years. Over the next 4 years, the CSF averaged US$375 million in annual 

disbursements to offset the copper sector’s lack of dynamism.

As a testament to the prudent management during the mid-1990s copper boom, 

Chile’s economic performance during the crisis surpassed its Latin American peers; 

saving copper revenues had proven to be a wise decision. Although economic expansion 

slowed considerably compared with the previous decade, Chile’s average GDP growth 

between 1997 and 2000 greatly outshined that of its neighbors Brazil, Argentina, and 

Uruguay, while also surpassing the Latin American average (World Bank 2012). 

Considering Chile’s volatile economic history, maintaining growth and output in the 

wake of an external crisis was a considerable accomplishment and a major deviation from 

its track-record, suggesting the dawn of a new era: “Chile without volatility” (Larraín and 

Parro 2008: 563).88

By drawing on saved revenues, the CSF shielded public finances from the 

volatility of the copper market: Chile was the only South American country that did not 

have an annual cut in public expenditures between 1997 and 2000 (Martorano and Cornia 

2011). Furthermore, in accordance with the countercyclical nature of the CSF, it helped 

the government increase its outlays in 1999 by 8 percent during a year when private 

economic activity slowed (Martorano and Cornia 2011; World Bank 2012). Even as late 

as 2001, the CSF was instrumental in helping to shore up public finances: by using CSF 

revenues, the government ran a surplus of .1 percent, up from a predicted budget deficit 

of .5 percent of GDP (Castañeda 2001). While the protracted era of low copper prices 

                                                
88 Comparatively, volatility of economic growth decreased 60 percent between 1988 and 1998 (Larraín and 
Parro 2008).
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required Chile to issue a sovereign bond to shore up CSF holdings in 2001 (Castañeda 

2001; The Economist Intelligence Unit 2003: 19), the CSF ultimately allowed the country 

to escape the worst of the crisis with one of the best economic track records on the 

continent. 

Policymakers within the government were quick to point out the importance of 

the CSF during this era. Frei’s Coordinator of Economic Policy, Guillermo Larraín, 

called the copper stabilization fund an “important element” in neutralizing the effects of 

international crises on Chilean finances (El Mercurio 1999), while the Mining Minister of 

this era, Sergio Jiménez, noted that revenues from the CSF helped sustain the country 

through a “disastrous” economic period (Recabarren 1999). 

Because the government had resisted the short-term allure of spending copper 

rents during the boom, the country was able to keep its head above water during trying 

economic times. Yet the CSF did not merely provide an economic lifeboat for the 

country, this institution helped the economy thrive. Throughout the first decade of center-

left rule, economic conditions improved markedly. Sacrificing immediate gratification by 

respecting the CSF and prudently managing the economy with an eye toward future 

political gains had helped the Concertación reshape Chile in a profound manner.

Most notably, the administrations of Aylwin and Frei “gave rise to a period of the 

greatest prosperity in Chilean economic history” (Ffrench-Davis 2002: 16). Even 

considering the slowdown resulting from the Asian financial crisis, Chile averaged over 

six percent growth between 1990 and 2000, more than double the regional average 

(World Bank 2012). Moreover, the average living standards of Chileans improved under 

the Concertación as well. Chile’s per capita GDP soared by 60 percent throughout the 
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1990s—by far the largest jump in all of Latin America89—which allowed the ranks of the 

middle class to swell.

Although the impact is less direct, the stabilization fund allowed for economic 

expansion in an environment free of macroeconomic instability. For the first time, growth

occurred in Chile without inflationary pressures (Ffrench-Davis 2002: 20); a feature of an 

effective NRSF (Shabsigh and Ilahi 2007). Furthermore, former finance minister Andrés 

Velasco noted that Chile’s stabilization fund played an important role in minimizing 

fluctuations of the exchange rate (author interview with Velasco 2010; see also The 

Economist Intelligence Unit 2006: 2). In addition, beyond stabilizing monetary conditions 

and output, the CSF sheltered social and economic actors from economic disturbances 

(Eyzaguirre and Lefort 1999: 125).

The establishment of macroeconomic stability in Chile—reinforced by the 

prudent management of the CSF—had a major hand in allowing non-copper sectors to 

flourish. Entirely consistent with the plan to reduce the primary role of copper, “the most 

important feature of the Chilean trade policy of the 1990s was the search for 

arrangements to expand access to export markets” (Ffrench-Davis 2002: 170). True to 

these goals, Chile’s expansion in economic output under the Concertación was driven by 

a surge in non-mineral exports. As early as 1996, it was evident that the concerted push 

toward export diversification was succeeding, as non-traditional exports grew at an 

annual rate of 14.9 percent (The Economist Intelligence Unit 1996: 47-48). Once 

marginalized by the copper sector, “manufacturing output as a whole increased by 42.2 

percent in 1989-99” (The Economist Intelligence Unit 2000: 32). It is instructive to note 

that the expansion of non-copper exports did not occur overnight. Rather, the export 

                                                
89 The next largest jump in per capita GDP was in the Dominican Republic, which had a 50 percent 
increase (Martorano and Cornia 2011).
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sector exhibited a “steady but slow diversification over time” (Villafuerte 2004: 72), 

which required policymakers to take the long view and continually resist short-term

temptations to backtrack on the rules of the institutions underpinning this shift. The CSF 

was not a passive institution in the economic plans laid out in the structural adjustment 

program. In an affirmation of its performance, Meller (1992: 52-3) argues that the CSF 

was “the most important feature of the SAL program” because it helped break “the link 

between copper prices and the production of non-copper export activities.” In other 

words, the stabilization fund inoculated Chile against the Dutch Disease.

Key to this process was the increase in investment in Chile, which “significantly 

contributed to the Chilean export development” (Ffrench-Davis 2002: 175). Foreign 

direct investment (FDI) spiked under the Concertación’s watch, expanding almost 

fourfold to record levels—from US $2.7 billion to 9.8 billion—between 1993 and 1999 

(O’Brien 2002; Ffrench-Davis 2002). Furthermore, whereas inward flows of FDI 

measured less than 2 percent of GDP in 1990, they topped 12 percent toward the end of 

the Frei administration (Martorano and Cornia 2011). This surge in investment followed 

the coalition’s blueprint of sending positive economic signals to investors (author 

interviews with Vial 2010 and Marfán 2010). The success of these signals—and the 

subsequent ability to sustain this investment—were contingent upon maintaining an 

environment of macroeconomic stability, which was one of the CSF’s core purposes. 

The diversification of Chile’s economy has also diminished the country’s 

dependence on volatile copper revenues (Ffrench-Davis 2002: 175). Between 1990 and 

1999, copper’s share of merchandise exports dropped from 54 to 43 percent, with non-

traditional exports picking up the slack (World Bank 2012). The decreased importance of 

copper in Chile’s economy is even more impressive considering that the mineral sector 

was undergoing its own rapid expansion throughout the Aylwin and Frei administrations. 
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Annual increases in copper production averaged more than 9 percent during the first half 

of the 1990s, leading to a 56 percent jump in output between 1990 and 1995 alone (Braun 

et al. 2000). Despite the tendency of increased commodity exports to crowd out other 

economic sectors, non-mineral exports were able to thrive in an unprecedented manner 

during this era (Villafuerte 2004: 72); an impressive feat that was certainly assisted by the

CSF.

As per the goals of the coalition, these economic gains were distributed in a more 

equitable manner when compared with the Pinochet years. By helping to reduce the 

volatility of public finances, the CSF helped the country to consistently increase 

government expenditures to help address social issues. More significantly, Chile actually 

de-linked government expenditures from copper income,90 which would have been 

largely impossible without the institutional assistance of the CSF. As a result, Chile was 

able to do away with the problematic and inefficient stop-and-start public investments, 

which had previously characterized governmental outlays. 

The ability to marshal state resources in a steady manner helped the coalition 

make concrete strides in its goal to provide “growth with equity.” Although inequality 

remained mostly unchanged through the Concertación’s first decade in power, the 

coalition greatly alleviated poverty. From the 39.6 percent of the population living in 

poverty when Aylwin was inaugurated, the poverty rate plunged to 13.7 in 2006, with 

extreme poverty affecting only 3.2 percent of Chileans (OECD 2011: 96). 

One important factor in the reduction of poverty was the expansion of 

employment. The coalition presided over a marked decrease in unemployment, from 

almost eight percent in 1989 down to six percent by the mid-1990s (International 

                                                
90 During the two decade reign by the Concertación, the correlation between copper’s share of GDP and 
government expenditures was negative (Martorano and Cornia 2011). 
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Monetary Fund 2010).91 Furthermore, after Aylwin came to power, real incomes started 

to rise, “reaching levels that surpassed the previous, but then unsustainable, peak 

established in 1971” (Hudson 1994: 91).

Most importantly, these gains occurred in a climate of overall economic stability 

theretofore unknown in Chile. Gone was the extreme volatility that had plagued the 

country throughout its history, and especially during the Pinochet years.92 Indeed, 

compared with the dictatorship and the previous democratic era, the economy under the 

Concertación was much more stable and less prone to wild growth swings; an impressive 

feat considering the copper price volatility since 1990.93

The diminished economic volatility suggests a new reality: the reduction of the 

resource curse (Van der Ploeg and Poelhekke 2009). This nascent immunity to the ills of 

resource-richness is corroborated by Villafuerte (2004: 72), who noted that under the 

Concertación, “Chile has not been subject to the factors identified by the literature as a 

‘curse’ of natural resources.” 

Due to these positive developments, a broad swath of Chileans benefitted from 

the economic and social advances that took place under the Concertación. As opposed to 

the more limited pool of beneficiaries that would have resulted from increased 

government spending at the outset of the democratic era, the impressive economic gains 

achieved by the coalition were enjoyed by a broad swath of society. This provision of 

                                                
91 Although the number of Chileans out of work jumped during the Asian financial crisis, Chile’s rate of 
unemployment remained consistently lower during these years of economic hardship than Brazil, 
Argentina, and Uruguay (Martorano and Cornia 2011).
92 The OECD (2003: 24) suggests that the Pinochet era can be broken up into four different and 
inconsistent economic periods: a fall in GDP between 1973 and 1975, growth between 1976 and 1980, 
crisis from 1982-1984, and a “remarkable acceleration of growth, notably driven by exports from 1985-
1989.”
93 The standard deviation of changes to economic growth during the Concertación (1990-2010) was 3.2 
while it was 6.8 during the years Pinochet was in power (author’s calculations using data from World Bank 
2012). 
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public economic goods allowed the Concertación to attract a wide base of political 

support, maintaining the presidency once again—albeit narrowly—in the 1999-2000 

election cycle. Had the coalition meddled with the institutions and policies undergirding 

these economic improvements, it would have been difficult to sustain such high levels of 

political backing.

The Role of Stabilization Funds in Chile’s Changing Economy, 2000-2010

The Aylwin and Frei administrations largely maintained the economic reforms 

inherited from Pinochet (The Economist Intelligence Unit 1993: 17). Adherence to these 

policies altered Chile’s economy in a profound manner and allowed the coalition to 

achieve many of their long-term goals, both economically—such as decreasing the 

dominance of copper—and politically—keeping the presidency in the coalition’s hands in 

the 2000 election. With a new millennium and a new president, Ricardo Lagos (2000-

2006), policymakers in the 2000s began to adjust Chile’s economic policies and 

strategies to meet 21st century goals. As Chile had escaped the copper-induced volatility 

that had plagued its economy for decades, technocrats sought to adjust Chile’s economic 

policy accordingly to tackle other long-term challenges.

Most importantly, the Lagos government initiated a structural balance rule for 

setting the budget. At its core, this policy stipulated that Chile would look beyond short-

term economic output, focusing instead on the long-term potential output of the economy 

in order to minimize the effects of economic cycles. In short: 

When the economy is performing above its long-term potential, the government 
should return a nominal surplus. When the economy is performing below 
potential, the government should return a nominal deficit. Over the cycle, these 
should balance each other out (Blöndal and Curristine 2004: 11). 
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The underlying idea was to instill a more explicit countercyclical element in 

economic policy, further eliminating the sources of economic volatility (Larraín and 

Parro 2008). Adherence to the new fiscal regime during the Lagos administration was 

entirely voluntary as no formal institutional changes were codified during his presidency. 

Similar to the CSF, the government could have changed or abdicated its commitment to 

this institution without any veto points standing in the way. Nevertheless, just like the 

stabilization fund, Lagos continued to look toward the future, even if it meant sacrificing 

short-term growth. 

A major test of this policy came at the beginning of the prolonged copper boom 

(Frankel 2011: 8) when copper rents and budgetary surpluses started to rapidly accrue 

after a period of economic torpor. In short order, copper prices doubled from January 

2003 to December 2004, hitting levels not seen since the boom in the mid-1990s 

(International Monetary Fund 2010). Instead of seeking to maximize short-term output by 

increasing spending, the administration kept its commitment to long-term growth, 

signaling its intent to store excess rents in the CSF (The Economic Intelligence Unit

2004). The impact of this compliance was significant: although average growth was 

slower in the first years of the Lagos presidency, the volatility of this growth was half of 

what it was in the previous decade (Larraín and Parro 2008: 565). Furthermore, the 

balance of the CSF swelled dramatically after 2003 thanks to the spike in copper prices. 

Between 2004 and 2006, over US$5.5 billion entered the CSF. 

An important corollary to the structural budget rule was how the country 

estimated copper income. Copper prices were still subject to high short-term volatility, 

but the structural budget rule was predicated on long-term economic trends. As a result, 

the administration altered the process of setting the reference price of copper to match 

their elongated time horizons. In order to set the annual base price of copper with an eye 
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toward the future, the government began assembling a committee of copper experts to 

meet annually. This task force is charged with using their expertise of copper markets to 

predict the long-term price of copper, which the administration uses as the reference price 

in the annual budget.94 While the government previously strove to set the base price of 

copper with the long run in mind (Fasano 2000), convening a panel of center-left and 

center-right non-governmental experts bestows more legitimacy on the process while 

making it more technocratic and rational.

As copper prices jumped to record levels and bypassed the committee’s long-term 

price projections, budget surpluses became the norm for several consecutive years and 

excess copper rents mounted. Yet, with the CSF, the country had an institution that was 

becoming outdated alongside the new economic model, a concern first raised by Lagos’ 

Finance Minister, Nicolás Eyzaguirre (Eyzaguirre 2005: 21). While the new economic 

policies and growth projections were based on long-term trends of the entire economy, 

the institution stabilizing Chile’s economy against short-term external shocks focused 

exclusively on a single sector that had recently waned in importance.

To address these concerns, the changes made by the Lagos administration were 

formalized in the first year of Michelle Bachelet’s (2006-2010) term—the fourth 

consecutive Concertación candidate to win the presidency—when Chile passed landmark 

legislation that codified the structural balance rule. As part of this law, Chile’s 

stabilization measures were brought up to date with its economic policies. The CSF was 

effectively dissolved and its revenues were split between two new institutions: the 

Pension Reserve Fund (FRP hereafter) and the Social and Economic Stabilization Fund 
                                                
94 Specifically, the ten task force members give their prediction for the long-term price of copper. The 
highest and lowest prices are discarded, with the remaining eight being averaged together to create the base 
price. While this average long-term price of copper is non-binding—that is, the government is not legally 
obligated to incorporate it—the government has traditionally adopted the panel’s decision as the legal 
reference price.
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(FEES hereafter). Instead of using excess copper receipts to bankroll these new 

stabilization funds, deposits would be contingent upon overall budget surpluses. The 

FRP, modeled in part after a similar institution in Norway, sought to use excess 

budgetary revenues for intergenerational uses, taking surpluses today to pay the state’s 

obligations tomorrow. The FEES was envisioned to function as a typical stabilization 

fund, where current excess revenues would be used to offset budgetary gaps in the future. 

As noted, the main difference of the new stabilization fund regime was that it built a 

buffer stock on the back of economy-wide gains and not simply those from a single 

sector.

Importantly, these modifications to the country’s stabilization fund law consisted 

of a tightening of its rules in accordance with technocratic principles; that is, the 

Concertación was not making these changes to give itself greater access to the mounting 

pool of copper rents. Indeed, the two new funds had greater transparency and were more 

difficult to alter than their predecessor was. Perhaps the most dramatic difference 

between the new stabilization funds and the CSF is in the reporting of fund activities and 

their investments. Whereas little information was made public about the financial 

transactions of the CSF, the FRP and the FEES are required to provide much more 

documentation. Each year, both institutions make very detailed reports public. In 

recognition of this level of reporting, the Sovereign Wealth Fund Institute (2012)95 has 

consistently given Chile the highest transparency marks since the creation of these two 

new institutions, which exceeds the rankings of state- and province-level funds in the 

USA and Canada. 

                                                
95 Stabilization funds typically fall under the general umbrella of sovereign wealth funds.



178

While the institutional structure of these new stabilization funds is much stronger 

and more coherent,96 the administration had to give up its informal autonomy over the 

use of excess copper rents. Chile’s creation of a deeper and more formalized institutional 

structure for handling surpluses deviates from the arguments of Dunning (2009), who 

suggests that only executives who enter office as weak incumbents would undertake 

actions cutting their access to rents. However, the Bachelet administration—who 

assumed the presidency with a much stronger mandate than her predecessor—

accomplished this institutional transformation in the midst of a copper bonanza, during 

which demands to increase the level of copper expenditures were mounting (Frankel 

2011: 3). By resisting the calls to use copper receipts for current spending priorities, the 

Bachelet administration was able to further minimize the government’s dependence on 

rents while quickly ballooning the balance of the FEES. By 2008, this institution had 

accumulated over US$20 billion dollars, a threefold increase over the CSF’s high water 

mark.

The stored revenues and economic prudence proved vital to the country in the 

wake of the 2008 worldwide financial crisis. The 2009 budget had already been passed 

before the implosion of financial markets in late 2008. As copper prices sank and 

economic prospects for the year deteriorated, a special commission was assembled in 

early 2009 in order to craft a solution to the country’s impending economic problems. 

While the Bachelet administration had patiently let copper revenues accrue, it showed no 

compunction in spending the stored rents.97 Ultimately, the revenues from the FEES were 

                                                
96 For example, while the CSF did not require the government to issue annual reports regarding its financial 
dealings, the government is now obliged to publish extensive information about the activities of the FEES 
and FRP. Furthermore, while the CSF’s rules could have been changed by decree, alterations to the FEES 
and the FRP require congressional approval.
97 Budget Director Alberto Arenas noted that the FEES was not “trophy to be kept on the shelves” (Guerra
2009).
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used to craft the world’s fifth largest stimulus package (by percentage of GDP), with 

billions left over in the fund (author interview with Arenas 2010; see also Cañas 2009). 

The remaining FEES revenues became very important once again when the 2010 

earthquake dealt another blow to the Chilean economy.

As noted below, the institutional and economic policy changes during the Lagos 

and Bachelet administrations had no negative impact on NRSF performance. Rather, the 

stabilization funds continued to be lauded as successful institutions. For example, the 

OECD (2010: 44) argued that these institutions “have provided a shield against external 

shocks.” while the Chile Country Monitor (2006b: 37) noted that “the establishment of 

contingency funds…and a tradition of fiscal and monetary prudence has helped mitigate 

most external shocks, resulting in a pattern of relatively stable economic growth.” 

Furthermore, Santiso (2011: 2) suggests that Chile has “masterfully” managed its 

stabilization funds in order to make the most of copper booms. In contrast to the 

experiences of other countries with NRSFs, Chile’s seemed to be performing admirably.

Factors Accounting for the Concertación’s Compliance with Chile’s NRSFs

The elimination of economic volatility, the subsequent reduction of the resource 

curse, and the rewards by voters were not coincidences. Rather, these improvements were 

the product of diligent economic policymakers. The economic plan the Concertación 

inherited and followed was one in which non-traditional exports were meant to increase 

in importance while making the economy less dependent on volatile copper rents—a goal 

backed up by the CSF. Without adherence to these institutions and economic policies, 

Chile’s growth would certainly have been much less impressive and more volatile. In the 

absence of these solid economic conditions, the sustained political gains enjoyed by the 

coalition would likely have been nonexistent. 
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Adhering to the rules of the CSF allowed Chile’s economy to outperform others 

in region. As the OECD noted (2011: 182), “underpinning this strong economic 

performance has been sound macroeconomic management…and prudent management of 

natural resources (principally copper).” While plaudits from the OECD and other IFIs are 

nice, they are hardly a sufficient motivation to maintain adherence to institutions like the 

CSF that require constant vigilance. What were the factors responsible for this long-term 

compliance with the CSF? 

Much of the willingness for adhering to the CSF came from within; because this 

institution was the product of developmental investment, it gave successive Concertación 

administrations compelling reasons to comply with its rules. The group of technocrats 

who pushed for a prudent path at the outset of the Aylwin administration had a clear 

long-term vision that linked economic gains and electoral success. The inheritance of 

economic institutions like the CSF provided these actors the means to pursue these goals, 

giving them an upper hand in the intra-coalitional struggle for the direction of economic 

policy. The subsequent gains realized from the stabilization fund provided a further layer 

of strength after this initial battle for the future of Chile’s economic policy was won. 

Most importantly, this institution had the effect of helping to undo the volatility that had 

traditionally characterized the Chilean economy. Economic growth was steady and was 

occurring without unfortunate side effects, such as inflationary pressures or exchange rate 

instability. The balanced growth achieved during the 1990s allowed for gains in 

employment and reductions in poverty. As the logic of developmental investment would 

suggest, the economic advancements the Concertación presided over extended to the 

electoral arena. Although Pinochet had stacked the deck against the center-left 

coalition—for example, Pinochet himself was a senator for life—such institutional 

machinations were insufficient to decrease the high levels of political support the 
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Concertación earned with the assistance of the CSF. In the end, a virtuous circle was 

born: the political gains the coalition received from a strong stabilization fund were in 

turn responsible, in large measure, for its continued maintenance of the CSF. 

In contrast, there were no international organizations holding the Concertación 

administrations to their institutional commitments. Although the CSF had been a 

condition of the SAL and Chile still owed the World Bank hundreds of millions of dollars 

in 1990, the World Bank did not attempt to coerce the government into complying with 

the CSF once Aylwin assumed the presidency (author interviews with Arellano 2010, 

Vial 2010, and Marfán 2010). In short, the adherence to the stabilization fund cannot be 

attributed to loan conditionality. This outcome corroborates the analysis in Chapter 2, 

which ultimately dismissed the potential of international financial organizations to 

successfully pressure lender countries to obey loan conditions; in the case of Chile, no 

coercion was necessary.  

While IFIs had no sway over the government, there were salient external sources 

of pressure that compelled the Concertación administrations to maintain their compliance 

with the institutions underpinning economic stability. The rise of these sectors was tightly 

linked to the fact that the CSF had been a product of developmental investment. 

Importantly, private business actors had seen their economic and political fortunes 

strengthen since the adoption of the pragmatic export-oriented neoliberal policies—with 

which the CSF was associated—and were interested in the government’s continued 

economic prudence. As noted, one of the most salient features of the coalition’s first 

decade in power was the rapid expansion of non-traditional exports. The primary 

beneficiaries of this economic trend were individuals and entities in the private sector. 

This represented a major change compared to the earlier years of the Pinochet 

dictatorship. Indeed, peak business groups had been quite weak in the first decade of 
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military rule. The 1982 economic crisis ultimately reinvigorated these organizations 

(Schneider 2004: 164). During the waning years of the Pinochet administration—when 

the rate of manufacturing and non-copper exports were growing rapidly (World Bank 

2012)—export oriented business leaders “had regular access to top economic policy 

makers to discuss macroeconomic policies such as those concerning interest and 

exchange rates” (Schneider 2004: 166). The increased economic fortunes of these 

actors—responsible for their enhanced political clout—was an intended consequence of 

Büchi’s economic plan and was assisted by the conditions under which these institutions 

were created. In fact, the pragmatic neoliberal policies of the SAL “gave businessmen a 

great structural advantage” in economic and political terms compared with other non-

governmental interest groups (Silva 1996: 230). These actors were keenly aware of the 

policies that affected their interests. Maintaining a suitable macroeconomic climate for 

their bottom lines was an important goal for these actors, and, as the logic of 

developmental investment would predict, they took strides to influence government 

actions. 

When democracy was restored, the ability of this group to influence policy was 

facilitated by their increased sway and the fact that the Concertación needed their 

continued investment for the economy to prosper (Silva 1996: 230). Beginning in the 

early years of the Concertación, there was strong communication between economic 

technocrats and organized business interests. Just as they were able to do under Pinochet, 

these actors directly participated in the process of forming policies. Schneider (2004: 

168) notes that “once in office, officials in the government of Patricio Aylwin (1990-4) 

continued negotiating with business associations, especially over sensitive policy 
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areas.”98 Business interests were keenly aware of their clout in the policy arena during the 

first Concertación administrations. Said one individual from the Sociedad de Fomento 

Fabril—a business association representing Chile’s industrial sector—“We may have our 

differences with the government, but if we are worried about something, or want to 

express our point of view on policy, all we have to do is pick up the phone and arrange a 

meeting” (quoted from Silva 1996: 231). During these years, “business-government 

relations were largely harmonious” (Schneider 2004: 169). Indeed, economic actors had 

much to be happy about during the 1990s: the growth they enjoyed in Pinochet’s waning 

years was maintained while Chile’s macroeconomic conditions remained stable99, an 

outcome predicted by developmental investment. The increasing power of non-traditional 

exporters—along with having the ear of Concertación policymakers—certainly allowed 

them to exercise their influence over important economic issues, like compliance with the 

CSF.

Incidentally, the institutional nature of CSF itself was also an important factor in 

its success. From the outset, technocrats in the Concertación were assisted in managing 

the CSF by its pre-established rules and operating procedures—the learning curve was

not at all steep. In the ensuing years, the weak institutional standing of the CSF actually

helped the coalition adhere to the established plan; an ironic development considering the 

assertion of analysts that transparency is essential to NRSF success. Some observers have 

argued that the CSF succeeded because it worked in a way that the country did not show 

a surplus when the balance of the stabilization fund swelled (Espinosa-Vega and Phillips 

2004). In fact, the CSF was something of a secret kept by the executive branch, as its 

                                                
98 While the business community and the Aylwin government coordinated on economic policy matters, 
political distance between the two groups still existed.
99 In fact, because Chile was largely unaffected by the regional fallout from Mexico’s “Tequila Crisis,” the 
Chilean economy took on an air of invulnerability once again (interview with Marfán 2010). 
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revenues were not part of the annual budget (author interview with Marfán 2010). By 

keeping the CSF’s balance off the books, the Aylwin and Frei administrations used the 

institution to help tamp down spending pressures. Had the financial health of the CSF 

been more public, it could have exacerbated tensions within the coalition. 

The fact that the CSF maintained a healthy balance throughout Aylwin’s tenure 

also helped the institution become more resilient. Importantly, the consistent deposits into 

the CSF had to be invested and managed by a competent staff, requiring human capital 

investments in the functioning of the institution. Not only did this lead to sunk costs in 

CSF (Pierson 2000), but it also gave rise to a group of individuals who understood the 

intricate dynamics and impacts of the CSF. Any proposals to alter the CSF would likely 

have met resistance from these technocratic actors, slowing or stopping the push to water 

down the stabilization fund. Furthermore, even with the country being less dependent on 

unpredictable copper revenues, Chile’s small and open economy remained vulnerable to 

exogenous events. This increased the salience of maintaining control over certain aspects 

of the economy, such as exchange rate stability. As a result, compliance with stabilization 

fund rules became increasingly important. As the CSF developed into an instrument 

explicitly used to eliminate macroeconomic uncertainty, its stability took on greater 

significance as the years went on: meddling with the stabilization fund would take away a 

unique tool used to build a solid economic foundation. Even though these developments 

occurred during an era when changes to the CSF required nothing more than a 

presidential decree, modifications to the CSF were not forthcoming because an intact 

stabilization fund was worth more to the Concertación than the rents it was accumulating. 

In short, just as the logic of developmental investment would predict, compliance 

with the CSF stemmed from the political gains bestowed to the Concertación by this 

institution, the increased political influence of economic actors whose fate was tied to the 



185

stabilization fund, and institutional features of the CSF itself. The positive impact of this 

institution would continue to be felt in the second decade of Concertación rule.

Between 2000 and 2010, the Lagos and Bachelet administrations had economic 

incentives to continue to uphold the stabilization funds. Although copper’s role in the 

economy had become less dominant throughout the 1990s, the sheer size of the price 

shock quickly reminded policymakers about the continued economic importance of 

copper. During the boom beginning in 2003, the contribution of copper to Chile’s GDP 

increased markedly: whereas it was 6 percent in 2002, it climbed to almost 12 percent in 

2004 before maxing out at over 22 percent in 2006 (World Bank 2012). Despite all of the 

economic advances made, the dramatic influx of rents put pressure on Chile’s 

macroeconomic indicators. In order to maintain a viable economy into the future, 

economic policymakers were committed to using the stabilization funds to “help contain 

inflation and ease upward pressure on the peso” (Kandell 2007: 55).   

However, by doubling down on their commitment to keeping rents out of the

economy and in the stabilization funds, the administrations were also “[protecting] non-

copper exporters” (The Economist Intelligence Unit 2006: 2). The surge in copper prices 

had caused worries of an appreciating peso, “prompting exporters of products other than 

copper to demand that the government take action to rein in the currency” (Chile Country 

Monitor 2006a). More specifically, Roberto Fantuzzi, the president of the export peak 

organization, ASEXMA, made public his hopes that the government would save rents 

from the boom in order to ensure a lower exchange rate (El Mercurio 2005). Responding 

to these demands for governmental “intervention” in the stabilization of the exchange rate 

(Chile Country Monitor 2006a), a senior Finance Ministry advisor, Luis Felipe Céspedes, 

noted that the government would use the stabilization funds to “contribute to the stability 

and competitiveness of the economy” (quoted in Kandell 2007: 55). Furthermore, in 
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crafting the investment rules of the FEES and the FRP, Bachelet’s Finance Minister, 

Andrés Velasco, said that the “government will invest abroad all windfall revenues from 

copper” to dampen pressures on the exchange rate (Chile Country Monitor 2006a). 

Although the economic plans of the Concertación administrations did not deviate wildly 

from the preferred policies of export organizations, the strong voices of the latter meant 

that the former had to respond to their entreaties, which limited the range of policy 

options. The CSF—which was responsible for the rise of these economic actors—

continued to tie the hands of political actors even after it had been dissolved.

Beyond having to satisfy business sectors, there were other factors outside the 

administration that further motivated compliance with the stabilization funds.

Specifically, once the structural balance rule law was passed in 2006 and the FEES and 

FRP were created, the administration received more explicit assistance from the 

institutions themselves in maintaining prudence. Whereas any changes to the CSF would 

have been discretionary, modifications to the FEES and FRP required congressional 

approval. In short, the factors that helped previous administrations forego the incentives 

to spend rents and to comply with stabilization funds were still present 25 years after the 

creation of the CSF. 

MEASURING THE STRENGTH OF CHILE’S STABILIZATION FUNDS

Chile’s strong economic performance and the exaltations of the CSF, FRP, and 

FEES suggest they been successful. However, a closer and more detailed look at these 

institutions themselves—and not just the economic effects that have accompanied their 

existence—is necessary to adequately judge the strength of these institutions. As 

developed in the introductory chapter of this dissertation, the two metrics on which NRSF 

performance is judged are stability and enforcement.
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Stabilization Fund Stability

Throughout its lifespan, the CSF has been characterized by institutional stability. 

Even before the 2001 creation of the expert panel that determines the copper reference 

price, it was always established with an eye toward long-term price trends (Fasano 2000). 

Taking the long view enhanced the countercyclical nature of the CSF and insulated the 

country against copper price cycles during the 1990s. Furthermore, instead of exploiting 

copper price spikes in the late-1980s and mid-1990s, authoritarian and democratic 

administrations alike maintained prudent reference prices. Indeed, Figure 4-2 below 

shows the stability of the budgeted price of copper. As the long-term price prospects of 

copper improved during the early 1990s, the reference price was inched modestly 

upward. However, once it reached $.90/lb., it largely remained unchanged despite a large 

positive shock in 1995 and a prolonged period of low prices between 1998 and 2002. 

Equally important, from 1987 until 2006—when the CSF was annulled and the 

new funds created—the deposit and withdrawal rules remained unchanged. Even though 

the rules of the CSF effectively gave the Concertación carte blanche to weaken its rules, 

it abstained from this temptation despite incentives to do so during the copper price 

spikes in 1995 and after 2004. Center-left policymakers maintained the prudent 

administration of the CSF, preferring to keep the fund intact in order to achieve long-term 

economic and political goals.
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This high level of stability holds for the FRP and the FEES, Chile’s new 

stabilization funds. As opposed to the CSF, any change to these institutions needs to pass 

through Congress, making them less amenable to easy alterations. Neither the Bachelet 

nor the Sebastián Piñera administrations (2010 – present) have attempted to alter these 

institutions, or the structural balance rule to which they are linked. Furthermore, while 

these administrations are not required by law to adhere to the decisions of the committee 

estimating the copper reference price, they have nevertheless followed the advice of these 

experts. As a result, technocratic rationale has been prized and political manipulation 

absent in the administration of the FRP and FEES.

In the end, there has not been a single year that any of Chile’s stabilization funds 

were subject to rule alterations or politically motivated changes to the reference price of 

copper. Thus, the stability of all of Chile’s stabilization funds has been very high, 

Stabilization Fund Enforcement

As stated in the Introduction, enforcement measures compliance with an 

institution’s actual rules. The enforcement of the CSF has also been stellar since its 

inception. 

Figure 4-2 above demonstrates Chile’s compliance with CSF deposit rules from 

its creation to 2004.100 The data show that when actual copper prices exceeded the 

reference price, the government made the requisite deposits into the fund. Impressively, 

the Concertación was able to withstand pressures to raid the CSF when copper prices 

boomed in 1995. Instead, this windfall allowed the country to offset the precipitous drop 

in copper prices that coincided with the Asian financial crisis, buffering the country 

                                                
100 The deposits in 2001 and 2002—years when the actual price of copper was below the reference price—
came from a sovereign bond that Chile issued in 2001 with the intent of shoring up the stabilization fund’s 
balance, which had been all but depleted due to several years of low copper prices (Castañeda 2001; The 
Economist Intelligence Unit 2003: 19). 
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against further economic pain during these ensuing years of vacas flacas, or low copper 

prices. 

Withdrawals from the fund have occurred in concert with institutional rules or via 

laws allowing such transactions; for example, paying down Chile’s external debt or 

transferring revenues to the Oil Price Stabilization Fund.

Although right-leaning voices have aired occasional grievances that stabilizing 

domestic oil prices with stored copper revenues was rooted in political expediency (El 

Mercurio 1999)—these complaints have not come from within Congress—there have 

been no accusations of mismanagement or corruption waged against the Concertación. In 

fact, the Concertación—much like its predecessor—has strongly adhered to the rules 

governing this institution. Thus, CSF enforcement has been consistently high every year 

of its existence.

The FRP and the FEES have also been strongly enforced since their creation in 

2006. As detailed in their annual reports, deposits to both of these funds have been made 

according to the levels dictated by Chile’s budget surpluses between 2006 and 2008. In 

2009, when a deficit was imminent, the Bachelet administration obtained congressional 

approval to use the FEES to craft an economic stimulus package after it was evident that 

overall economic activity and copper prices were negatively affected by the global 

financial crisis. “As a result of the stimulus and other efforts the country began to 

experience quarter-on-quarter economic growth by the end of 2009,” before many other 

developed and developing countries (Meyer 2011: 13). The use of this fund matches the 

countercyclical vision of the structural balance rule, where stored surpluses are to be used 

in order to counter negative shocks, keeping the economy on its trajectory to achieve its 

long-term potential growth. Furthermore, part of the US$8.4 billion reconstruction 

following the 2010 earthquake that affected an area responsible for a sixth of GDP was 
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financed by the FEES. Once again, in line with the countercyclical ambitions for this 

institution, “the reconstruction effort is now fueling growth” (Meyer 2011: 11). 

Complaints regarding any mismanagement of these institutions have been absent since 

their creation.

This analysis demonstrating the consistently high levels of stability and 

enforcement of Chile’s stabilization funds suggests that these institutions have been 

strong from their inception. As a result, the CSF, along with the new stabilization funds, 

can be considered to be unqualified successes, mirroring conclusions reached by others 

(e.g. Fasano 2000; Santiso 2011).

CONCLUSION

As this chapter has explained, Chile’s stabilization funds have had positive direct 

and indirect roles in the Chilean economy. Not only has the compliance with stabilization 

fund rules helped maintain solid macroeconomic conditions, but stored revenues have 

been used to offset the times of shortages of commodity revenues (and later budget 

deficits) in order to shore up public finance and protect governmental expenditures. 

Adherence to these stabilization funds has been instrumental in the reduction of 

economic volatility, which is the hallmark of the resource curse (Van der Ploeg and 

Poelhekke 2009). Amazingly, even though the amount of copper produced by Chile has 

expanded dramatically—increasing the pool of rents from which to draw—the economy 

became less dependent on mineral income. In the absence of compliance with the CSF, 

this remarkable economic transformation would be unlikely to have succeeded.

The range of existing explanations for the consistent adherence to the rules of the 

stabilization funds are not convincing. Although the findings of Bagattini (2011) suggest 

that higher levels of democracy are associated with greater NRSF effectiveness, this 
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finding does not hold in Chile. The CSF was created during the Pinochet dictatorship, and 

has functioned well under periods of authoritarianism (1985-1989) and democracy (1990-

onwards).

Furthermore, from the outset, there was little reporting of the financial activities 

of the CSF; indeed, transparency was not a requirement of the original rules. This lack of 

openness goes against much of the extant literature suggesting that transparency of fund 

activities is necessary for successful NRSFs (e.g. Davis et al 2001). Nor can the strength 

of the institutional rules bring us any closer to understanding the CSF’s success. As 

mentioned, until 2006, successive administrations had the ability to modify the rules of 

the CSF by decree alone, without input from the congress. While the new institutional 

configuration of Chile’s stabilization funds does require much more openness and the 

rule changes now require congressional approval, these features have only helped to 

maintain the success of these institutions, not cause it.

In addition, the veto player argument is also unhelpful. During the years the CSF 

operated under authoritarian rule (1985-1989), General Pinochet was largely unchecked 

in his authority. The return to democracy did increase the number of veto players, but, as 

stated, these veto points could not stop the administration from altering CSF rules had 

they wanted, strongly suggesting that the impetus for stabilization fund compliance came 

from other factors. Furthermore, after the dissolution of Pinochet’s designated senators, 

the number of formal veto players in Chile dropped to two in 2006, equaling the number 

of institutional checks in Venezuela during that year (Keefer 2010). Nevertheless, the 

Bachelet administration actually strengthened the rules of the stabilization fund. In the 

end, compliance with the stabilization funds has been a constant while the number of veto 

points in the country has fluctuated.
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Finally, the argument that Chile’s compliance stems from its general institutional 

strength is also unsatisfying. Kurtz (2009) suggests that auspicious attributes at the 

beginning of the state-building process gave Chile strong governmental institutions. 

However, this institutional strength could not inoculate Chile from suffering the 

symptoms of the resource curse throughout much of its history until the CSF was created; 

the CSF was thus a necessary institution to reduce the resource curse. The argument that 

the CSF was successful simply by virtue of being created into Chile’s strong institutional 

environment is also unimpressive. Analysts have identified a number of state institutions 

in Chile that have underperformed, from education (see OECD 2011: 63-76) to 

governmental efforts to promote science and innovation (see Benavente 2004). 

Furthermore, just as Chile was strengthening its stabilization funds and resisting political 

pressures to spend rents during the Bachelet administration, numerous political scandals 

came to light (Balán 2010), suggesting that the government’s hands were not always 

clean. It thus appears that individual agencies can have varying strength within the same 

general institutional environment (see Lora 2006: Chapter 1). As a result, we need to look 

elsewhere to find the origins of the CSF’s strength.

Only developmental investment can explain the wholesale success of the CSF 

across different administrations of varying political stripes. Since their creation, the 

institutions stabilizing the economy against exogenous shocks have remained strong. 

Being created for the purposes of developmental investment is the most trenchant 

explanation for the continued high performance of the CSF, the FRP, and the FEES. 

The significant span of time between the creation of the institution and 

governmental turnover—a feature of the developmental investment path—was beneficial 

in helping the institution overcome its potential pitfalls. Its political strength allowed the 

Pinochet administration to take the long view in implementing policies that would not 
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immediately show benefits. By being in a position to withstand an initial period of 

economic uncertainty and adjustment—facilitated by the money from the structural 

adjustment loan—the administration was hoping to reap even greater gains in the medium 

to long term. When the Concertación inherited this institution, its start-up costs had 

already been paid by the Pinochet administration, making compliance less costly. While 

the CSF had very few short-term costs, institutional compliance held out the promise for 

a high reward in the medium and long run; features of this institution that would likely 

have been absent if it had not been created for developmental investment.

As the structural adjustment policies—undergirded by the CSF—started working, 

other beneficiaries in this economic model gained greater power; namely non-traditional 

exporters that had traditionally been weak in the copper-dominated economy. As the 

economic importance of copper diminished and non-mineral exports boomed, the 

political power of these external stakeholders increased. With access to policymakers just 

a phone call away—and the Concertación needing them for continued economic 

success—export-oriented economic actors had the ability to influence the actions of the 

administration to their liking.

Furthermore, the CSF was a central component of a sweeping, coherent economic 

adjustment plan aimed at developing an alternate and more stable foundation for 

economic prosperity. As the CSF was inextricably linked to the other institutions aiding 

the growth of non-traditional exports, dismantling it became increasingly difficult and 

untenable.

Developmental investment was thus the avenue for institutional strength in Chile, 

giving the country economic stability where volatility had once reigned. As a result, 

Chile was able to extricate itself from the hold that copper had on its economic health. 

The banishment of economic instability thanks to the success of the CSF provided a 
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series of public goods to many actors in Chile, from which the Concertación was able to 

benefit politically. By virtue of having been created for developmental investment, the 

CSF afforded the Concertación the luxury of being able to delay gratification, forsaking 

the instant gains from squandering rents in favor of greater benefits down the line. 

In the end, the contrast between Chile and Venezuela could not be starker. 

Whereas the latter showed the problems institutions encounter when they are created to 

alleviate political concerns, the former case shows the power of institutions that are not 

rooted in trying to overcome short-term political challenges.
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Chapter 5: Developmental Investment, Political Insurance, and NRSFs 
in a Broader Context

INTRODUCTION

The previous two chapters have provided in-depth insights into the variation of 

NRSF strength via the diverging logics of political insurance and developmental 

investment. While rich case studies are ideal for uncovering complex causal chains and 

the mechanisms responsible for these outcomes, evaluating only two countries may raise 

concerns about selection bias and questions about external validity. In order to overcome 

these limitations, I assess whether political insurance and developmental investment 

account for NRSF variation over a broader set of resource-rich countries. Across a 

diverse array of cases, this chapter shows that effective NRSFs conform to developmental 

investment’s hypotheses while weak stabilization funds match the theoretical 

specifications of political insurance. Along the way, I also test—and ultimately 

disregard—seemingly plausible alternative expectations, lending further credence to the 

explanatory power of the arguments established in Chapter 2.

In addition, because NRSF variation is presumed to impact the economic fortunes 

of resource-rich countries, this chapter will also demonstrate that strong and weak 

stabilization funds produce divergent economic outcomes. Indeed, the expanded set of 

cases bears out the prediction that NRSFs created according to the tenets of 

developmental investment allow countries to inoculate themselves against the resource 

curse, while politically motivated stabilization funds cannot shake the confines of the 

resource curse.

In the end, this chapter shows that the logic of development is universal and not 

limited to Chile. Other countries—even those that are institutionally weak—have created 
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and managed capable stabilization funds. These successful cases largely conform to the 

causal pathway leading toward institutional strength that was developed in Chapter 2, 

which strongly supports the external validity of my arguments.

The chapter is structured as follows. I first explain how the dependent variable—

NRSF strength—is measured, justify the selection of the 20 cases analyzed in this 

chapter, and describe the statistical tests used to test my arguments. In the second section, 

I perform several statistical tests that discard alternative explanations, demonstrate that 

different initial conditions are responsible for NRSF variation, and show that different 

levels of stabilization fund effectiveness have diverging economic impacts. I finish this 

chapter with a conclusion, where I summarize the main findings and explain their 

implications.

THE DEPENDENT VARIABLE AND CASES

The dependent variable in this study is NRSF effectiveness. As noted in Chapter 

1, and applied in Chapters 3 and 4, I measure the strength of NRSFs by the degree of 

stability and enforcement (Levitsky and Murillo 2009). As a reminder, NRSF 

enforcement is high when deposits into and withdrawals from the fund are in concert with 

its rules and low if these rules are flouted. For NRSF stability to be high, any changes to 

the reference price and the percentage of rents allotted to the NRSF—two main 

components of every stabilization fund—must be determined in technical, and not 

political, ways.101

For each of the 20 cases analyzed in this chapter, I scoured the secondary 

literature to determine a score for each country case. However, due to the fact that some 

                                                
101 Furthermore, countries must devote at least 25% of excess revenues to the stabilization fund for it to be 
considered stable since lower contribution rates will likely be insufficient to ward off sudden negative price 
shocks. 
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stabilization funds are not as studied and analyzed as others, measuring NRSF 

enforcement and stability every year—as I did for Venezuela and Chile in the preceding 

chapters—is exceedingly difficult; in short, “country-year” is not an appropriate unit of 

analysis. Instead, I looked at each country’s experience with its stabilization fund in the 

four years following its creation. From this examination of the available data, I gave each 

country a score between 0 and 1, whereby 0 represents high instability and low 

enforcement and 1 indicates a fully stable and enforced fund. In between these endpoints, 

countries could score .25 (e.g. highly unstable, but enforced for a year or two), .5 (e.g. 

fully enforced and completely unstable), or .75 (e.g. high enforcement, but unstable for a 

year or two) across the four-year span. As it turns out, no country received a score of .5, 

which allowed me to divide the countries into discrete groups with weak NRSFs—those 

with scores of 0 and .25—and strong stabilization funds—those with a score of .75 and 1. 

Fortunately, there were 10 countries in each group making for an N of 20. Table 5-1 

below lists the countries in the study, their NRSF effectiveness scores, the group they 

pertain to, and the years over which each case is analyzed. It is instructive to note that the 

first year under study for each country corresponds to the year in which the NRSF was 

created.

Measuring the effectiveness of stabilization funds in this manner has multiple 

advantages. As noted in Chapter 2, NRSFs often develop benefits only in the medium-

term. For example, rent-induced macroeconomic volatility will not be eradicated 

overnight. In addition, it takes time to accrue a buffer stock large enough to shield an 

economy from the wild undulations of natural resource prices. Since the development of 

NRSF strength is a process, examining the four-year window following fund creation 

works well to determine whether a stabilization fund is achieving these medium-term 
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objectives. A year-on-year assessment might not adequately capture these aggregate 

developments. 

2000-2004
1995-1999
2000-2004
2004-2008
2005-2009
1996-2000
1990-1994
2005-2009
1985-1989
1999-2003

1998-2002
1998-2002
1999-2003
2002-2006
2000-2004
2004-2008
1998-2002
2002-2006
1998-2002
2006-2010

Strong NRSFs NRSF Score Years

Algeria 1
Colombia 1

Kazakhstan 1
Russia 1

Trinidad & Tobago 1
Botswana 1
Norway 1

Timor-Leste 1

Azerbaijan 0.75
Chile 1

Weak NRSFs NRSF Score

N=10 mean = 0.975

Years

0.25
0.25

0

Ecuador (1998)
Chad

Ecuador (2002)

Nigeria

0

Iran

Sources:  International Monetary Fund; World Bank; Inter-American 
Development Bank; African Development Bank; Asian Development 
Bank; Author's Calculations

0

Venezuela

0

Mexico

N=10 mean = 0.05

Mauritania
0

Equatorial Guinea

0.25

0
Gabon

0

Table 5-1: List of Countries and NRSF Effectiveness Scores

Another benefit of using this measure is that I am examining the same window of 

time in each country instead of evaluating funds of different “ages.” For example, it 
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would not be helpful to compare the strength of the respective NRSFs of Chile and 

Timor-Leste in 2006. Whereas Chile had over 20 years of NRSF experience in 2006, 

Timor-Leste’s stabilization fund was only a year old.102 In contrast, comparing the first 

four years of each fund—as my measure does—provides a more analytically useful 

comparison since NRSFs are analyzed on similar terms. 

One downside of this measure is that the total number of observations is too small 

to incorporate sophisticated statistical techniques. For example, many cross-national

datasets contain several thousand data points (e.g. Przeworski et al. 2000; Keefer 2010; 

Martorano and Cornia 2011), which ensures that a degrees of freedom shortage never 

becomes an issue. In contrast, an N of 20 leaves a time-series cross-sectional (TSCS) 

analysis out of the question. Fortunately, simple—but reliable—statistical methods do 

exist for analyzing an N of 20, which will allow me to test the central tenets of my 

argument. In fact, my need to rely on methods that are more modest might be fortuitous. 

Achen (2002: 442), for example, notes “with more than three independent variables, no 

one can do the careful analysis to ensure that the model specification is accurate and that 

the assumptions fit as well as the researcher claims.” Below, I follow Ross (2012: 23) and 

try to “analyze the data using the simplest and most transparent appropriate methods” 

such as difference-of-means tests and cross-tabulations. When possible, I also run simple 

OLS regression models. Taken together, these methods ultimately lend a good degree of 

credence to my arguments. 

In terms of case selection, every attempt was made to maximize the number of 

NRSFs under analysis in this chapter. The 20 cases ultimately settled upon were the only 

ones that met all of several requirements. First, given the measure of the dependent 

                                                
102 Many extant analyses of NRSF design and stabilization fund performance succumb to this shortcoming 
(e.g. Fasano 2000; Linaburg and Maduell 2011; Truman 2007).



201

variable, these institutions have to have been created in or before 2006, since much of the 

high-quality economic data only extends to 2010 (e.g. World Bank 2012).103 Similarly, in 

the cases where funds were repealed (e.g. Chad and Ecuador), they had to last at least 4 

years, which some did not. Secondly, my hypotheses and theoretical expectations require 

that stabilization funds be controlled centrally and not by lower-level governments. This 

excludes the state- and province-level stabilization funds in the United States, Canada, 

and United Arab Emirates. Finally, and most importantly, there had to be sufficient 

secondary data to make a judgment about a NRSF’s enforcement and stability. Because 

stabilization funds are a subset of sovereign wealth funds (Bagattini 2011), interest in 

these institutions has taken off in recent years, and many recent funds have received a 

good deal of analysis. However, adequate and reliable information about NRSFs created 

before the 1980s is extremely difficult to attain—if it exists at all—which further 

truncates the sample. All told, the 20 countries listed above fulfill these criteria, setting 

the stage for a broader investigation of the theoretical claims established in Chapter 2.104

STATISTICAL TESTS AND RESULTS

In the parlance of Mahoney and Goertz (2006), this dissertation has sought to 

explain the “causes of effects.” The specific effect, or outcome, in question is the 

variation of NRSF performance. With the aforementioned measure of NRSF success in 

hand, I can work backward in the causal chain to understand which conditions and 

variables are ultimately responsible for this variation. Like a police detective piecing 

together the details of a crime scene with the intent of building a solid case that explains 

                                                
103 In addition, these countries had to actually be exploiting their natural resources. Sao Tome and Principe 
created a NRSF in 2006, but they have yet to begin oil extraction, meaning the institution is largely sitting 
idle. 
104 Although the argument was already “tested” on Venezuela and Chile, I included them in this larger 
sample in order to increase the number of observations. 
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what occurred, I will systematically demonstrate that stabilization fund strength and 

weakness stem from developmental investment and political insurance, respectively. Just 

as detectives pursue leads that ultimately exonerate those not at fault, I first examine the 

potential involvement of the “usual suspects”—leading explanations from the extant 

literature—in order to rule them out.

Alternative Explanations for NRSF Performance

Chapter 2 discussed several alternative explanations for institutional strength. The 

analysis in Chapter 2 suggested these arguments have little explanatory power and the 

data analyzed below back up such claims. A first potential counter to the logics of 

developmental investment and political insurance is the ideology of the policymakers. 

This argument would predict that right-leaning, neoliberal-friendly governments would

administer stabilization funds more prudently than those with leftist persuasions would. 

In order to account for whether the ideology of regimes matters for the management of 

NRSFs, I coded the ideological orientation of administrations in the four years following 

NRSF creation using data from Keefer (2010).105 Figure 5-3 demonstrates the 

relationship—or lack thereof—between NRSF strength and the ideological classification 

of each government. The data show absolutely no association between the ideological 

proclivities of governments and their management of stabilization funds: countries 

devoted to leftist, rightist, and centrist economic policies succeeded and failed in largely 

equal numbers.

                                                
105 The “EXECRLC” indicator created by Keefer (2010: 7) is especially germane for assessing the impact 
of ideology on NRSF effectiveness since this variable expresses “party orientation with respect to 
economic policy.”
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Colombia, Kazakhstan, 
Russia, East Timor, 

Azerbaijan

Chad, Ecuador (2002), 
Nigeria, Iran, Equatorial 

Guinea, Gabon, Mauritania

† Or no economic orientation given               Sources: Keefer (2010); Author's Calculations

Right-
Leaning 
Economic 
Policy

Trinidad & Tobago, 
Botswana, Chile

Mexico, Nigeria

Strong NRSF Weak NRSF

Left-Leaning 
Economic 
Policy

Algeria, Norway Venezuela, Ecuador (1998)

Centrist 
Economic 

Policy
†

Figure 5-1: Ideological Breakdown of Regimes by NRSF Success

The remaining three alternative explanations explored in Chapter 2 can be more 

readily tested statistically. First, the veto players (Tsebelis 2002) tradition suggests that a 

greater number of checks on the executive engender stronger institutions.106 Second, 

many extant analyses argue that good institutional outcomes are the product of a 

competent and capable state (e.g. Kurtz 2009). With specific respect to stabilization 

funds, Davis et al. (2001) contend that strong NRSFs are merely a veil for general 

                                                
106 The number of veto players was calculated by the average of the number of checks on the executive 
during the four years following the creation of the stabilization fund, via the “CHECKS” variable in Keefer 
(2010).
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institutional strength.107 A final counterargument suggests that countries under lending 

agreements with International Financial Institutions (IFIs) can be coerced into complying 

with their institutional commitments via the financial leverage IFIs have over the lenders 

(e.g. Stallings 1992).108

I tested these competing explanations through a series of difference-of-means 

tests. The results in table 5-2 demonstrate that none of these alternative arguments 

appears to have any predictive power over NRSF strength. Interestingly, while the 

difference is not statistically significant, the group possessing strong stabilization funds 

actually has, on average, fewer formal checks on the executive, running counter to the 

predictions of the veto player literature. 

Number of Checks on Executive -0.525

Government Effectiveness
†

0.214

Years Under IMF Agreement 1

Rent Dependence at Creation 1.009
† Score corresponds to the year in which the NRSF was created
Sources: Keefer (2010); World Bank 2012; Author's Calculations

-0.369 -0.583

27.552 26.543

0.6 1.6

Strong NRSF Weak NRSF Difference

2.375 2.9

Table 5-2: Difference-of-Means Test Results of Alternative Explanations of NRSF 
Performance

Perhaps the most important finding from this exploration of alternative 

explanations is the paucity of support for the argument that stabilization fund success is 

simply an expression of a state’s overall capacity. Although the chapters analyzing the 

                                                
107 In order to assess the impact of general state capacity on NRSF strength, I used the “government 
effectiveness” variable in the year the NRSF was created, which was obtained from the Governance 
Matters VIII dataset (see Kaufmann et al. 2009).
108 In order to account for the impact of IFI leverage, I counted the number of years a country was under an 
IMF lending agreement in the four years following the creation of a NRSF. This data was drawn directly 
from the IMF. 
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experiences of Venezuela and Chile debunked many of these competing explanations, the 

vastly stronger state of Chile remained a potential explanation for its more efficient 

stabilization fund. However, this much larger sample demonstrates that government 

effectiveness does not guarantee a successful NRSF.

Furthermore, while previous literature has suggested that strong institutions can 

help alleviate the resource curse, many analyses have neglected individual institutions 

and have cited state strength writ large as the means through which states can overcome 

rent-driven difficulties. While this study agrees that institutions are an integral element in 

the amelioration of the resource curse, it is clear that we need to look beyond general 

institutional strength and toward specific institutions. This will be taken up later in the 

chapter when I explore the effects of strong and weak stabilization funds.

Finally, although it was not addressed in Chapter 2, I also examined the effects of 

a country’s level of rent dependence at the time of NRSF creation.109 It could be argued 

that countries with a greater economic reliance on commodity earnings would find it 

more difficult to manage such large flows of rents, thereby compromising the 

effectiveness of NRSFs. Indeed, one difference between Chile and Venezuela was that 

natural resources accounted for a greater share of GDP in the latter. As demonstrated in 

Table 5-2, however, the data suggest that rent dependence is essentially equal across 

countries with strong and weak stabilization funds. As a result, we must look elsewhere 

for a cogent explanation of NRSF variation. The previous chapters have demonstrated 

strong support for developmental investment and political insurance, which is where I 

turn my focus.

                                                
109 Rent dependence is measured by the percentage of GDP accounted for by natural resource income (via 
World Bank 2012) in the year that the stabilization fund was created. While this is a standard measure of 
the economic importance of rents (see Herb 2005), there is no scholarly consensus surrounding the best 
way to measure rent dependence (see Ross 2012: Chapter 1). 
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Toward a More Cogent Explanation of NRSF Variation

A first step in assessing the explanatory power of developmental investment and 

political insurance is linking strong and weak institutions to these respective logics. 

Chapter 2 laid out several theoretical specifications for political insurance and multiple 

hypotheses for developmental investment that correspond to NRSF creation under these 

approaches. I argue that diverging levels of institutional strength should follow from 

these initial conditions.

A major difference between the two approaches was the timing in which NRSFs 

were created. Per hypothesis 1, NRSFs created according to the tenets of developmental 

investment are predicted to be enacted when executives have a longer portion of their 

mandate remaining. Alternatively, theoretical specifications 1 and 2 argue that instances 

of NRSF creation adhering to the logic of political insurance will occur in close 

proximity to a vote. Figure 5-2 below breaks down the time to elections when each 

country’s stabilization fund is created and compares it to the outcome of NRSF 

strength.110 As the logic of developmental investment would predict, the vast majority of 

countries that ended up with a strong NRSF created this institution when elections were 

in the offing. Similarly, weak NRSFs were highly associated to creation in close 

proximity to elections, validating the predictions of political insurance established in 

Chapter 2. A cross-tabulation of this relationship is statistically significant at the .01 

level.

                                                
110 Data for election proximity was taken from the “Years left in current term” (YRSCURNT) variable in 
the Database of Political Institutions (Keefer 2010). See the Appendix for the descriptive statistics of this 
variable (along with the others used in this chapter). In the cases where NRSFs were created during an 
election year, I paid special attention to whether these institutions were implemented before or after the 
voting took place, and coded accordingly. While this variable is ideal for assessing how much time remains 
in an executive’s term, one limitation is that it does not reveal incumbent strength. 
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Sources: Keefer (2010), Author's Calculations

Strong NRSF Weak NRSF

Election 
One 
Year or 
Less 
Away

Election 
At Least 
a Year 
Away

Algeria, Colombia, 
Kazakhstan, Trinidad & 

Tobago, Botswana, Norway, 
Timor-Leste, Azerbaijan, 

Chile

Chad, Ecuador (1998), 
Ecuador (2002), Iran, 
Venezuela, Equatorial 

Guinea, Gabon, Mexico, 
Mauritania

Russia

Nigeria

Figure 5-2: Relationship between Election Proximity at NRSF Creation and NRSF 
Strength

Another hypothesized difference between the logics of developmental investment 

and political insurance is the nature of these reforms. In order to help ensure the 

effectiveness of NRSFs, developmental investment hypothesis 3 predicts that 

stabilization funds will be a central part of an array of economic reforms. Alternatively, 

because political insurance sees NRSFs as a means to constrain successors, the creation 

of a stabilization fund is likely be an isolated reform. I assess this hypothesis by 

examining whether a country enacted additional economic reforms at the time of NRSF 

creation, and then linking the presence or absence of concurrent reforms to the variation 

of NRSF performance.111 Figure 5-3 below examines the results of the relationship 

                                                
111 Information on concurrent economic reforms came from a variety of sources, including country reports 
from international and regional developmental banks, Abaid et al. (2003), and Vreeland (2003). A country 
was coded as “1” if additional reforms were enacted during the year the NRSF was created, “.5” if reforms 
were adopted in the year before or after NRSF creation, “0” if no reforms occurred proximate to NRSF 
adoption, and “-1” of previous economic reforms were repealed in the year of NRSF creation. 
Unfortunately, one limitation of this measure is that it does not examine the content of these concurrent 
economic adjustments to assess whether they were part of a cohesive reform effort. 
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between stabilization fund effectiveness and economic reforms. Almost all the cases of 

strong NRSFs were accompanied by additional economic adjustments. Conversely, the 

majority of weak NRSFs were created without simultaneous economic reforms.112 A 

cross-tabulation analysis of this relationship is statistically significant at the .05 level. 

* Reform took place in year before or after NRSF creation; † Previous reforms stripped back
Sources: Abaid et. Al (2008); Vreeland (2003); International Monetary Fund; World Bank; 
Inter-American Development Bank; African Development Bank; Asian Development Bank; 
Author's Calculations

Strong NRSF Weak NRSF

Economic 
Reforms 
Concurrent 
with NRSF 
Creation

Algeria, Colombia*, 
Kazakhstan, Russia, Trinidad 

and Tobago, Botswana, 
Timor-Leste*, Azerbaijan*, 

Chile

Ecuador (2002)*, Chad*, 
Mexico, Mauritania*

No Economic 
Reforms 
Concurrent 
with NRSF 
Creation

Norway

Iran, Venezuela, Equatorial 

Guinea, Gabon, Nigeria
†
, 

Ecuador (1998)
†

Figure 5-3: Economic Reforms Concurrent with NRSF Creation

Ultimately, these twin variables—proximity to elections and concurrent economic 

reforms—have a good deal of predictive power over NRSF performance, even when 

controlling for the effects of the other. Table 5-3 displays the results of a simple OLS 

regression model.113 Greater economic reforms and a longer time before an election both 

                                                
112 Furthermore in the cases where NRSF weakness was associated with other adjustments (the top-right 
quadrant in Figure 5-2), only Mexico enacted additional economic reforms in the exact year that the 
stabilization fund was created. 
113 Additional control variables are kept out in order to respect Achen’s (2002) “rule of three” and to 
ensure that sufficient degrees of freedom remain. However, the results of the model hold when control 
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have a positive relationship—statistically significant at the .05 level—with NRSF 

success. All of these results strongly suggest that several of the conditions associated with 

developmental investment and political insurance have the predicted impact upon 

institutional strength, validating the arguments in Chapter 2.114

Independent Variable Coefficient SE

Years Remaining in Mandate 0.135 ** 0.05

Economic Reforms 0.315 ** 0.139

Constant 0.129 0.123

Observations 20

R
2

0.514
** Significant at the .05 level

Table 5-3: Effects of Previous Reforms and Tenure Length on NRSF Effectiveness

However, while the previous tests addressed two of developmental investment’s 

hypotheses, a third important aspect has yet to be tackled. Beyond distant elections and 

concurrent reforms, another condition expected to accompany institutions created for 

developmental investment is rent-induced economic disequilibria (developmental 

investment hypothesis 2). Indeed, I argue that executives creating NRSFs for the 

                                                                                                                                                
variables for the alternative arguments—checks on the executive, government effectiveness, and under IMF 
agreement—are included.
114 Admittedly, two of political insurance’s theoretical specifications remain untested in the analysis, which 
was largely the result of data limitations. Political insurance theoretical specification 4 suggests that 
politically motivated NRSFs will contain strong rules. Unfortunately, no current dataset analyzes the 
content of stabilization fund rules before 2007, and even these datasets do not include many of the cases 
studied in my database. In addition, assessing the strength of the opposition—political insurance theoretical 
specification 3—also proved to be exceedingly difficult. While certain datasets do measure the degree of 
legislative fractionalization, the data comes from the previous election and obscures whether opposition 
forces are on the march or in decline. Another alternative would be to examine opinion polls to gauge the 
levels of political support for different factions. However, reliable opinion can be difficult to obtain from 
developing countries and is often reported in the native language, presenting barriers to read and 
understand the results. In addition, there are also cases where presidents have disallowed opinion polling 
before elections (e.g. Gabon in 1998), leaving no clear idea of the levels of support for political groups. 
While overlooking these two theoretical specifications is problematic, my predictions regarding the effects 
of political insurance were corroborated by two of its theoretical specifications and in Chapter 3. 
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purposes of developmental investment gravitate toward this specific innovation in order 

to overcome politically damaging economic woes. Testing this claim is not a simple 

affair since there is no single economic indicator that is out of whack for natural resource 

exporters. Rather, as resource dependence mounts, so too do a series of economic 

problems. While increased economic volatility is a primary indicator of the resource 

curse (Van Der Ploeg and Poelhekke 2009), issues such as an anemic manufacturing 

sector, inflationary pressures, and an increased reliance on imported goods are associated 

with Dutch Disease (Van Wijnbergen 1984). As these economic concerns mount and 

become increasingly salient, the logic of developmental investment predicts that 

executives in resource-rich countries with a longer time remaining in their term will 

create a NRSF.

Unfortunately, it is of little value to compare the economic conditions of the 

strong and weak NRSF groups because the extant literature predicts that most every 

resource-rich country will be subject to economic pressures. Furthermore, there is 

nothing in the logic of political insurance that precludes economic difficulties from being 

present at the time of NRSF creation; rather, this approach simply assumes that 

institutions will primarily be a response to political—and not economic—pressures.

That said, comparing the pre-NRSF economic conditions between these sets of 

countries is helpful insofar as it demonstrates that the countries that eventually developed 

strong stabilization funds were not better off economically than the weak group 

beforehand. Table 5-4 below shows a series of difference-of-means tests for several 

economic indicators that are associated with the resource curse and Dutch Disease. 

Statistically, the two groups are not dissimilar in terms of their levels of economic 
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volatility and inflationary pressures faced in the year years before NRSF creation.115 The 

lone statistically significant difference between these two sets of countries is in the 

performance of the manufacturing sector. Interestingly, the growth of manufacturers is 

actually worse for the countries that ultimately fielded strong stabilization funds, making 

the eventual impacts of successful NRSFs all the more compelling. 

Economic Volatility Before Creation -1.376

Manufacturing Growth Before Creation   -3.860*

Inflation Before -2.088
* Significant at the .1 level                                                Sources:  World Bank 2012; Author's Calculations

14.913 17.001

-0.871 2.989

Strong NRSF 
Group Mean

Weak NRSF 
Group Mean

Difference

4.031 5.4067

Table 5-4: Difference-of-Means Test Results of Economic Conditions before NRSF 
Creation between Countries with Strong and Weak NRSFs

Yet these economic indicators are of little analytical value on their own. Indeed, 

extrapolating from these data that resource-rich countries were experiencing economic 

woes in the years before NRSF creation would be entirely speculative. That is, how do 

we know if these economic conditions are “abnormal” in any way? If developmental 

investment is a response to rent-induced economic problems, then these countries should 

be experiencing worse economic conditions than similar countries that do not possess 

abundant commodities. In short, the economic performance of NRSF adopters needs to 

be judged against “typical” economies.

More specifically, was Chile really experiencing rent-induced economic hardships 

in the years before the stabilization fund was created, or was its economic malaise part of 

                                                
115 Economic volatility is measured by the standard deviation of economic growth in the four years before 
NRSF creation. The inflation indicator is an average level of inflation during the four years preceding 
stabilization fund creation. Similarly, manufacturing growth is the 4-year average growth of the 
manufacturing sector before the creation of the NRSF. All data comes from World Bank 2012. 
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a broader exogenous trend affecting countries in the region equally? Comparing Chile’s 

economic conditions to those of a resource-poor neighbor, say Argentina, over the same 

time frame could help us determine whether Chile was actually suffering from the 

specific pressures associated with the resource curse. Taking up this challenge, I compare 

a subset of cases that created NRSFs to a group of “matched” countries that are not rich 

in natural resources. Indeed, the idea was to pair rent-reliant countries with a similar—but 

resource poor—country in order to examine the possibility that rents were precipitating 

economic havoc on the former group.116

→
→
→
→
→
→
→
→

Timor-Leste

Resource-Rich 
Country

N = 8 N = 8

Argentina

Uzbekistan
Dominican Republic

South Africa
Myanmar
Armenia

Resource Poor 
Contrast Case

Algeria
Colombia

Tunisia
Panama

Chile
Azerbaijan

Kazakhstan
Trinidad & Tobago

Botswana

Table 5-5: Resource-Rich Countries and their Resource-Poor Contrast Cases

Setting up this comparison required a few steps. First, I whittled the sample from 

Table 5-1 to the cases that met the first two conditions of developmental investment—

elections two or more years away and NRSF creation in conjunction with additional 

economic reforms. This yielded a total of eight cases. Next, I paired each of these states 

with a country that was geographically and culturally similar, but lacking in abundant 

                                                
116 Herb (2005) as well as Haber and Menaldo (2011) also incorporate resource-poor countries in order to 
determine whether rent-dependent states are as different as the traditional resource curse literature predicts.
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resources. Table 5-5 above lists the eight commodity abundant countries and their rent-

deprived counterparts.117 Finally, in each pair, I gathered data for the years before and 

after NRSF creation in order to determine if rent-abundant countries were witnessing 

economic conditions that differed from “typical” states.

I compared several economic indicators associated with the resource curse and 

Dutch Disease in the years before NRSF creation between these two groups, the results of 

which are in table 5-6.118 A first variable examined was the level of economic volatility 

leading up to NRSF creation. In order to assess the presence of economic volatility, I 

calculated the standard deviation of economic growth in the 4-years prior to stabilization 

fund creation; higher values indicate greater volatility. As shown in Table 5-6 below, the 

group of countries possessing natural resources exhibited much more economic 

instability than their resource-poor peers—a relationship that was statistically significant 

at the .05 level.

Economic Volatility Before NRSF Creation      2.219**

Import Growth Before NRSF Creation    12.074**

Manufacturing Growth Before NRSF Creation -3.983
** Significant at the .05 level                                                     Sources: World Bank 2012; Author's Calculations

Resource Rich 
Countries

Non-Resource 
Rich Countries

Difference

-0.735 3.248

4.514 2.295

12.297 0.223

Table 5-6: Difference-of-Means Test Results between Resource-Rich Countries that 
created NRSFs and Equivalent Countries without Natural Resources before 
NRSF Creation

A second variable analyzed was the growth of imports. For several reasons (see 

Collier 2007: 162), countries afflicted with Dutch Disease are often much more reliant on 

                                                
117 From the original set of countries with strong NRSFs, Russia and Norway are the only countries that are 
not in this subset. The following results hold with and without the inclusion of Russia and Norway. 
118 All of the economic data for these tests is from World Bank 2012; see the Appendix for more 
information.



214

imported goods than countries without rents. In order to assess the behavior of imports 

between these groups, I averaged the growth rate of imported goods in the four years 

ahead of NRSF creation. Once again, Table 5-6 demonstrates a statistically significant 

difference (at the .05 level) between resource rich and resource poor countries, whereby 

the former group had a much higher dependence on imports before NRSF creation. 

Finally, the term “Dutch Disease” was coined because of the deterioration of the 

manufacturing sector in the Netherlands following the discovery, and subsequent 

exploitation, of natural gas deposits (The Economist 1977). In order to test whether the 

manufacturing sectors of resource rich countries were weaker than their resource poor 

neighbors, I calculated the manufacturing sector’s average growth rate (as a percentage of 

GDP) in the four years prior to NRSF creation. Once more, there is a noticeable 

difference between the two sets of countries. Although the relationship barely misses 

conventional levels of statistical significance119, the manufacturing sectors of resource 

rich countries were in decline before the creation of the stabilization fund while this 

sector was expanding in resource poor countries. 

It thus appears that resource-rich countries did have dramatically worse economic 

conditions than countries that were similar in many aspects save for their lack of 

abundant commodities. Furthermore, these results strongly suggest that countries already 

on the path toward developmental investment—e.g. years remaining in an executive’s 

term and concurrent economic reforms at NRSF creation—were indeed experiencing 

natural resource-related economic problems in the years before the stabilization fund was 

created. Taken as a whole, it does appear that a set of countries did meet all three of the 

                                                
119 Interestingly, manufacturing growth was the only statistically significant difference before the creation 
of NRSFs between the strong and weak NRSF groups, whereby the countries that eventually fielded 
stronger NRSFs demonstrated worse performance in the manufacturing sector (see Table 5-5 above). 
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developmental investment’s hypotheses. More importantly, all of these countries 

eventually fielded strong NRSFs.

While the previous pages contain evidence that one set of countries created 

stabilization funds according to the tenets of developmental investment and another 

group via the logic of political insurance—and that these respective paths are associated 

with strong and weak NRSFs, respectively—we still need to examine whether good 

stabilization fund performance actually engenders any noticeable and beneficial 

economic impacts.

The Economic Outcomes of Strong and Weak NRSFs

The extant literature has been mixed in its assessment of the economic impacts of 

stabilization funds. While some authors have seriously downplayed the potential benefits 

of these institutions (Davis et al. 2001), others have been more sanguine (Balassa 1988; 

Bagattini 2011; Shabsigh and Ilahi 2007). In the introductory chapter, I argued that 

NRSFs do indeed have the capacity to dramatically reduce the severity of the resource 

curse. The evidence presented in Chapter 4—where Chile was able to eradicate economic 

volatility after the creation and good management of the Copper Stabilization Fund—

corroborated my predictions. 

The evidence from the larger sample also supports my argument: in the era 

following the creation of the stabilization fund, countries with strong NRSFs exhibited 

much better economic performance than states with weak NRSFs. Table 5-7 

demonstrates the differences in outcomes between the sets of countries with strong and 

weak NRSFs. As noted in Table 5-4 above, there was not a statistically significant 

difference between the levels of economic volatility between the two groups prior to 

NRSF creation. As Table 5-7 shows, the fortunes of these groups diverged wildly in the 
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years after the adoption of stabilization funds: the countries with strong NRSFs had a 

statistically significant lower rate of economic volatility (at the .05 level) than the group 

of countries without effective stabilization funds. This is a very important finding given 

that economic volatility is seen to be the hallmark of the resource curse (Van Der Ploeg 

and Poelhekke 2009). 

Economic Volatility After NRSF Creation   -2.843**

Manufacturing Growth After NRSF Creation 2.332

Inflation After NRSF Creation -1.495

Military Spending After NRSF Creation -0.3**
** Significant at the .05 level; * Significant at the .1 level
Sources : World Bank 2012; Author's Calculations

2.572 5.415

4.557

Difference

0.063

11.15819.663

-0.237

Strong NRSF 
Group Mean

Weak NRSF 
Group Mean

2.225

Table 5-7: Difference-of-Means Test Results between Countries with Strong and Weak 
NRSFs

Furthermore, although the differences were above conventional levels of 

statistical significance, the states with well-managed NRSFs saw their manufacturing 

sectors expand more quickly while also tamping down inflationary pressures. 

Moreover, as an indication that countries with effective stabilization funds rein in 

discretionary spending in response to fewer rents entering the budget, this group saw a 

statistically significant reduction in military expenditures in the years following the 

creation of the stabilization fund compared to the group whose NRSFs were eviscerated 

(see table 5-8).120  

                                                
120 While a full discussion is outside the confines of this dissertation, Ross (2001a: 335-36) links higher 
military spending in resource rich to authoritarianism, which he labels the “repression effect.” By 
constraining their levels of spending on the armed forces, states with strong NRSFs may eventually develop 
more open political systems.
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The economic effects of varying NRSF performance held within these groups, 

too. With the exception of a lower inflation rate, countries with weak NRSFs did not 

experience dramatic economic improvements in the years after the stabilization fund was 

created.121 Economic instability continued to be the norm, while growth in the 

manufacturing sector had not improved. In short, the resource curse remained largely 

intact despite the adoption of a formal institution meant to solve this problem.

Economic Volatility After NRSFCreation 5.415 5.407  0.008

Manufacturing Growth After NRSFCreation 2.225 2.989 -0.764

Inflation After NRSFCreation 11.158 17.001     -5.843**
** Significant at the .01 level                                            Sources:  World Bank 2012; Author's Calculations

After NRSF 
Creation

Before NRSF 
Creation

Difference

Table 5-8: Difference-of-Means Test Results for the Weak NRSF Group Comparing 
Economic Conditions Before and After Stabilization Fund Creation

In contrast, Table 5-9 demonstrates that the group with strong stabilization funds 

made several statistically significant improvements in their economic conditions in the 

years after NRSF creation: economic volatility and import dependence were reduced 

while the manufacturing sector stopped its decline and began expanding. 

The growth of manufacturing in the wake of NRSF creation supports an important 

tenet of developmental investment. The theory predicts that as economic conditions 

normalize, once marginalized sectors will flourish. In turn, these economic actors become 

stakeholders in the success of the stabilization fund, helping to keep administrations 

compliant with institutional rules. Combined with the political benefits administrations 

extract from the provision of economic stability, this helps provide a strong foundation 

                                                
121 The result that even the group with weak NRSFs had a reduction in the rate of inflation corroborates the 
findings of Shabsigh and Ilahi (2007), whose research indicated that inflationary pressures tend to diminish 
for all countries after the adoption of NRSFs.
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for continued NRSF success. This argument was corroborated by the case study evidence 

in Chapter 4, and the data from the larger sample in this chapter also point to greater 

political clout for these economic actors.

Economic Volatility 2.947 4.031     -1.084*

Manufacturing Growth 3.805 -0.871        4.676**

Import Growth 5.649 11.520     -5.871*

Inflation 9.663 14.913 -5.25
* Significant at the .1 level; ** Significant at the .01 level
Sources : World Bank 2012; Author's Calculations

After NRSF 
Creation

Before NRSF 
Creation

Difference

Table 5-9: Difference-of-Means Test Results for the Strong NRSF Group Comparing 
Economic Conditions Before and After Stabilization Fund Creation

However, it is difficult to assess whether the improved economic performance of 

countries with successful NRSFs is on par with countries lacking abundant natural 

resources. Without a relevant comparison, it is impossible to prove that a successful 

NRSF is ameliorating the resource curse; how are we to know if non-resource rich 

countries are doing even better? Whereas the period before NRSF creation saw striking 

differences between countries with and without commodities (see Table 5-6 above), 

Table 5-10 presents strong evidence that countries with successful NRSF do normalize 

their economies and become similar to resource-poor states. In the years following the 

creation of stabilization funds, the countries with well-managed NRSFs exhibit no 

statistically significant differences in economic performance compared to their resource-

poor peers: rent-earning countries are no more volatile, are not more dependent on 

imports, and their manufacturing sectors no longer lag behind.122

                                                
122 To the contrary, although the relationship does not reach conventional levels of statistical significance, 
the manufacturing sectors of resource-rich countries were expanding more rapidly than the control cases.
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Economic Volatility After NRSFCreation  0.033

Import Growth After NRSF Creation -1.083

Manufacturing Growth After NRSF Creation  2.259
Sources : World Bank 2012; Author's Calculations

3.452

3.875 4.958

5.238

3.419

2.979

Difference
Resource Rich 

Countries
Non-Resource 
Rich Countries

Table 5-10: Difference-of-Means Test Results between Resource Rich Countries that 
created NRSFs and Equivalent Countries without Natural Resources after 
NRSF Creation

The upshot of the comparison between the resource-rich countries and their 

resource-poor peers is that the economies of the rent-earning states start to resemble 

“regular” economies once a well-managed NRSF is in place. In short, similar to Chile’s 

experience after its prudent stabilization fund administration, the countries with 

successful NRSFs were able to shield themselves from the toxic effects of rents. 

However, the ability of stabilization funds to neutralize an economy from the noxious 

properties of natural resource richness is dependent on having been created for 

developmental investment.

CONCLUSION

Although the statistical methods and tools employed in this chapter were simple, 

their results proved very insightful. Most importantly, the data presented above 

demonstrates that successful NRSFs spring from conditions associated with 

developmental investment while weak NRSFs are the product of the circumstances 

related to political insurance. Moreover, the differences in stabilization fund effectiveness 

have important economic implications: as demonstrated above, the countries with 
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successful NRSFs were able to eradicate many preexisting economic problems while the 

states with weak stabilization funds remained mired in the resource curse. 

Another important contribution of this chapter was the incorporation of resource 

poor countries that were used to determine whether commodity abundant states were 

actually different. Haber and Menaldo (2011) argue that focusing exclusively on resource 

rich states has biased the results of many extant resource curse analyses. Their conclusion 

was that when rent-dependent states are judged alongside comparable countries without 

natural resources, the predicted effects of the resource curse wash away; in short, they 

argue that the resource curse is a red herring. In contrast, when comparing the economic 

conditions of countries with and without natural resource wealth, I found overwhelming 

support that rents are economically cumbersome. Resource booms and busts present 

resource rich countries with tangible obstacles to economic stability that their 

commodity-deprived brethren do not face. In the end, the evidence in this chapter finds 

that the resource curse is indeed a serious threat.

Fortunately, this rent-induced plague can be overcome. Another important finding 

in this chapter was to demonstrate that stabilization fund success is not dependent on a 

competent state or a reflection of governmental effectiveness. Importantly, even countries 

with low general institutional capacity can develop successful stabilization funds and 

overcome the resource curse.

In conclusion, when political considerations drive the creation of these 

institutions, they tend to fail and countries remain in the grip of the resource curse. 

Conversely, when the conditions associated with developmental investment are present at 

the time of stabilization fund creation, these institutions tend to succeed—in terms of 

improving the economy and reducing the features associated with the resource curse.

Moreover, developmental investment starts a predictable chain of events that helps to 
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maintain the strength of stabilization funds. For example, the evidence above 

demonstrated that the manufacturing sector expands after the installation of a successful 

NRSF. The enhanced importance of these economic agents will likely lobby 

administrations to maintain adherence to the NRSF. In the end, this chapter reveals that 

countries can escape a heritage of institutional weakness and create an effective NRSF, 

thereby eliminating the resource curse. In order to do so, however, they must follow the 

path of developmental investment. 
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Chapter 6: Conclusions and Implications for Future Research

“You can’t always get what you want.”
- The Rolling Stones

You Can’t Always Get What You Want (1969)

As noted in the introduction, despite a long scholarly tradition, there are still 

many puzzles surrounding commodity abundant countries and the economic impacts of 

natural resources. The goal of this dissertation was to clarify some of these mysteries 

while adding to, and enhancing, this ever-growing body of research. Most notably, this 

study sought to illuminate the relationship between political institutions and economic 

outcomes in commodity-rich countries. More specifically, the previous chapters have 

sought to uncover the political factors responsible for variation in the performance of 

Non-renewable Resource Stabilization Funds, institutions that can mitigate the economic 

dangers of natural resource abundance. 

In searching for the foundations of NRSF strength, this study argued that 

parchment rules of institutions are of little value in ensuring institutional compliance. 

Indeed, if getting institutions “right” merely required the formal adoption of certain 

institutional rules and best practices—for example, transparent reporting procedures—

then subpar NRSF performance would be relatively uncommon.

As it stands, however, NRSF failure has been a fairly commonplace occurrence 

(Ross 2012: 207; see also Chapter 5). This outcome is not terribly surprising: when 

NRSFs function properly, executives must uphold rules that tend to run counter to their 

immediate interests. For example, for a stabilization fund to be effective, self-interested 

political actors must curb their rent-seeking proclivities by saving rents for a rainy day.

In short, even though NRSF compliance can ameliorate the economic symptoms 

associated with the resource curse, executives have strong political incentives to flout 



223

these institutional constraints. This was precisely what occurred in Venezuela, where a 

nascent NRSF was designed to wall off Hugo Chávez’s access to a mounting pool of oil 

revenues. To prevent this, he altered the rules of this institution in order to spend the 

bounty. Unfortunately, by greatly weakening the NRSF, Chávez kept the country in the 

grip of the resource curse. For these institutions to succeed, they need to successfully 

bind the hands of executives from succumbing to immediate political concerns. In Chile, 

the NRSF collecting excess copper revenues was worth more to executives when its rules 

were upheld, which kept political actors from meddling with the institution. As a result of 

the strength of Chile’s stabilization fund, fluctuating copper revenues no longer dictate 

the health of the country’s economy. Thus, both the severity of the resource curse and the 

success of the institutions managing the flow of rents display variation. What do the 

results of this dissertation imply for these literatures going forward?

IMPLICATIONS FOR THE RESOURCE CURSE LITERATURE AND NRSFS

This study has important ramifications for future resource curse analyses. The 

economic effects of natural resource wealth have long puzzled analysts. Initially, 

commodity abundance was anticipated to be a boon to developing countries (Viner 1952; 

North 1955). However, natural resource exporters seemed to get left behind economically 

after the booms of the 1970s, which caused researchers to see rents as a curse on 

economic development (Gelb and Associates 1988). Finally, after looking in-depth at 

countries that did not adhere to the pattern, a new scholarly consensus has begun to 

emerge. Natural resource wealth rather does not automatically guarantee suboptimal 

economic outcomes; rather, it is a contingent curse (Dunning 2005). Indeed, Venezuela 

rapidly developed its economy in harmony with its oil wealth from the 1920s to the late 

1960s (Di John 2009; Ross 2012), which allowed the country to attain some favorable 
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characteristics.123 Although oil has been a plague on Venezuela’s economy since the 

petroleum booms of the 1970s, Chile has managed to escape the volatility typical to 

natural resource exporters in the interim (Larraín and Parro 2008). In short, the economic 

impacts of natural resource wealth are not equal across all polities. The conclusions of 

this dissertation fit squarely within the parameters of the multitude of recent studies 

rejecting natural resource richness as an automatic affliction. 

However, my findings do run counter to a stream of recent arguments positing 

that the very notion of the resource curse is spurious (Haber and Menaldo 2011; Hertog 

2010). These contributions have largely responded to the inadequacies of the original 

strain of resource curse literature by throwing the baby out with the bathwater. In 

contrast, I argue that commodity abundance is extremely problematic in the absence of 

institutions to shield economies from these dangers. The case of Venezuela in Chapter 3 

along with the data analysis in Chapter 5 provide strong evidence supporting the claim 

that natural resource wealth is capable of unleashing economic havoc. While the 

economic pitfalls of rents are real, they are hardly uniform. 

In accounting for why the economic effects of rents vary from one country to the 

next, this study also agrees with the bevy of recent literature identifying institutions as the 

primary means through which countries can inoculate themselves against the perils of 

natural resource wealth (Morrison 2010; Havro and Santiso 2011; Ross 2012). 

Importantly, I depart from this new wave of institutionally focused resource curse 

literature in the specificity of how institutions are injected into the analysis. Previous 

studies have focused more on general institutions (Robinson et al. 2006; Mehlum et al. 

2007) or general state capacity (Kurtz 2009) as the panacea for the resource curse. While 

                                                
123 For example, between 1970 and 1987, Venezuela had considerably more scientists per capita than Chile 
(UNDP 1990: 137).
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recognizing the importance of institutions has been a major leap for the resource curse 

thesis, these studies were not thorough enough. By conceptualizing institutions at such a

high level of abstraction, the precise causal mechanisms through which institutions 

counter the potential economic pitfalls of commodity abundance remained uncovered. In 

short, these studies simply reinforced the political science platitude that institutions 

matter. Left under-explained, however, was exactly how institutions matter and which

institutions matter. This is not terribly surprising: as Ross (2012: 210) notes, “social 

scientists do a terrible job of defining and measuring ‘institutions,’” (Ross 2012: 210).

In contrast, this study explicitly analyzes the role of specific institutions: 

stabilization funds. These innovations have the capacity to overcome the precise 

economic dangers facing rentier states. While NRSFs are not the only institution that can 

be used to combat the negative effects of rents (Engel and Meller 1993), they have been 

one of the most studied and they have proliferated much more than any other innovation 

used to manage the wild fluctuations of rents. 

Whereas the previous literature has found some NRSFs to be more effective than 

others (Fasano 2000; Kalyuzhnova 2006), they have not adequately uncovered the 

reasons behind this variation. Many NRSF analyses have tended to focus on the formal 

attributes of these institutions as the main drivers of NRSF success (e.g. Truman 2007). 

However, these studies have often not done a thorough job linking their preferred 

institutional design elements to NRSF effectiveness. Moreover, some strong stabilization 

funds lack the institutional traits prized by the extant literature (Humphreys and Sandbu 

2007). For example, although the CSF in Chile had very low transparency standards 

throughout its lifespan, it was still able to successfully shield the economy against the 

fluctuations of copper rents. 
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Chapter 1 unveiled the precise causal mechanisms through which NRSFs work to 

combat the negative economic effects of natural resources. Furthermore, via the logic of 

developmental investment, this study can account for the foundations of strong 

institutions in natural resource-rich states, as demonstrated in Chapter 4. As a result, this 

study corroborates the growing body of evidence (Ross 2012; Brunnschweiler and Bulte 

2009) rejecting the contention that natural resources absolutely corrupt state institutions 

(e.g. Karl 1997); an argument still put forward in current research (e.g. Havro and Santiso 

2011). Importantly, however, this study advances an explanation for how resource-rich 

countries can overcome institutional weakness, which represents a crucial contribution. 

This study addressed another shortcoming of the resource curse literature: the 

tendency to neglect the role of politics in accounting for this malady (Jensen and 

Johnston 2011: 663). Rather, overcoming the natural resource trap is often seen strictly 

through economic lenses in many recent analyses. For example, many argue that good 

economic policy is essential to eradicating the resource curse (Santiso 2011). However, 

strong fiscal institutions themselves are not sufficient to ward off the threat natural 

resource wealth poses, since these innovations only stand in the way of executives’ 

ability to spend rents for instrumental purposes (Jensen and Wantchekon 2004). Strong 

economic policies are likely to be weakened when the political needs of governments 

mount. In short, avoiding the resource curse is not primarily an economic issue. While 

this study finds support for the contention that certain economic institutions allow 

countries to overcome the resource curse, my argument anchors the success of these 

innovations to their ability to curb the venal political impulses of actors. Unless such 

instrumental concerns are subverted—a point on which the extant literature is largely 

silent—strong economic policies will fail to reverse the resource curse. Explicitly 

focusing on the role of politics is a better way forward.
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This neglect of politics also plagues the NRSF literature. As noted, much is made 

of specific institutional design characteristics, but little is mentioned about why 

executives would comply with these rules. Indeed, political actors have incentives to 

neglect these institutions in order to gain greater access to stored rents. As institutional 

rules are weakened or ignored and rents are used for current spending, NRSFs cannot 

contain macroeconomic pressures or provide a sufficient buffer against natural resource 

price swings. With low institutional stability and enforcement—brought on by political 

actions—stabilization funds will fail.

In short, due to political incentives, spending rents is almost always easier than 

saving them. The existing NRSF and resource curse literatures are generally silent about 

how this trap is avoided. In contrast, this study focused on the political factors 

undergirding decisions to respect or renege on NRSFs, taking a head-on approach to the 

importance that politics plays in the alleviation of the resource curse. I showed that the 

conditions associated with the adoption of institutions used to manage natural resource 

wealth and the subsequent administration of these innovations is driven primarily by 

political considerations. On the one hand, the conditions associated with political 

insurance engender political incentives to defect from sound economic policies, keeping 

natural resource-rich states in the grip of the resource curse. On the other hand, 

developmental investment produces a situation where political actors reap dividends 

when they comply with specific economic institutions, which ultimately paves the way 

for commodity abundant countries to overcome the perils of rent reliance. 

This study also makes an important contribution to the way that NRSF 

performance is assessed. Indeed, an advantage of focusing on a specific institution like 

NRSFs is that they can be measured more directly than abstract concepts like “state 

strength.” Unfortunately, previous analyses of NRSF performance have not taken full 
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advantage of this leverage. At its most sophisticated, the extant literature had primarily 

analyzed the indirect economic effects of these institutions (Shabsigh and Ilahi 2007; 

Bagattini 2011), whereby NRSFs were labeled successful if positive economic outcomes 

followed their creation. While such a focus has demonstrated that NRSFs can succeed 

even when controlling for general state effectiveness—contra Davis et al. (2001)—these 

analyses have largely ignored the actual institutions they were purportedly assessing. In 

contrast, I measured the strength of NRSFs on their own terms by incorporating Levitsky 

and Murillo’s (2009) concepts of institutional “stability” and “enforcement.” As a result, 

this study has provided a solid template for further analysis and measurement of NRSFs.

In sum, future research in the resource curse tradition should continue looking to 

institutions as the intervening variable, but the focus should shift from the idea that 

institutions are important to examining which specific institutions matter, exactly how 

they matter (e.g. their causal mechanisms), and the political incentives executives have in 

respecting or flouting these institutions. Future NRSF research should focus on the 

political aspects of these institutions and the foundations and origins of institutional 

strength. Instead of asking what rules NRSFs need to contain in order to be successful, 

researchers should inquire as to why political actors actually comply with NRSF rules. 

Furthermore, future research should focus on measuring these institutions themselves 

instead of their indirect economic effects. Developmental investment provides a cogent 

answer to the first questions while the framework created by Levitsky and Murillo (2009) 

and operationalized in the dissertation addresses the latter concern.

The resource curse and NRSF literatures are going to continue to be extremely 

important in the years to come. With high commodity prices over the last decade, many 

countries—almost all in the developing world—are seeking to tap into subsoil natural 

resources yet to be exploited. Ross (2012: 10) notes that at least sixteen poor countries 
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are set to become oil exporters within the next decade. While the allure of high prices are 

prompting these countries to get in the resource exporting game, the resource curse 

literature suggest that there are great dangers in doing so. Moreover, the explosion of new 

producers means that the institutions they create to manage this wealth will be important 

for their growth trajectories. As noted, NRSFs have the capacity to reduce the pressures 

that rents put on economies, but these institutions are unlikely to succeed under just any 

circumstances. In seeking to understand the factors propelling the variation of NRSF 

performance, I examined two competing explanations for the ways in which institutions 

can tie the hands of political actors from squandering rent windfalls. The findings from 

the previous chapters have important lessons for these contrasting explanations of 

institutional performance.

IMPLICATIONS FOR POLITICAL INSURANCE ARGUMENTS

Political insurance was the first approach analyzed to understand the root causes 

of variations in institutional strength. Under this increasingly prominent approach 

(Boylan 2001; Dunning 2010; Finkel 2005, 2008; Ginsburg 2003), weak incumbents 

create institutions in the waning moments of their tenure in order to place constraints on 

political rivals set to succeed them. Political insurance works well to explain why a self-

interested political actor would create an institution that ultimately makes it more difficult 

to exploit the advantages of being in office: the institution’s creator will only be 

temporarily constrained while he hopes to fetter his successor from day one. Furthermore, 

under political insurance, the liabilities associated with the creation of new institutions 

play an important role as these burdens are meant to fall on the shoulders of political 

rivals. Since the primary goal is to shackle the successor administration, extracting the 

institution’s economic benefits remains a—distant—secondary aim. Seen in this light, 
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political insurance represents a seemingly cogent framework through which to analyze 

the very political nature of institutions, even those beyond NRSFs.

However, my findings suggest that this approach faces major difficulties going 

forward. Despite the intuitiveness of this approach, this study demonstrated that many 

extant political insurance analyses have overplayed their hand.124 Because some 

institutions have political side effects that benefit some to the detriment of others, many 

scholars have been too quick to impute political motives to the creation of new 

institutions. By deeply analyzing the logic of political insurance, this dissertation makes 

an important contribution to the literature by clarifying the specific conditions under 

which political insurance most likely occurs. The result was that when the theoretical 

foundations of this approach are taken seriously, its logic proves to be rather restrictive 

and not applicable to just any instance of institutional creation. For political insurance to 

be a valid explanation, it needs to meet the criteria established in Chapter 2. While the 

case of NRSF creation in Venezuela examined in Chapter 3 proved to be a model 

example of political insurance, some previous examples do not meet the standards of its 

“precised” logic. The net result is that future research in this approach must be very 

careful in assigning political motives to instances of institutional creation, which greatly 

limits the usefulness of this approach.

This study makes a second important contribution to the political insurance 

literature: a thorough examination of the links between the logic of political insurance 

and institutional performance. Previous political insurance analyses have largely posited 

that politically motivated institutions work as planned and effectively shackle successors. 

However, the ties between political insurance and institutional strength were based on 
                                                
124 My contention that political insurance arguments are often inadequately specified is shared by Inclán 
Oseguera (2009) in her criticism of the political insurance analyses of Finkel (2005, 2008) and Ginsburg 
(2003).
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assumptions; indeed, these authors typically do not unravel the causal mechanisms 

responsible for institutional success. Just as this study focused on the conditions 

accompanying instances of political insurance, it also drew out the implications of these 

conditions on the effectiveness of institutions. In contrast to previous scholarship, I 

demonstrated that institutions created as political insulation mechanisms tend toward 

weakness. Indeed, the arguments presented in Chapter 2—backed up by the evidence in 

Chapters 3 and 5—paint a much different picture of institutional performance than the 

previous literature.

Specifically, institutions created for the purposes of political insurance do not 

alter the incentives of successor administrations to comply with institutional rules; that is, 

they do nothing to subvert incentives to rent-seek. Nor do instances of political insurance 

erect roadblocks to stanch the evisceration of institutions. To the contrary, this study 

demonstrated that the conditions accompanying political insurance often make it easier 

for successor administrations to ignore or weaken the innovations of their predecessors. 

Because newly minted executives have few incentives to comply with institutions foisted 

upon them and little standing in the way of altering these innovations, political insurance 

typically produces a situation where institutional rules are easily manipulated. As a result, 

the levels of enforcement and stability of politically motivated institutions are low, which 

engenders institutional weakness. This was precisely the outcome in Venezuela, where 

the NRSF imposed upon incoming president Hugo Chávez by the outgoing Caldera 

administration was subject to rapid deterioration. As predicted by the analysis in Chapter 

2, the MSF was easily changed and ignored, giving Chávez greater access to an ever-

growing pot of rents. The institution remains technically alive, but the serial weakening 

of its parameters has led its creators to see the stabilization fund as essentially non-

existent.
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In the end, this study demonstrates that political insurance makes “rational fools” 

(Sen 1977) out of executives. As outgoing administrations create institutions to 

“rationally” pursue their interests, successor governments ultimately enjoy the spoils that 

the institution was intended to restrict. The net effect of political insurance is that the 

ousted creator of the institution becomes even further marginalized. The lesson is clear: it 

does not work to create an institution to pursue purely instrumental interests for 

opportunistic reasons.

These finding deviate wildly from extant analyses in the political insurance 

tradition. Not only have researchers incorrectly attributed instances of institutional 

creation to political motives, but the logic of political insurance is insufficient to account 

for the outcomes they attribute to it. Importantly for future research using this approach, 

analysts cannot assume the effectiveness of politically motivated institutions, thereby 

ignoring the strong causal mechanisms precipitating institutional weakness. 

The failure of political insurance to accurately depict and predict what its 

proponents purport should give scholars pause in willingly—if not blindly—

incorporating extant theories intended for distinct settings. While much of political 

insurance’s allure came from its seeming intuitiveness, the lack of success of political 

insurance arguments is partially due to its tenets being applied in strikingly different 

environments than they were first applied to. The political insurance approach was 

initially developed in the American Politics literature (e.g. Moe 1990), and its logic might 

have been more readily applicable to this specific context.125 Unlike developed countries, 

where institutional enforcement and stability are more common occurrences (Levitsky 

and Murillo 2009: 126), perfunctorily applying the pre-packaged tenets of this framework 

                                                
125 However, De Figueiredo (2002) found that political insurance arguments faced strict limitations even in 
the American Politics setting.
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to late-developing states has resulted in analyses that cannot back up their claims. Seen 

from this light, traditional political insurance analyses are of little use to researchers. That 

said, the “precising” (Collier and Levitsky 1997) of political insurance’s logic performed 

in Chapter 2 provides this approach with a future—just not the future that acolytes of 

political insurance would expect.

Importantly, the revised logic of political insurance suggests that it can serve as a 

model of institutional failure for a broader set of political institutions. Indeed, the ability 

of political insurance to pinpoint the sources of institutional weakness across a diverse 

array of innovations represents the potential salvation of this approach. In the developing 

world, there are a host of institutions that have failed to live up to their promise. For 

example, many countries initiated campaigns to make central banks more independent 

only to see these reforms fail: parchment rules declaring central banks to be effectively 

autonomous were merely “window dressing”; in reality, these institutions often remained 

subordinate to the executive (Singleton 2010: 204). To determine whether political 

insurance is a relevant explanation, scholars would do well to examine the conditions 

under which these failed innovations were created in order to decipher if political motives 

were at play. In such cases, this approach has a lease on life by explaining how short-term 

calculations on the part of executives precipitate weak institutions.

The “précised” logic of political insurance might also explain broad-based and 

systemic institutional failure. While the conditions associated with political insurance are 

restrictive, there are setting where these tenets will be more likely to hold. For example, 

countries with a history of political and economic instability, abuse of state resources, 

and high executive turnover are environments ripe for short-term political calculations. In 

these circumstances, executives will be more likely to succumb to short-term incentives 

and attempt to foist their preferences on the fluid political system. Provided that the 
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theoretical specifications of political insurance are satisfied, the resulting weakness of 

these politically motivated institutions might create a vicious circle perpetuating 

economic and political instability and even further instances of political insulation. As a 

result, the next generation of political insurance arguments should focus on explaining 

institutional failure, which is endemic to many developing countries.

To restate political insurance’s main problem, the act of narrowly chasing self-

interests engenders a situation where political actors are incapable of upholding an 

advantageous power structure via an institution. By thinking and acting so myopically, 

the weak executive invites institutional weakness. Furthermore—and more importantly 

from the institutional creator’s point of view—successors are empowered while ousted 

predecessors become marginalized; a point I take up further below.

THE FUTURE OF DEVELOPMENTAL INVESTMENT

In contrast to political insurance, this study’s second framework—developmental 

investment—illuminated the ways that institutions constrain political actors’ incentives to 

rent-seek. In doing so, this approach elucidated the conditions under which institutions 

can generate sufficient strength to tie the hands of executives. These institutions will 

likely succeed over time as enforcement and stability remain high because developmental 

investment gives executives an insurance policy against economic volatility and creates 

important beneficiaries who use their governing political clout to defend and uphold the 

institution. This path yields an opposite paradox from the “rational fool”: under 

developmental investment, if you pursue the right policies to achieve substantive ends, 

political benefits fall in your lap. 

Not surprisingly, the logic of developmental investment is very distinct from 

political insurance. Facing economic disequilibria, a politically stable incumbent creates a 
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central institution as part of a broader array of reforms to address the root causes of these 

distortions. In Chile, low copper prices helped to spur on a prolonged period of economic 

torpor characterized by massive debt and macroeconomic distortions (Ministerio de 

Hacienda 1984; World Bank 1990). With the health of public finances, and indeed the 

overall economy, dependent on a volatile source of income, policymakers sought to 

dramatically alter the structure of the economy. The idea was to break the reliance on 

copper by promoting non-traditional exports. Critical to this plan was removing copper 

rents from the budget via a NRSF in order to diminish macroeconomic distortions.

On the face of it, the effects of institutions created for the purpose of 

developmental investment appear to be principally economic. Indeed, a main aspiration 

for NRSFs created according to the tenets of developmental investment is to reduce the 

high levels economic volatility that often plague countries relying on an inherent unstable 

source of income. Furthermore, given the tendency of institutions adhering to the 

developmental investment template to be created alongside complementary economic 

reforms, another goal of developmental investment is to fundamentally reorient the 

economy. 

Nevertheless, from the institutional creator’s perspective, the purpose of 

developmental investment is for leaders to extract concrete political gains. Similar to 

political insurance, altruism is not the ultimate goal of developmental investment; 

political motivations are at play. The difference is in the timing of when the benefits are 

received. Instead of scheming to constrain rivals in the short run, executives resorting to 

developmental investment have enough time remaining in their mandate to patiently 

await—and ultimately benefit from—the fruit of their innovations. Furthermore, the 

executive is willing and able to stomach the initial adjustment costs accompanying the 

creation of this innovation. In return, the executive gets multiple benefits. First, 
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developmental investment gives an executive economic insurance against politically 

damaging busts near an election, ensuring the maintenance of economic stability. Second, 

the institution’s creator hopes to earn greater and more predictable benefits over time. As 

economic stability replaces the previous era of volatility, benefits are broadly distributed, 

creating wide public support and the backing of specific stakeholders, especially 

powerful business sectors.

Like political insurance, developmental investment provides an answer to the 

question of why self-interested incumbents would create institutions that constrain their 

autonomy. Developmental investment’s response, however, is very different from that of 

political insurance. Instead of looking toward the short term, developmental investment 

involves a tradeoff: foregoing rent-seeking today in exchange for greater and more stable 

benefits tomorrow. Unlike the political insurance approach, which sees institutions solely 

as a means to constrain rivals, achieving the technocratic goals of innovations is a main 

facet of developmental investment. Thus, even though institutions like NRSFs have 

potential short-term political ramifications, the promise of their medium- to long-term 

dividends inspires some executives to enact these institutions in spite of their initial costs.

The conditions under which developmental investment occurs carry important 

implications for institutional effectiveness. Unlike political insurance, developmental 

investment has the capacity to engender institutional strength by undercutting the 

incentives to renege. As the case of Chile showed, there are specific causal mechanisms 

that make institutional strength likely when institutions are created in accordance with 

developmental investment’s hypotheses established in Chapter 2. As mentioned, 

institutions created for the purposes of developmental investment give executives a buffer 

against economic instability that could imperil their political standing around election 

time. In addition, with a longer lag time between institutional creation and government 
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turnover, the institution’s creator absorbs the start-up costs. Over time, this makes 

institutional compliance and maintenance cheaper for successor administrations.

Figure 6-1: Institutional Costs and Benefits over Time under Developmental Investment

Furthermore, this time span, backed up by the executive’s political standing, 

allows the institution the necessary breathing room to deliver important macroeconomic 

benefits. As these distortions are eradicated in the medium term, economic volatility is 

likely to diminish. Indeed, as demonstrated in the previous chapter, the group of countries 

with well-managed stabilization funds saw their economic conditions improve markedly 

within four years of creation. This newfound economic stability acts as a public good, 

bestowing broad benefits. These political gains provide administrations with incentives to 

leave these institutions intact. Disrespecting the institution is tantamount to killing the 

goose laying the golden eggs and would require executives to forfeit future dividends. 

Figure 6-1 above demonstrates the costs and benefit structure of institutions created for 

developmental investment. Over time, benefits accrue in greater quantities while the costs 

of institutional maintenance become less and less of an issue.
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Moreover, with a better macroeconomic climate in place, sectors that were 

traditionally downtrodden can develop. In the case of NRSFs, non-traditional exporters 

are primary beneficiaries (Balassa 1988). As the economic prowess of these actors grows, 

their political clout will also expand (Moravcsik 1997). These non-governmental 

stakeholders can help hold administrations to their institutional commitments, as any 

governmental non-compliance with institutions will likely hurt the economic 

performance of these economic agents. 

Finally, the longer these institutions operate the more resilient they become 

against alterations. Sunk costs (Pierson 2000) in the institutions will make defections 

more difficult. For example, Chile has made deep human capital investments in its 

NRSF: there is a dedicated staff with specialized competencies that monitors the day-to-

day activities of these institutions. Furthermore, under developmental investment, 

institutions are not one-off innovations, but rather an integral part of a battery of 

complementary reforms. Tinkering with one link in the institutional chain will likely 

affect others; in short, you cannot weaken an entrenched NRSF without unleashing 

negative economic consequences. 

Thus, while short-term temptations to backtrack on institutional commitments will 

always exist, developmental investment makes succumbing to these inducements more 

difficult. On the one hand, under developmental investment, the perpetual dividends 

earned from institutional maintenance outweigh the short-term gains of noncompliance. 

On the other hand, forces outside the administration help keep opportunities to renege at 

bay. Institutional inertia will make meddling with NRSFs difficult while powerful 

external actors will lobby to maintain the benefits they reap from an unadulterated 

stabilization fund. Developmental investment helps create strong institutions because the 

hands of executives are effectively tied from defecting from the institution. As 
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institutional rules are maintained across administrations, innovations created for the 

purposes of developmental investment become even more resilient.

This study provides a better explanation for the performance of institutions than 

analyses that prize the importance of institutional design elements. Indeed, many recent 

resource curse and NRSF analyses overemphasize formal institutional characteristics as 

the panacea for this malady (Robinson et al. 2006; Devlin and Titman 2004: 125-27), 

which ultimately obscures the origins of institutional strength. Indeed, the cases in this 

study demonstrated the poor predictive capacity of such arguments: while the NRSF law 

in Venezuela was stricter than Chile’s, the Chilean fund remained intact while 

Venezuela’s was subject to widespread manipulation. As a result, researchers should 

focus on the foundations of institutional strength or weakness, as well as the political 

factors compelling actors to be in compliance or non-compliance with institutional rules. 

By elucidating the separate routes to institutional strength and weakness, my argument 

takes a step in this direction. 

In addition, the findings of this study are not limited to Chile, a country that is 

already institutionally strong by Latin American standards (see Hilbink 2003: 65). 

Rather, the previous chapter showed that even countries with low state capacity—such as 

Azerbaijan, which was previously “not exactly known for strong fiscal rectitude” 

(Bagattini 2011: 35) —can field successful stabilization funds when they are created 

according to the tenets of developmental investment. Furthermore, this study provides an 

explanation for the heterogeneity of institutional strength within countries. Overall, many

developing countries do exhibit institutional weakness. Yet it is rarely the case that all 

state institutions are frail (see Lora 2006: Chapter 1). For example, even though it is 

argued that natural resource wealth corrupts institutional quality (Karl 1997), many 

rentier states have capable military institutions (Ross 2001a: 336). The logic of 
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developmental investment can serve as a helpful tool for explaining why some new 

innovations in developing countries succeed in an environment that would otherwise 

seem hostile to effective institutions.

Developmental investment also suggests that states are not inextricably bound by 

their historical trajectories. That is, via the logic of development, states can rise above a 

legacy of institutional weakness. This was clearly demonstrated in the previous chapter, 

whereby several countries with histories of state weakness and administrative ineptitude 

were able to create and maintain successful stabilization funds. While historical 

conditions, previous experiences, and general state capacity are not inconsequential, 

neither are they determinative of institutional strength. In short, late developing countries 

can overcome their previous failures and missteps, but not at will; similar to political 

insurance, the logic of developmental investment is restrictive; moreover, the road to 

institutional strength is a long one, which requires patience on the part of executives. 

Just as the logic of developmental investment was not limited to the case of Chile, 

it is also applicable to institutions and innovations beyond NRSFs. A preliminary 

assessment suggests that developmental investment works well to explain the adoption of 

judicial reforms in Mexico in the 1990s. Although Finkel (2005) saw this as a model of 

political insurance, Inclán Oseguera (2009: 755) found that political motivations could 

not have driven the adoption of these reforms. In contrast to the expectations of political 

insurance, these reforms to the judiciary occurred immediately after a presidential victory 

by the PRI, which gave President Zedillo (1994-2000) an “authentic electoral mandate” 

(Whitehead 1995: 246). While there was not an imminent oppositional threat, the 

Mexican Supreme Court’s absence of credibility (Cossio 2002: 131) added to the 

mounting legitimacy gap facing the PRI, which was cutting into its support. Inclán 

Oseguera (2009: 753-755) argues that these judicial reforms were enacted in the hopes of 
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keeping the presidency in the party’s hands in the 2000 election and beyond. Ultimately, 

the newly empowered judiciary ruled against the Zedillo administration—which had 

enacted these reforms—multiple times (Finkel 2005: 98-100). The fact that the executive 

branch actually complied with these rulings suggests the court did enjoy political 

autonomy—an important milestone considering Mexico’s historically weak rule of law.

This sketch suggests the tenets of developmental investment help explain the 

success of innovations beyond NRSFs, giving this approach a great deal of explanatory 

leverage as a more general explanation of institutional strength. While it is outside of the 

parameters of this dissertation to uncover and dissect further instances of developmental 

investment, scholars would do well to use this approach to analyze the successful 

implementation of institutions that effectively tie the hands of political actors. 

Although my argument sees the success of individual institutions as largely 

distinct from general state capacity—a contention supported by the data in the previous 

chapter—developmental investment can produce beneficial ripple effects, which will lead 

to broader institutional strength. For example, once a successful NRSF is in place, a state 

might also have to rationalize its tax collection apparatus in order to compensate for 

revenues once provided by rents. As a result, countries might adopt a string of reforms 

that can build on one another’s success, thereby creating a virtuous circle and a 

foundation for far-reaching institutional strength. This process can help create 

institutional complementarities (Hall and Gingerich 2004), whereby effective institutions 

can assist the success of other innovations, ultimately allowing an array of individual 

institutions to become much greater than the sum of their parts.

In the end, the evidence presented in this dissertation suggests that it is necessary 

to rethink the sources of institutional compliance. Institutions that constrain do not work 

because they are designed correctly, but because they alter the incentives facing actors. 
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When institutional compliance becomes more beneficial and defection costlier for 

political actors, the strength of new innovations follows close behind. Furthermore, the 

development of stakeholders in institutions is an important element in getting the 

institution to stick. As developed more below, political actors are not autonomous in 

maintaining successful institutions. Rather, the concurrent development of social actors 

buttresses institutional enforcement and stability. This study has marshaled a bevy of 

evidence in support of these claims.

FINAL THOUGHTS: THEORETICAL IMPLICATIONS IN A BROADER CONTEXT

This dissertation has insights into the relationships between the variation of 

institutional performance, the formal design of these institutions, the political actors 

enacting these innovations, and the non-governmental actors affected by these 

institutions. Importantly, as demonstrated throughout this study, the installation of 

political institutions does not guarantee they will be strongly enforced or highly stable.126

However, many extant theoretical approaches—chief among them, political 

insurance—do assume that powerful political actors have the ability to realize their 

preferred outcomes via the creation of new institutions. Furthermore, there is also the 

contention that if the institutional creators can just manage to get the “parchment rules” 

(Carey 2000) of these innovations right, institutional success is sure to follow. The 

confidence these analysts have in the success of institutions meant to constrain is 

ultimately misplaced. 

Empirically, many of the institutions created to advance the interests of their 

creators end up serving vastly different ends—often to the detriment of the institution’s 

                                                
126 Levitsky and Murillo (2009: 120) note that weak institutions can be an intentional outcome, meant to 
act as window dressing to please onlookers. I focus instead on institutions that are intended to be more than 
just an empty suit.
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creator. From a theoretical standpoint, this should not be a surprising development at all. 

Indeed, political life is rife with uncertainty and institutional outcomes do not always 

follow the creator’s intent (Hall 2005: 134). Indeed, no matter how well designed the 

institution, or how well defined the intentions of executives, “actors ‘in the real world’ 

often face considerable difficulty coming up with good schemes for advancing their 

interests” (Weyland 2009: 59). Unless institutions are enforced and stable, they will fold, 

and rationalist approaches—like political insurance—tend to neglect the underlying 

reasons behind institutional compliance and consistency.

At the core, the problem stems from the fact that it is extremely difficult for 

political actors to impose their preferences over the political system through institutions, 

especially when their ouster is immanent. Because “those who write the rules do not 

always have the power to systematically enforce them” (Levitsky and Murillo 2009: 

121), executives looking to constrain successors via institutions will face long odds in 

getting these innovations to succeed. This is especially true for political insurance, where 

the institutional creator is quickly swept aside, replaced by new actors who have few 

incentives to respect their predecessor’s innovations. Especially under these 

circumstances, institutional enforcement and stability are highly unlikely to follow. 

This is not to say that institutions—once in place—do not have any individual 

impact. Institutions are not merely epiphenomenal, as demonstrated in the case study of 

Chile in Chapter 4. However, if commonplace explanations, such as institutional design 

or political insurance, are of little use in helping us understand the underlying reasons 

why innovations succeed or fail, what must executives take into account? That is, what 

are the broader implications of this study regarding the foundations of institutional 

strength and the ability of executives to create institutions that are enforced and stable?
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Importantly, one main way in which “new institutional arrangements are most 

likely to endure” is by gaining “the acceptance of powerful actors and groups” (Levitsky 

and Murillo 2009: 122). This is a compelling insight, with a logical flipside: innovations 

are likely to fold when they draw the ire of potent non-governmental actors. One reason 

why political insurance fails to provide a cogent explanation of institutional success is 

that it ignores the impact that imposed institutions have on the entrenched interests of 

actors and groups outside the government. The entire reason behind the creation of 

politically motivated institutions is to alter the status quo to the benefit of the outgoing 

executive. However, because the institutional creator was plotting so narrowly to advance 

her own interests, she does not take the broader ramifications of new institutions into 

account, which will likely lead to their deterioration. Put succinctly by Levitsky and 

Murillo (2009: 122): “Those in temporary control of the rule-writing process may fail to 

take real power distributions into account, leaving newly designed institutions vulnerable 

to assault by powerful actors who remain outside the process.” If non-governmental 

actors with entrenched interests in maintaining the current system are not marginalized or 

compensated at the time of institutional creation, they will attempt to strip back these 

innovations, thereby undermining the ability of political actors to achieve their interests. 

In particular, previous literature has demonstrated that business interests are 

integral to the outcomes of new institutions and reforms. For example Hellman (1998; see 

also Hellman et al. 2000) found that stalled and inefficient market reforms often remained 

in a state of disequilibrium because powerful economic actors benefitted from the status 

quo, making it difficult for political actors to complete the task even though economic 

difficulties reigned. Similarly, Fairfield’s (2010) research demonstrated that influential 

peak business organizations in Chile were able to thwart reforms to the tax system that 

would have been detrimental to their interests, despite the fact that Chile’s percentage of 
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GDP stemming from taxes is extremely low by OECD standards.127 In addition, state 

capture by economic interests—that led to corrupt governmental practices and wasteful 

state spending—was “treated as part of normal life” for long periods of time in Italy, 

Japan, and Russia (Hanson and Teague 2005: 672). The underlying reasons behind these 

institutional failures and inefficient status quos are rooted in the influence exerted by 

non-governmental actors who have the capacity to thwart the intentions of those within 

the government. In short, seemingly powerful political actors are often incapable of using 

institutions to achieve their intended policy outcomes due to their neglect of influential 

non-governmental agents. 

Yet, this study demonstrated that social and economic forces did not always 

attempt to undermine new institutions. Rather, the actions of non-state actors ultimately 

buttress institutional strength under developmental investment. Similar to how the initial 

conditions accompanying political insurance facilitated the downfall of innovations 

meant to constrain, the conditions under which institutions are created for the purposes of 

developmental investment matter for the ability of social forces to promote or work 

against new innovations. 

As noted in Chapter 2, instead of responding to short term political concerns, 

executives enact institutions as a reaction to persistent economic problems under 

developmental investment. Just as the political fortunes of executives wax and wane, the 

power and capabilities of non-governmental actors fluctuate, too. Under the logic of 

developmental investment, the changing destinies of social and economic actors are 

important building blocks of strong institutions. More directly, developmental investment 

facilitates the success of nascent innovations because the systemic imbalances that new 

                                                
127Chile is not the worst performer in the OECD in terms of tax intake: Mexico’s tax regime collects much 
less revenue that Chile’s.
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institutions were a reaction to can marginalize business organizations with entrenched 

interests in maintaining the status quo, or make social actors more acceptant of new 

policies (Weyland 2002). As these barriers forestalling institutional change are flattened, 

new institutions are given precious breathing room that allows them to develop their own 

stakeholders.

Ironically, this study showed that when executives curb their more venal 

impulses—when they put aside immediate short-term instrumental concerns—they will 

ultimately be better off. Whereas chasing narrow short-term goals demonstrated the 

paucity of control political actors often have over outcomes, forward thinking allowed 

institutions to succeed and for executives to better meet their goals. 

However, there are certain costs of institutional success: principally, reduced 

control over the political system. When institutions effectively attack specific problems, 

they often assist the growth of economic and social actors, who can then more effectively 

lobby for institutional maintenance. By empowering new non-state actors with a stake in 

the maintenance of institutions, executives “unleash forces they cannot tame anymore” 

(Weyland 2009b: 40). As a result, political actors do not have the autonomy to single-

handedly control the fate of the institution after its consolidation. Rather, their hands are 

tied, just as the logic of developmental investment would predict.

In the end, regardless if the institution in question is a stabilization fund, an 

autonomous judiciary, or an independent central bank, this study suggests that when such 

innovations are politically motivated, failure is likely to ensue. There is a silver lining 

contained within this dissertation, however: through developmental investment, a path 

leading toward strongly enforced and highly stable institutions exists. Fortunately, it is in 

the political interests of executives to create institutions for the purposes of 

developmental investment.
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Appendix: Chapter 5 Statistical Analysis Variables

Variable Description Range Mean Source

Table A-1: Description of Variables

NRSF Success Enforcement and Stability of 
NRSF rules in the four years 
following creation

0 - 1 0.525

World Bank 
2012

Economic 
Reforms

Whether reforms were created 
or repealed in the year of, 
before, or after NRSF creation

-1 - 1 0.4

World Bank 
2012

Import Growth 
Before NRSF 
Creation*

Average growth rate of 
imported goods in the four 
years prior to the year of NRSF 
creation

-16.51 - 
31.17

5.32

Keefer 2010

World Bank 
2012

Inflation Before 
NRSF Creation

Average  rate of inflation in the 
four years prior to the year of 
NRSF creation

2.22 - 
64.87

15.96

Author's 
Calculation 
from various 
sources

Years Remaining 
in Mandate

"Years left in current term" in 
the year that the NRSF was 
created

0 - 6 1.85

Various 
Sources

Economic 
Volatility Before 
NRSF Creation

Standard deviation of the GDP 
growth rate in the four years 
prior to the year of NRSF 
creation

0.92 - 
24.82

4.72

World Bank 
2012

Manufacturing 
Growth Before 
NRSF Creation

Average growth rate of the 
manufacturing sector in the four 
years prior to the year of NRSF 
creation

-3.71 - 
8.54

1.06

World Bank 
2012

Economic 
Volatility After 
NRSF Creation

Standard deviation of the GDP 
growth rate in the four years 
after NRSF creation

0.77 - 
8.99

3.99
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Variable Description Range Mean Source

*Variable measured on "successful NRSF" group and resource-poor companion countries

Table A-1: Description of Variables (con't)

Manufacturing 
Growth After 
NRSF Creation

Average growth rate of the 
manufacturing sector (as a % of 
GDP) in the four years after 
NRSF creation

-9.05 -
11.45

3.39 World Bank 
2012

World Bank 
2012

World Bank 
2012

Import Growth 
After NRSF 
Creation*

Average growth rate of 
imported goods in the four 
years after NRSF creation

-2 - 
13.95

5.34

Keefer 2010

Regime Ideology "Party orientation with respect 
to economic policy" in the four 
years after NRSF creation

Left, 
Right, 
Center

N/A

IMF 2012

Government 
Effectiveness

"…[T]he quality of policy 
formation and implementation" 
during the year the NRSF was 
created

-1.29 - 
0.32

-0.49

Inflation After 
NRSF Creation

Average  rate of inflation in the 
four years following NRSF 
creation

0.89 - 
21.03

10.41

World Bank 
2012

Rent Dependence 
at Creation

Percentage of GDP attributable 
to rents during the year that the 
NRSF was created

3.57 - 
70.36

27.02

World Bank 
2012

Military Spending 
After NRSF 
Creation

Average % of GDP devoted to 
military spending in the four 
years following NRSF creation

-0.85 - 
0.65

-0.09

Kaufmann et 
al. 2009

Years Under IMF 
Agreement

Total number of years that a 
country was under an IMF 
agreement in the four years 
after NRSF creation

0 - 4 1.1

Keefer 2010

Number of Checks 
on Executive

The average number of formal 
checks on the executive in the 
four years following NRSF 
creation

1 - 5 2.64



249

References

“A jump at the pump: Bad news for more than motorists.” The Economist, January 27, 
2011, accessed January 28, 2012, http://www.economist.com/node/18010697.

“An unwelcome rise: The risk from higher oil prices.” The Economist, July 10 2007, 
accessed January 28, 2012, http:// www.economist.com/node/9464692.

“Asexma exige fuertes cambios para potenciar exportaciones.” El Mercurio, August 5, 
2005, accessed March 10, 2010, http://diario.elmercurio.com/Economia/2005-08-
05/Asexma_exige_fuertes_cambios_para_potenciar_exportaciones/.

“Bank raid: Reserve money for the revolution.” The Economist, June 30, 2005, accessed 
January 18, 2012, www.economist.com/node/4135439.

“Chile.” Chile Country Monitor, May 2006, accessed November 30, 2011, Business 
Source Complete, EBSCOhost.

“Chile.” Chile Country Monitor, June 2006, accessed November 30, 2011, Business 
Source Complete, EBSCOhost.

“Gobierno Basa Presupuesto 2008 en venta de Barril de Petróleo a solo 35 Dólares.” El 
Economista, October 18, 2007, accessed 27 January 21, 2012, 
http://www.eleconomista.es/empresas-finanzas/noticias/298395/10/07/Gobierno-
basa-presupuesto-2008-en-venta-barril-de-petroleo-en-solo-35-dolares.html.

“La reforma del fondo de estabilización: un aumento de la discrecionalidad del gasto.” 
Analítica Mensual, August 3 1999, accessed November 4, 2010, 
http://www.analitica.com/vam/1999.08/reportajes/02.htm.

“Oil leak: Could one of the world’s top petroleum producers really go bankrupt?” The 
Economist, February 24, 2011, accessed April 5, 2012, 
http://www.economist.com/node/18233412.

“Oil Price in Venezuela at Two Year High.” Mercopress, January 22, 2011, accessed 
February 6, 2012, http://en.mercopress.com/2011/01/22/oil-price-in-venezuela-at-
two-year-high.

“The Dutch Disease." The Economist, 26 Nov. 1977: 82-83.

Achen, Christopher, H. 2002. “Toward a New Political Methodology: Microfoundations 
and ART.” Annual Review of Political Science 5: 423-450.

Alexeev, Michael, and Robert Conrad. 2009. “The Elusive Curse of Oil.” The Review of 
Economics and Statistics (91): 586–598.



250

Amuzegar, Jahangir. 2001. Managing the Oil Wealth: OPEC’s Windfalls and Pitfalls.
New York: I.B. Tauris.

Andrews, David M. 1994. “Capital Mobility and State Autonomy: Toward a Structural 
Theory of International Monetary Relations.” International Studies Quarterly 38: 
193-218. 

Arellano, José Pablo. 2005. “Del Déficit al Superávit Fiscal: Razones para una 
Transformación Estructural en Chile.” Serie Estudios Socio/Económicos: Number 
25. Santiago, CIEPLAN.

— — —. 2010. Author interview with former Director de Presupuestos, Ministerio de 
Hacienda de Chile. Santiago: June 17.

Arellano, José Pablo, René Cortazar, and Andrés Solemano. “Stabilization and 
Adjustment Policies and Programs.” Country Study 10: Chile. New York: World 
Institute for Development Economics Research.  

Arenas, Alberto. 2010. Author interview with former Director de Presupuestos, 
Ministerio de Hacienda de Chile. Santiago: April 28.

Armijo, Leslie Elliot. 1994. "Menem's Mania?: The Timing of Argentine Privatization." 
Southwestern Journal of Law and Trade in the Americas 1(1): 1-28.

Ascher William. 1999. Why Governments Waste Resources: The Political Economy of 
Natural Resource Policy Failures in Developing Countries. Baltimore: Johns 
Hopkins University Press.

Auty, Richard M. 1993. Sustaining Development in Mineral Economies: The Resource 
Curse Thesis. London: Routledge.

— — —. 2008. “Political Economy of African Mineral Revenue Deployment: Angola, 
Botswana, Nigeria, and Zambia Compared.” Real Instituto Elcano Working Paper 
28/2008. Madrid: Real Instituto Elcano.

Bacher, John C. 2000. Petrotyranny. Toronto: Science for Peace/Dundurn Press.

Bagattini, Gustavo Yudi. 2011. “The Political Economy of Stabilisation Funds: 
Measuring their Success in Resource-Dependent Countries.” IDS Working Paper 
356. Brighton: Institute of Development Studies.

Balán, Manuel. 2011. “Competition by Denunciation.” Comparative Politics, 43: 459-78.

Balassa, Bela. 1988. “Temporary Windfalls and Compensation Arrangements.” Policy 
Research Working Paper Series 28. Washington DC: The World Bank.



251

Bande, Jorge, and Ricardo Ffrench-Davis. 1989. "Copper Policies and the Chilean Economy: 
1973-88." Notas Tecnicas No. 132. Santiago: CIEPLAN.

Basch, Miguel and Eduardo Engel. 1993. “Temporary Shocks and Stabilization 
Mechanisms: The Chilean Case.” In External Shocks and Stabilization 
Mechanisms, ed. Eduardo Engel and Patricio Meller. Washington, DC: Inter-
American Development Bank.

Basinger, Scott J., and Mark Hallerberg. 2004. “Remodeling the Competition for Capital:  
How Domestic Politics Erases the Race to the Bottom.” American Political 
Science Review 98(2): 261-76.

Bayulgen, Oksan. 2010. Foreign Investment and Political Regimes: The Oil Sector in 
Azerbaijan, Russia, and Norway. New York: Cambridge University Press.

Beblawi, Hazem. 1990. “The Rentier State in the Arab World.” In The Arab State, ed. 
Giacomo Luciani. London: Routledge.

Behrman, Jere R. 1977. Macroeconomic Policy in a Developing Country: The Chilean 
Experience. New York: North Holland Publishing Company. 

Bellin, Eva. 2004. “The Robustness of Authoritarianism in the Middle East.” 
Comparative Politics 36(2).

Benavente H., José Miguel. 2004. “Innovación Tecnológica en Chile: Donde estamos y
qué se puede hacer.” Working Paper Number 295. Santiago: Central Bank of 
Chile. 

Blank, David Eugene. 1984. Venezuela: Politics in a Petroleum Republic. Westport: 
Praeger.

Blöndal, Jón R., and Teresa Curristine. 2004. “Budgeting in Chile.” OECD Journal on 
Budgeting 4(2): 7-45.

Boas, Taylor C., and Jordan Gans-Morse. 2009. “Neoliberalism: From New Liberal 
Philosophy to Anti-Liberal Slogan.” Studies in Comparative and International 
Development 44: 137–161.

Bond, Shannon. “Petrol costs push up US inflation.” The Financial Times, May 13, 2011, 
accessed July 8, 2011, http://www.ft.com/intl/cms/s/0/00e250d0-7d5b-11e0-bc41-
00144feabdc0.html.

Boué, Juan Carlos. 1993. Venezuela: The Political Economy of Oil. Oxford: Oxford 
University Press.



252

Boylan, Delia. 2001. Defusing Democracy: Central Bank Autonomy and the Transition 
from Authoritarian Rule. Ann Arbor, MI: University of Michigan Press.

Braun et al. 2000. Economía Chilena 1810-1995. Estadísticas Históricas. Documento de 
Trabajo No. 187. Santiago: Pontificia Universidad Católica de Chile.

British Petroleum. 2011. BP Statistical Review of World Energy.

Brown, J. R. 1963. “Nitrate Crises, Combinations, and the Chilean Government in the 
Nitrate Age.” The Hispanic American Historical Review 43(2): 230-246.

Brunnschweiler, Christa, and Erwin Bulte. 2008. “The Resource Curse Revisited and 
Revised.” Journal of Environmental Economics and Management 55: 248–64.

Buira, Ariel. 2003. “An Analysis of IMF Conditionality.” Paper prepared for the XVI 
Technical Group Meeting of the Intergovernmental Group of 24 Port of Spain, 
Trinidad and Tobago: February 13-14.

Büthe, Tim.  2002. "Taking Temporality Seriously: Modeling History and the Use of 
Narratives as Evidence."  American Political Science Review 96(3): 481-494.

Caballero, Ricardo J. 2000. “Macroeconomic volatility in Latin America.” Economia
1(1): 31-88.

Cáceres, Carlos. 2010. Author interview with former Ministro de Hacienda, Ministerio de 
Hacienda de Chile. Santiago: June 1.

Calvo and Mendoza. 1999. “Empirical Puzzles of Chilean Stabilization Policy.” In
Guillermo Perry and Danny M. Leipziger, eds., Chile: Recent Policy Lessons and 
Emerging Challenges. Washington, DC: The World Bank.

Canache, Damarys. 2006. “Urban Poor and Political Order.” In The Unraveling of 
Representative Democracy in Venezuela, ed. Jennifer L. McCoy and David J. 
Meyers. Baltimore: John Hopkins University Press.

Cañas, Pablo. “Hacienda y uso de recursos en el exterior: "Fondos soberanos no son 
trofeos para guardarlos en los estantes.” La Tercera February 24, 2009, accessed 
July 20, 2012, http://www.latercera.com/contenido/745_104195_9.shtml.

Carey, John M. 2000. “Parchment, Equilibria, and Institutions.” Comparative Political
Studies 33(6/7): 735–61.

Caselli, Francesco, and Guy Michaels. 2009. “Do Oil Windfalls Improve Living 
Standards?” NBER Working Paper No. 15550. Washington, D.C.: NBER.



253

Caselli, Francesco, and Tom Cunningham. 2009. "Leader Behaviour and the Natural 
Resource Curse." Oxford Economic Papers, 61(4): 628-650.

Castañeda, Lina. 2001. “Endeudamiento para financiar el gasto fiscal desata polémica.” 
El Mercurio, October 10 2001, 
http://diario.elmercurio.cl/detalle/index.asp?id=%7be094deb4-a1b3-4dfa-a684-
75d7991a1c3c%7d.

Christian, Shirley. “Pinochet, a 'Very Peculiar Dictator,' Faces Voters.” The New York 
Times, October 3, 1988, accessed July 19, 2012, 
http://www.nytimes.com/1988/10/03/world/pinochet-a-very-peculiar-dictator-
faces-voters.html.

Clemente, Lino, Robert Faris, and Alejandro Puente. 2002. Natural Resource 
Dependence, Volatility, and Economic Performance. CAF Working Paper Series. 
Caracas: CAF.

Coen, David. 1998. “The European Business Interest and the Nation State: Large-firm 
Lobbying in the European Union and Member States.” Journal of Public Policy
18(1): 75-100.

Collier, David, and Steven Levitsky. 1997. “Democracy with Adjectives: Conceptual 
Innovation in Comparative Research.” World Politics 49(3): 430-51.

Collier, Paul, and Anke Hoeffler. 1998. “On Economic Causes of Civil War.” Oxford 
Economic Papers 50(4): 563-573.

— — —. 2002. “On the Incidence of Civil War in Africa.” Journal of Conflict Resolution
46(1): 13-28.

Collier, Paul. 2007. The Bottom Billion: Why the Poorest Countries are Failing and What 
Can Be Done About It. Oxford: Oxford University Press.

Corden, W. Max, and J. Peter Neary. 1982. "Booming Sector and De-industrialisation in 
a Small Open Economy". Economic Journal 92(December): 825–848.

CORDIPLAN (Oficina Central de Coordinación y Planificación). 1981. VI Plan de la 
Nación 1981-1984. Caracas, Venezuela.

— — —. 1984. VII Plan de la Nación, 1984-1988. Caracas, Venezuela

— — —. 1990a. El Gran Viraje: Lineamientos Generales del VIII Plan de la Nación. 
Caracas, Venezuela.

— — —. 1990b. El Fondo de Estabilización Macroeconómica: Lineamientos Generales.



254

— — —. Plan Operativo 1991: El Gran Viraje en Acción: VIII Plan de la Nación.
Caracas, Venezuela.

— — —. 1996. Agenda Venezuela: Lineamientos para un Programa de Estabilización y 
Cambio Estructural Orientado al Crecimiento y la Solidaridad. Caracas, 
Venezuela.

Corrales, Javier. 2010. “The Repeating Revolution: Chávez’s New Politics and Old 
Economics.” In Kurt Weyland, Raul Madrid, and Wendy Hunter, eds., Leftist 
Governments in Latin America: Successes and Shortcomings. New York: 
Cambridge University Press.

Corrales, Javier, and Michael Penfold. 2011. Dragon in the Tropics: Hugo Chávez and 
the Political Economy Revolution in Venezuela. Washington, DC: Brookings 
Institute Press.

Cossío, José Ramón. 2002. La teoría constitucional de la Suprema Corte de Justicia, 
Doctrina Jurídica Contemporánea. México: Distribuciones Fontamara S.A.

Davis, Jeffrey, Rolando Ossowski, James Daniel, and Steven Barnett. 2001. Stabilization 
and savings funds for nonrenewable resources: experience and fiscal policy 
implications. Washington, DC: International Monetary Fund.

— — —. 2003. “Stabilization and Savings Funds for Nonrenewable Resources.” In 
Fiscal Policy Formulation and Implementation in Oil- Producing Countries, ed. 
Davis, Ossowski, and Fedelino. Washington, DC: International Monetary Fund.

Davis, Lewis S. 2010. “Institutional Flexibility and Economic Growth.” Journal of 
Comparative Economics 38(3): 306–320.

De Figueiredo, Rui J. P. 2002. “Electoral Competition, Political Uncertainty, and Policy 
Insulation.” American Political Science Review 96(2): 321-333.

Devlin, Julia, and Sheridan Titman. 2004. “Managing Oil Price Risk in Developing 
Countries.” World Bank Research Observer 19: 119-39.

Di John, Jonathan. 2009. From Windfall to Curse: Oil and Industrialization in Venezuela 
1920 to Present. University Park: Penn State University Press.

Domingo, Carlos, María Fargier, Jesús Mora, Andrés Rojas, and Giorgio Tonella. 1994. 
“Viejos y Nuevos Modelos de Venezuela.” Nueva Economía 3(3). 

Drazen, Allan. 2000. Political Economy in Macroeconomics. Princeton, NJ: Princeton 
University Press.



255

— — —. 2001. “The Political Business Cycle after 25 Years.” NBER Macroeconomics 
Annual 15: 75-138.

Duer, Andreas. 2010. Protection for Exporters: Power and Discrimination in 
Transatlantic Trade Relations, 1930–2010. Ithaca: Cornell University Press.

Dunning, Thad. 2005. “Resource Dependence, Economic Performance, and Political 
Stability.” Journal of Conflict Resolution 49(4): 451-482.

— — —. 2008. Crude Democracy: Natural Resource Wealth and Political Regimes. 
Cambridge: Cambridge University Press.

— — —. 2010. “Endogenous Oil Rents.” Comparative Political Studies 43(3): 379–410.

Edwards, Sebastian. 2010. Left Behind: Latin America and the False Promise of 
Populism. Chicago: University of Chicago Press.

Ellner, Steve. 2008. Rethinking Venezuelan Politics: Class, Conflict, and the Chávez 
Phenomenon. Boulder: Lynne Rienner. 

Engel Eduardo and Patricio Meller. 1993. “Review of Stabilization Mechanisms for 
Primary Commodity Exporters.” In External Shocks and Stabilization 
Mechanisms, ed. Eduardo Engel and Patricio Meller. Washington, DC: Inter-
American Development Bank.

Engel, Eduardo and Rodrigo Valdés. 2000. “Optimal Fiscal Strategy for Oil Exporting 
Countries.” IMF Working Paper WP/00/118. Washington, D.C.: International 
Monetary Fund.

Espinosa-Vega and Stephen Phillips. 2004. “The Role of Institutions in Chile.” In Eliot 
Kalter, Steven Phillips, Marco A. Espinosa-Vega, Rodolfo Luzio, Mauricio 
Villafuerte, and Manmohan Singh, eds., Chile: Institutions and Policies 
Underpinning Stability and Growth. Washington, D.C.: International Monetary 
Fund.

Eyzaguirre, Nicolás. 2005. Exposición sobre el Estado de la Hacienda Pública. Santiago: 
Ministrio de Hacienda. 

Eyzaguirre, Nicolás, and Fernando Lefort. 1999. “Capital markets in Chile, 1985-97: A 
Case of Successful International Financial Integration.” In Guillermo Perry and 
Danny M. Leipziger, eds., Chile: Recent Policy Lessons and Emerging Challenges. 
Washington, D.C.: The World Bank.

Fairfield, Tasha. 2011. “Business Power and Tax Reform: Taxing Income and Profits in 
Chile and Argentina.” Comparative Political Studies 52(2): 37-71.



256

Fasano, Ugo. 2000. “Review of the Experience with Oil Stabilization and Savings Funds 
in Selected Countries.” IMF Working Paper WP00/112. Washington, D.C.: 
International Monetary Fund.

Fearon, James, and David Laitin. 2003. “Ethnicity, Insurgency, and Civil War.” 
American Political Science Review 97(1): 75-90.

Fermandois, Joaquín, Jimena Bustos, and María José Schneuer. 2009. Historia política 
del cobre 1945 – 2008. Santiago: Centro de Estudios Bicentenario.

Ffrench-Davis, Ricardo. 1973. Políticas económicas en Chile: 1952-70. Santiago: 
Ediciones Nueva Universidad.

— — —. 2002. Economic Reforms in Chile: From Dictatorship to Democracy. Ann 
Arbor: University of Michigan Press.

Ffrench-Davis, Ricardo, and Oscar Muñoz. 1990. “Desarrollo Económico, Inestibilidad, 
y Desequilibrios Políticos en Chile: 1950-89.” Colección Estudios CIEPLAN
28(June): 121-156. 

Finkel, Jodi. 2005. “Judicial Reform as Insurance Policy: Mexico in the 1990s: A 
Supreme Court Willing and Able to Enter the Political Fray.” Latin American 
Politics and Society 47(1): 87-113.

— — —. 2008. Judicial Reform as Political Insurance: Argentina, Peru, and Mexico in 
the 1990s. South Bend: University of Notre Dame Press.

Flaño Calderón, Nicolás Sáez, and Raúl Eduardo. 1986. “El modelo económico
neoliberal frente a la crisis, Chile 1981-85.” Notas Tecnicas No. 93. Santiago: 
CIEPLAN.

Foxley, Alejandro. 1982. Experimentos neoliberales en América Latina. Santiago: 
CIEPLAN.

Frankel, Jeffrey. 2011. “A Solution to Fiscal Procyclicality.” Central Bank of Chile 
Working Paper no. 602. Santiago: Banco Central de Chile.

Friedman, Thomas. 2006. The First Law of Petropolitics. Foreign Policy 154: 28-39.

García Osío, Gustavo, Rafael Rodríguez Balza, Luis Marcano, Ricardo Penfold, and 
Gustavo Sánchez. 1998. “La Sostenibilidad de la Política Fiscal en Venezuela.” 
Working Paper R-317. Washington DC: Inter-American Development Bank. 



257

Geddes, Barbara. 1995. “Uses and Limitations of Rational Choice.” In Latin America in 
Comparative Perspective: New Approaches to Methods and Analysis, ed. Peter H. 
Smith. Boulder, CO: Westview Press. 81-108.

Gelb, Alan, and Associates. 1988. Oil Windfalls: Blessing or Curse. Oxford: Oxford 
University Press.

George, Alexander L., and Andrew Bennett. 2006. Case Studies and Theory Development 
in the Social Sciences. Cambridge, MA: MIT Press.

Gilligan, Michael J. 1997. Empowering Exporters. Ann Arbor: University of Michigan 
Press.

Ginsburg, Tom. 2003. Judicial Review in New Democracies. New York: Cambridge 
University Press.

Gomes Lorenzo, José Juan. 1997. “Fondo de Estabilización Macroeconómica: Otra 
iniciativa largamente esperada.” VenEconomía Mensual 14(5): 8-11.

Goodwin, Louis W., Johanna Mendelson Forman, Moisés Naím, Joseph S. Tulchin, and 
Gary Bland. 1995. “The Decline of Venezuelan Exceptionalism.” In Lessons of 
The Venezuelan Experience, ed. Louis W. Goodwin, Johanna Mendelson Forman, 
Moisés Naím, Joseph S. Tulchin, and Gary Bland. Baltimore: John Hopkins 
University Press.

Greene, Kenneth. 2007. Why Dominant Parties Lose: Mexico's Democratization in 
Comparative Perspective. New York: Cambridge University Press.

Guerra, José. 2010. Author interview with former Gerente de Investigaciones 
Económicas del Banco Central de Venezuela, Banco Central de Venezuela. 
Caracas: July 13. 

Haber, Steven, and Victor Menaldo. 2011. “Do Natural Resources Fuel 
Authoritarianism? A Reappraisal of the Resource Curse.” American Political 
Science Review 105(1).

Hall, Peter A., and Daniel Gingerich. 2004. “Varieties of Capitalism and Institutional 
Complementarities in the Macroeconomy: An Empirical Analysis.” Discussion 
Paper 04/5. Cologne: Max Planck Institute for the Study of Societies. 

Hanson, Philip, and Elizabeth Teague. 2005. “Big Business and the State in Russia.” 
Europe-Asia Studies 57(5): 657-80.



258

Hanson, Stephen E. 2010. Post-Imperial Democracies: Ideology and Party Formation in 
Third Republic France, Weimar Germany, and Post-Soviet Russia. Cambridge: 
Cambridge University Press.

Hart, Austin. 2010. "Death of the Partisan? Globalization and Taxation in South America, 
1990-2006." Comparative Political Studies 43(3): 304-328.

Hausmann, Ricardo, Andrew Powell, and Roberto Rigobón. 1993. “An Optimal Income 
Rule Facing Oil Income Uncertainty (Venezuela).” In External Shocks and 
Stabilization Mechanisms, ed. Eduardo Engel and Patricio Meller. Washington, 
DC: Inter-American Development Bank.

Havro, Gøril, and Javier Santiso. 2011. “Benefiting the Resource Rich: How Can 
International Development Policy Help Tame the Resource Curse?” IDS Working 
Paper 355, Brighton: Institute of Development Studies.

Hellman, Joel. 1998. “Winners Take All.” World Politics 50(2): 203-234.

Hellman, Joel, Geraint Jones, and Daniel Kaufmann. 2000. “Seize the State, Seize the 
Day: State Capture, Corruption, and Influence in Transition.” Policy Research 
Working Paper 2444. Washington, D.C.: The World Bank.

Herb, Michael. 2005. “No Representation without Taxation? Rents, Development, and 
Democracy.” Comparative Politics 37(2): 297-317.

Hertog, Steffen. 2010. “Defying the Resource Curse: Explaining Successful State-Owned 
Enterprises in Rentier States.” World Politics 62(2): 261-301.

Hilbink, Lisa. 2003. “An Exception to Chilean Exceptionalism: The Historical Role of 
Chile’s Judiciary and Prospects for Change.” In Susan Eva Eckstein and Timothy 
Wickham-Crowley, eds., What Justice? Whose Justice? Fighting for Fairness in 
Latin America Berkeley: University of California Press.

Hochstetler, Kathryn. 2006. “Rethinking Presidentialism: Challenges and Presidential 
Falls in South America.” Comparative Politics 38(4): 401-418.

Hojman, David E. 1993. Chile: The Political Economy of Development and Democracy 
in the 1990s. Pittsburgh: University of Pittsburgh Press.

Hudson, Rex, ed. 1994. Chile: A Country Study. Washington D.C.: GPO for the Library 
of Congress.

Humphreys, Macartan, and Martin Sandbu. 2007. “The Political Economy of Natural 
Resource Funds. In Macartan Humphreys, Jeffrey D. Sachs, and Joseph E. Stiglitz, 
eds., Escaping the Resource Curse. New York: Colombia University Press.



259

Inclán Oseguera, Silvia. 2009. “Judicial Reform in Mexico: Political Insurance or the 
Search for Political Legitimacy?” Political Research Quarterly 62(4): 753-66.

Izaguirre, Maritza. 2010. Author interview with former Ministra de Hacienda, Hacienda 
Pública Nacional de Venezuela. Caracas: July 12.

Jensen, Nathan, and Leonard Wantchekon. 2004. “Resource Wealth and Political 
Regimes in Africa.” Comparative Political Studies 37(7): 816-841.

Jensen, Nathan, and Noel Johnston. 2011. “Political Risk, Reputation, and the Resource 
Curse.” Comparative Political Studies 44: 662–88.

Jiménez-Rodríguez, Rebeca, and Marcelo Sánchez. “The Industrial Impact of Oil Price 
Shocks: Evidence from the Industries of Six OECD Countries” (paper presented at 
the IAEE European Conference, Florence, Italy, 2007).

Jones Luong, Pauline, and Erika Weinthal. Oil is not a Curse. New York: Cambridge 
University Press.

Kahler, Miles. 1992. “External Influence, Conditionality, and the Politics of Adjustment.” 
In The Politics of Adjustment in the Third World, ed. Stephan Haggard and Robert 
R. Kaufman. Princeton: Princeton University Press.

Kalyuzhnova, Yelena. 2006. “Overcoming the Curse of the Hydrocarbon: Goals and 
Governance in the Oil Fields of Kazakhstan and Azerbaijan.” Comparative 
Economic Studies 48: 583-613.

Kandell, Jonathan. 2007. “Chile Invests Copper Riches.” Institutional Investor 41(12): 
54-55.

Karl, Terry Lynn. 1997. The Paradox of Plenty: Oil Booms and Petro-States. Berkeley, 
CA: University of California Press.

Kaufmann, Daniel, Aart Kraay, and Massimo Mastruzzi. “Governance Matters VIII: 
Aggregate and Individual Governance Indicators, 1996–2008.” Policy Research 
Working Paper 4978. Washington, D.C.: The World Bank.

Keefer, Philip. 2010. Database of Political Institutions: Changes and Variable 
Definitions. Washington, D.C.: The World Bank.

Keefer, Philip, and David Stasavage. 2003. “The Limits of Delegation: Veto Players, 
Central Bank Independence, and the Credibility of Monetary Policy.” American 
Political Science Review 97(3): 407-423.



260

Kelly, Janet, and Pedro A. Palma. 2006. “The Syndrome of Economic Decline and the 
Quest for Change.” In Jennifer L. McCoy and David J. Meyers, eds., The 
Unraveling of Representative Democracy in Venezuela. Baltimore: John Hopkins 
University Press.

Kline, John M. 1992. Foreign Investment Strategies in Restructuring Economies: 
Learning from Corporate Experiences in Chile. Westport: Quorum Books. 

Krauss, Clifford. “Price of Crude Oil Falls Again, but Analysts Warn It Will Remain at 
Lofty Levels.” The New York Times, May 6, 2011, accessed September 12, 2011, 
http://www.nytimes.com/2011/05/07/business/07oil.html.

Krueger, Anne O. 1974. "The Political Economy of the Rent Seeking Society." American 
Economic Review 64(June): 291-303.

Kurtz, Marcus. 2009. “The Social Foundations of Institutional Order: Reconsidering War 
and the ‘Resource Curse’ in Third World State Building.” Politics and Society, 
37(4): 479-520.

Kurtz, Marcus, and Andrew Schrank. 2005. “Credit Where Credit is Due.” Politics & 
Society, 33: 671-702.

Kurtz, Marcus J., and Sarah M. Brooks. 2011. “Conditioning the ‘Resource Curse’: 
Globalization, Human Capital, and Growth in Oil-Rich Nations.” Comparative 
Political Studies 44(6): 747–770.

Larraín, Felipe. 1990. “Política Monetaria, Cambiaria, y Financiera.” Notas del Debate 3. 
Lima: Grupo de Análisis para el Desarrollo.

Larraín, Felipe, and Francisco Parro. 2008. “Chile Menos Volátil.” El Trimestre 
Económico 299: 584-85.

Larsen, Erling Røed. 2004. “Escaping the Resource Curse and the Dutch Disease? When 
and Why Norway Caught up with and Forged ahead of Its Neighbors.” Discussion 
Papers No. 377. Oslo: Statistics Norway Research Department

Lasaga, Manuel. 1981. The Copper Industry in the Chilean Economy. New York: 
Lexington Books. 

LAWR (Latin American Weekly Review). 1988a. “Business survey dismisses ‘chaos.’” 
May 1: 2.

— — —. 1988b. “Pinochet’s 15-year ‘miracle’ reviewed.” September 22: 4.

— — —. 1988c. “Copper boost for Pinochet’s last year.” December 8: 6-7.



261

— — —. 1989a. “Chile: Export Record.” February 16: 16.

— — —. 1989b. “Country shaken by big fruit crisis.” March 30: 8.

— — —. 1989c. “Fears Spread of Overheating.” August 3: 11.

— — —. 1989d. “Concertación lists money concerns.” October 5: 2.

— — —. 1989e. “Avoiding Conflict on Central Bank.” December 14: 10.

— — —. 1997. “Parties Lose out to Independents.” October 28: 513.

— — —. 1998a. “From Confidence to Doubt in a Week.” January 13: 20.

— — —. 1998b. “Oil Price Forces another Budget Cut.” April 28: 188.

— — —. 1998c. “Dissent Emerges as Prices Remain Low.” June 30: 290-291.

— — —. 1998d. “Spectre of ‘Preventive Coup’ Starts Hovering over Venezuela.” 
October 27: 493.

— — —. 1998e. “Learning to Accept the Low-price Barrel.” December 8: 572.

— — —. 1999a. “Respite for Venezuela on the Oil Front?” March 30: 153.

— — —. 1999b. “Chávez Adjusts Oil Price Cushion.” May 25: 233.

— — —. 2000. “‘Stargazing’ Chávez Doubles Pay Rise.” May 2: 198.

— — —. 2002a. “Bolívar Floated, Public Spending Slashed.” February 19: 86.

— — —. 2002b. “Nóbrega Predicts 3% Contraction.” July 23: 344.

— — —. 2003a. “Caracas to Face ‘Years’ of Borrowing Constraints.” March 18: 123.

— — —. 2003b. “Now Venezuela Prepares for ‘Voluntary’ Debt Restructuring via Bond 
Swap.” April 1: 132.

— — —. 2004. “Redistributing Oil Income.” June 15: 9

— — —. 2005. “Government Cleared to Tap Reserves.” July 5: 5. 

— — —. 2007. “Salary Hikes.” October 5: 5.

Lederman, Daniel, and William F. Maloney. 2007. “Neither Curse nor Destiny: 
Introduction to Natural Resources and Development.” In Natural Resources 



262

Neither Curse nor Destiny, ed. Daniel Lederman and William F. Maloney. Palo 
Alto: Stanford University Press.

— — —. 2008. “In Search of the Missing Resource Curse.” Policy Research Working 
Paper 4766. Washington, D.C.: The World Bank.

Levitsky, Steven, and Victoria Murillo. 2009. “Variation in Institutional Strength.” 
Annual Review of Political Science 12: 115–133.

Lijphart, Arend. 1970. “Comparative Politics and the Comparative Method.” American 
Political Science Review 65(3): 682–693.

Linaburg, Carl, and Michael Maduell. 2011. Linaburg-Maduell Transparency Index. 
Accessed May 1, 2012, http://www.swfinstitute.org/swf-research/1q-2011-
linaburg-maduell-transparency-index-ratings-%E2%80%93-public-release/.

Lora, Eduardo. 2006. “State Reform in Latin America: A Silent Revolution.” In Eduardo 
Lora, ed., The State of State Reform in Latin America. Palo Alto: Stanford 
University Press.

Lüders, Rolf. 2010. Author interview with former Ministro de Hacienda, Ministerio de 
Hacienda de Chile. Santiago: June 15, 

Lüders, Rolf, and Gert Wagner. 2003. “Nitrate Export Collapse and the Great 
Depression: Trigger or Chance?” Cuadernos de Economía 40(121): 796-802.

Mahdavy, Hossein. 1970. “Patterns and Problems of Economic Development in Rentier 
States: The case of Iran.” In Studies in the economic history of the Middle-East ed. 
M. A. Cook. Oxford: Oxford University Press.

Mahoney, James. 2000. “Path Dependence in Historical Sociology.” Theory and Society
29(4): 507-548.

Mahoney, James, and Gary Goertz. 2006. “A Tale of Two Cultures: Contrasting 
Qualitative and Quantitative Research.” Political Analysis 14(3): 227-49.

Malavé Mata, Hector. “El Reduccionismo Económico de ‘Gran Viraje’: Paradojas y 
Frustraciones de la Política de Ajuste en Venezuela (1989-1993).” Nueva 
Economía 4(4). 

Mamalakis, Markos. 1976. The Growth and Structure of the Chilean Economy: From 
Independence to Allende. New Haven: Yale University Press.

Marfán, Manuel. 2010. Author interviews with former Ministro de Hacienda, Ministerio 
de Hacienda de Chile. Santiago, April 26 and May 5.



263

Marshall, Monty G., and Keith Jaggers. 2010. POLITY IV Project Codebook.

Martínez, Aníbal R. 1989. Venezuelan Oil: Development and Chronology. New York: 
Elsevier Applied Science. 

Martorano, Bruno, and Giovanni Andrea Cornia. 2011. The IDLA Dataset: A Tool to 
Analyze Recent Changes in Income Inequality in L.A.

Maza Zavala, Domingo Felipe. 1994. “Algunos Indicadores de la Economía 
Venezolana.” Nueva Economía 3(3). 

— — —.  2009. La Década Crítica de la Economía Venezolana 1998-2007. Caracas: Los 
Libros de el Nacional.

McCoy, Jennifer, L., 1999. “Chavez and the End of ‘Partyarchy’ in Venezuela.” Journal 
of Democracy 10(3): 64-77.

McCoy, Jennifer L., and David J. Myers. 2006. “Epilogue.” In Jennifer L. McCoy and 
David J. Meyers, eds., The Unraveling of Representative Democracy in Venezuela. 
Baltimore: John Hopkins University Press. 

Mehlum, Halvor, Karl Moene, and Ragnar Torvik .2006. “Institutions and the Resource 
Curse.” Economic Journal 116(January): 1-20.

Meller, Patricio. 1992. Adjustment and Equity in Chile. Paris: OECD Publishing. 

Meseguer, Covadonga. 2009. Learning, Policy Making, and Market Reforms. Cambridge: 
Cambridge University Press.

Meyer, Peter. 2010. Chile: Political and Economic Conditions and US Relations. 
Washington, DC: Congressional Research Service.

Mimo, Dan. “Oil prices pose threat to airlines' profits and survival, IATA warns.” The 
Guardian, June 6, 2011, accessed September 4, 2011, 
http://www.guardian.co.uk/business/2011/jun/06/airline-industry-profit-slump-oil.

Ministerio de Hacienda. 1984. Devaluación, alza de aranceles, y otras medidas de 
política económica. Document 032390. Santiago: Ministerio de Hacienda.

Mitra, Pradeep K. 1994. Adjustment in Oil-Importing Developing Countries. New York: 
Cambridge University Press.

Moe, Terry M. 1991. "Politics and the Theory of Organization." Journal of Law, 
Economics, and Organization 7(Special): 106-29.



264

Mommer, Bernard. 2001. “Venezuelan Oil Politics at the Crossroads.” Oxford Institute 
for Energy Studies, March 1, 2001, accessed December 9, 2010, 
http://www.oxfordenergy.org/2001/03/venezuelan-oil-politics-at-the-crossroads/.

Monaldi, Francisco, Rosa Amelia González, Richard Obuchi, Michael Penfold. 2004. 
“Political Institutions Policy Making Processes and Policy Outcomes in 
Venezuela.” Latin America Research Network. Washington, D.C.: IADB.

Monteón, Michael. 1982. Chile in the Nitrate Era: The Evolution of Economic 
Dependence, 1880-1930. Madison: University of Wisconsin Press.

Moran, Theodore, H. 1974. Multinational Corporations and the Politics of Dependence: 
Copper in Chile. Princeton: Princeton University Press. 

Moravcsik, Andrew. 1997. “Taking Preferences Seriously: A Liberal Theory of 
International Politics.” International Organization 51(4): 513-553.

Morrison, Kevin M. 2009. “Oil, Nontax Revenue, and the Redistributional Foundations 
of Regime Stability.” International Organization 63(1): 107-138.

— — —. “What Can We Learn about the ‘Resource Curse’ from Foreign Aid?” World 
Bank Research Observer, doi: 10.1093/wbro/lkq013.

Mulder, Nanno. 2006. “Aprovechar el auge exportador de productos básicos evitando la 
enfermedad holandesa.” International Commerce Series, Santiago: CEPAL.

Murillo, Victoria. 2009. Political Competition, Partisanship, and Policymaking in Latin 
American Public Utilities. Cambridge: Cambridge University Press.

Murillo, Victoria, and Cecilia Martínez-Gallardo. 2007. “Political Competition and 
Policy Adoption: Market Reforms in Latin American Public Utilities.” American 
Journal of Political Science 51(1): 120–139.

Naím, Moisés. 1993. Paper Tigers and Minotaurs: The Politics of Venezuela’s Economic 
Reforms. Washington DC: Carnegie Endowment. 

Newbery, David M., and Joseph E. Stiglitz. 1979. “The Theory of Commodity Price 
Stabilisation Rules: Welfare Impacts and Supply Responses.” The Economic 
Journal 89(356): 799-817.

— — —. 1981. The Theory of Commodity Price Stabilisation. A Study in the Analysis of 
Risk. Oxford University Press. Oxford.

Nóbrega, Tobias, and Guillermo Ortega. 1996. “La Agenda Venezuela: De una Tentativa 
Heterodoxa a un Ajuste Ortodoxo Parcial.” Nueva Economía 5(7).



265

— — —. 1999. “El Epilogo de la Agenda Venezuela.” Nueva Economía 8(12).

Nordhaus, William, D. “The Political Business Cycle.” The Review of Economic Studies
42(2): 169-90.

North, Douglass. 1955. "Location Theory and Regional Economic Growth." Journal of 
Political Economy 63(2).

— — —. 1981. Structure and Change in Economic History. New York: W. W. Norton.

North, Douglass, John Joseph Wallis, and Barry R. Weingast. 2009. Violence and Social 
Orders: A Conceptual Framework for Interpreting Recorded Human History. 
Cambridge: Cambridge University Press.

O’Brien, Phillip J. 2002. “Economy.” In South America, Central America, and the 
Caribbean: 10th edition. London: Routledge.

OAEF (Oficina de Asesoría Económica y Financiera). 2002a. “Los Retiros Realizados 
por el Ejecutivo Nacional con Cardo a la Cuenta del Gobierno Central en el Fondo 
de Inversión para la Estabilización Macroeconómica FIEM.” Report: IE 0502-040. 
Caracas, Venezuela. 

— — —. 2002b. “Situación de los aportes de la República y los Estados al Fondo de 
Inversión para la Estabilización Macroeconómica (FIEM) Causados desde El IV 
Trimestre de 2000 hasta el III Trimestre de 2001.” Report: IE 0502-042. Caracas, 
Venezuela.

Ocampo, José Antonio. 2005. “A Broad View of Macroeconomic Stability.” DESA 
Working Paper #1. New York: United Nations.

Ochoa, Orlando. 1992. “The Changing Politics of Venezuela in 1992: Oil, Democracy, 
and Economic Reforms.” Oxford International Review (June). 

OECD (Organization for Economic Co-operation and Development). 2003. OECD 
Economic Surveys: Chile. Paris: OECD Publishing.

— — —. 2010. OECD Economic Surveys: Chile. Paris: OECD Publishing.

— — —. 2011. Maintaining Momentum: OECD Perspectives on Policy Challenges in 
Chile. Paris: OECD Publishing.

Osorio, Sergio Benito. Author interview with former President of the Energy 
Commission, Cámara de Diputados. Mexico City, October 25, 2009. 



266

Palma, Pedro. 1999. “La Economía Venezolana en el Quinquenio 1994-1998. Nueva 
Economía 8(12). 

Petkoff, Teodoro. 2010. Author interview with former Director de CORDIPLAN, Oficina 
Central de Coordinación y Planificación. Caracas: July 26.

Pierson, Paul. 1994. Dismantling the Welfare State? Reagan, Thatcher, and the Politics 
of Retrenchment. Cambridge: Cambridge University Press.

— — —. 2000. “Increasing Returns, Path Dependence, and the Study of Politics.” 
American Political Science Review 94(2): 251-67.

Przeworski, Adam, Michael Alvarez, José Antonio Cheibub, and Fernando Limongi. 
2000. Democracy and development: Political institutions and well-being in the 
world, 1950-1990. Cambridge, UK: Cambridge University Press.

Putnam, Robert D. 1988. “Diplomacy and Domestic Politics: The Logic of Two-Level 
Games.” International Organization 42(3): 427-460.

Randall, Laura. 1987. The Political Economy of Venezuelan Oil. Westport: Praeger.

Recabarren, Jennifer. 1999. “Utilidad de Más de US$120 Mills. Obtuvo Codelco en 1.er 
Semestre.” El Mercurio, August 12, 1999, accessed March 1, 2010, 
http://diario.elmercurio.com/detalle/index.asp?id={6a63e526-fed2-4eef-b7d0-
15c0131de7fb}.

Reid, Michael. 2007. Forgotten Continent: The Battle for Latin America's Soul. New 
Haven: Yale University Press.

República de Venezuela. 1998. Decreto con Fuerza y Rango de Ley que Crea el Fondo 
de Inversión para la Estabilización Macroeconómica. Caracas: República 
Bolivariana de Venezuela.

República Bolivariana de Venezuela. 2000. Ley de Presupuesto para el Ejercicio Fiscal 
2000. Caracas: República Bolivariana de Venezuela.

Reynolds, Clark W. 1965. “Development Problems of an Export Economy: The Case of 
Chile and Copper.” In Markos Mamalakis and Clark Winton Reynolds, eds.,
Essays on the Chilean Economy. Homewood: Richard D. Irwin, Inc.

Reynolds, Clark Winton. 1965. “Development Problems of an Export Economy: The 
Case of Chile and Copper." In Essays on the Chilean Economy, ed. Markos 
Mamalakis and Clark Winton Reynolds. Homewood: Richard D. Irwin, Inc. 201-
398.



267

Rivero, Luis. 2001. Fondos de estabilización macroeconómica: Seminario internacional. 
Caracas: Banco Central de Venezuela.

— — —. 2010. Author interview with Asesor Presidencial, Banco Central de Venezuela. 
Caracas: July 7.

Robinson, James, A., Thierry A. Verdier, and Ragnar Torvik. 2006. “The Political 
Foundations of the Resource Curse.” Journal of Development Economics 79: 447-
68.

Rodrik, Dani, Arvind Subramanian, and Francesco Trebbi. 2002. “Institutions Rule: The 
Primacy of Institutions over Integration and Geography in Development.” NBER 
Working Paper 9305, New York: National Bureau of Economic Research.

Romaguera, Pilar, and Dante Contreras. 1995. "Impacto Macroecon6mico de la 
Inestabilidad del Precio del Cobre en la Economia Chilena." In Alberto Pascó-
Font, ed., La Administración de los Ingresos par Exportaciones Mineras en 
Bolivia, Chile y Peru. Lima: GRADE.

Ross, Michael L. 1999. “Political Economy of the Resource Curse." World Politics 51: 
297-322.

— — —. 2001a. “Does Oil Hinder Democracy?" World Politics 53, 3: 325-61.

— — —. 2001b. Timber Booms and Institutional Breakdown in Southeast Asia. New 
York, NY: Cambridge University Press.

— — —. The Oil Curse: How Petroleum Wealth Shapes the Development of Nations.
Princeton: Princeton University Press.

Ruiz-Dana, Alejandra. 2007. Commodity Revenue Management: The Case of Chile’s 
Copper Boom. International Institute for Sustainable Development, Winnipeg, 
Manitoba. 

Sachs, Jeffrey. D., and Andrew Warner. 1995. “Natural Resource Abundance and 
Economic Growth.” NBER Working Paper No. 5398.

— — —.. 1997. “Natural Resource Abundance and Economic Growth- Revised 
Version”. Working Paper: Harvard University.

— — —. 2001. “Natural Resources and Economic Development: The Curse of Natural 
Resources.” European Economic Review 45: 827-838.

Salazar-Carrillo, Jorge. Oil and Development in Venezuela during the Twentieth Century. 
Westport: Praeger.



268

Salgado, René. 1987. Economic Pressure groups and Policy-Making in Venezuela. Latin 
American Research Review 22(3): 91-105.

Santiso, Javier. 2006. Latin America's Political Economy of the Possible: Beyond Good 
Revolutionaries and Free-Marketeers. Cambridge: MIT Press.

— — —. “Sovereign Wealth Funds in Latin America.” ESADEgeo Position Paper 17. 
Barcelona: ESADE.

Saraff, Maria, and Moortaza Jinwanji. 2001. “Beating the Resource Curse: The Case of 
Botswana.” Environmental Economics Series 24753. Washington, D.C.: The 
World Bank.

Schliesser R., Reinier A. 1997. “EI Fondo de Rescate de la Deuda Pública: ¿Una 
Estrategia de Estabilización Macroeconómica? Análisis Crítico del Caso 
Venezuela.” Serie Documentos de Trabajo 9. Caracas: Banco Central de 
Venezuela. 

Schneider, Ben Ross. 2004. Business Politics and the State in Twentieth-century Latin 
America. New York: Cambridge University Press.

Sen, Amartya K. “Rational Fools: A Critique of the Behavioral Foundations of Economic 
Theory.” Philosophy & Public Affairs 6(4): 317-344.

Shabsigh, Ghiath, and Nadeem Ilahi. 2007. Looking Beyond the Fiscal: Do Oil Funds 
Bring Macroeconomic Stability?” IMF Working Paper WP/07/96 Washington DC: 
The International Monetary Fund. 

Shifter, Michael. 2006. “In Search of Hugo Chavez.” Foreign Affairs 85(3): 45–59.

Sicotte, Richard, Catalina Vizcarra, and Kirsten Wandschneider. 2009. “The Fiscal 
Impact of the War of the Pacific.” Cliometrica 3: 97-121. 

Silva Eduardo. 1996. The State and Capital in Chile: Business Elites, Technocrats, and 
Market Economics. Boulder: Westview Press.

Silva, Patricio. 1991. "Technocrats and Politics in Chile: From the Chicago Boys to the 
CIEPLAN Monks," Journal of Latin American Studies 23(2): 385-410.

— — —. 2009. In the Name of Reason: Technocrats and Politics in Chile. State College: 
Pennsylvania State University Press.

Singleton, John. 2010. Central Banking in the Twentieth Century. New York: Cambridge 
University Press.



269

Smith, Benjamin. 2007. Hard Times in the Land of Plenty: Oil Politics in Iran and 
Indonesia. Ithaca: Cornell University Press.

Sovereign Wealth Fund Institute. 2012. “Sovereign Wealth Fund Rankings.” Last 
accessed February 11, 2012. http://www.swfinstitute.org/fund-rankings/.

Spilimbergo, Antonio. 1999. “Copper and the Chilean Economy, 1960-98.” IMF 
Working Paper WP/99/57. Washington, D.C.: International Monetary Fund.

Spiller, Pablo T., and Mariano Tommasi. 2007. The Institutional Foundations of Public 
Policy in Argentina. New York, NY: Cambridge University Press.

Stallings, Barbara. 1992. “International Influence on Economic Policy: Debt, 
Stabilization, and Structural Reform.” In The Politics of Adjustment in the Third 
World, ed. Stephan Haggard and Robert R. Kaufman. Princeton: Princeton 
University Press.

Stevens, Paul. “Resource Impact: A Curse or a Blessing.” (Manuscript, University of 
Dundee, Center for Energy, Petroleum, and Mineral Law and Policy, 2003).

Stone, Randall W. 2004. “The Political Economy of IMF Lending in Africa.” American
Political Science Review 98(4).

Tarrow, Sidney. 2010. “The Strategy of Paired Comparison: Toward a Theory of 
Practice.” Comparative Political Studies 43 (2):230-259.

The Economist Intelligence Unit. 1992. Venezuela, Suriname, Netherlands Antilles: 
Country Profile 1992-93. London: The Economist Intelligence Unit.

— — —. 1993. The Economist Intelligence Unit Country Profiles: Chile 1993/94. 
London: The Economist Intelligence Unit.

— — —. 1996. The Economist Intelligence Unit Country Profiles: Chile 1996/97. 
London: The Economist Intelligence Unit.

— — —. 1997. Venezuela: Country Profile 1996-97. London: The Economist 
Intelligence Unit.

— — —. 1999. Venezuela: Country Profile 1999-2000. London: The Economist 
Intelligence Unit.

— — —. 2000. The Economist Intelligence Unit Country Profiles: Chile 2000. London: 
The Economist Intelligence Unit.



270

— — —. 2003. The Economist Intelligence Unit Country Profiles: Chile 2003. London: 
The Economist Intelligence Unit.

Tinker Salas, Miguel. 2009. The Enduring Legacy: Oil, Culture, and Society in 
Venezuela. Durham: Duke University Press. 

Tironi, Ernesto. 1977. Issues in the Development of Resource-Rich LDCs: Copper in 
Chile. Santiago: CIEPLAN.

— — —. 2010. Author interview with former Economist, CEPLAN. Santiago, May 5.

Townsend, Steve. 2009. “Friedman’s First Law Fails: Oil Prices do not Predict 
Freedom.” The Economics of Peace and Security Journal 4(1): 78-83.

Truman, Edwin. M. 2007. “Sovereign Wealth Funds: The Need for Greater Transparency 
and Accountability.” Policy Briefs in International Economics 07-6 (August). 
Washington: Peterson Institute for International Economics.

Tsebelis, George. 1995. “Decision Making in Political Systems: Veto Players in 
Presidentialism, Parliamentarism, Multicameralism, and Multiparyism.” British 
Journal of Political Science 25: 289-325.

— — —. 2002. Veto Players: How Political Institutions Work. Princeton: Princeton 
University Press.

U.S. Energy Information Administration. 2010. March 2010 Monthly Energy Review. 
March 31. 

UNCTAD (United Nations Council on Trade and Investment). 2000. World Investment 
Report 2000: Cross-border Mergers and Acquisitions and Development. New 
York: United Nations.

— — —. 2012. UNCTADstat: Free Market Commodity Prices, Monthly, January 1960 -
May 2012. Accessed February 29, 2012. 
http://unctadstat.unctad.org/ReportFolders/reportFolders.aspx. 

UNDP (United Nations Development Program). 1990. Human Development Report 1990.
New York: The United Nations.

United States House of Representatives. 2000. “Meltzer Commission Report.” 
International Financial Institutions Advisory Commission.

Usui, Norio. 1998. “Dutch Disease and Policy Adjustments to the Oil Boom: A 
Comparative Study of Indonesia and Mexico.” Resources Policy 23(4): 151-162.



271

Valdés, Juan Gabriel. 1995. Pinochet’s Economists. New York: Cambridge University 
Press.

Van der Ploeg, Frederick, and Steven Poelhekke. 2009. “Volatility and the Natural 
Resource Curse.” Oxford Economic Papers 61(4): 727-760.

Van Wijnbergen, Sweder. 1984. “The ‘Dutch Disease’: A Disease after All?” Economic 
Journal 94 (June): 373-441.

Velasco, Andrés. 2010. Author interview with former Ministro de Hacienda, Ministerio 
de Hacienda de Chile. Santiago: June 11.

Vera, Leonardo V., and Luis Zambrano Sequín. Conteneido y Alcance de las Nuevas 
Reglas del Fondo de Inversión para la Estabilización Macroeconómica. Mimeo. 
Caracas: Banco Mercantil.

Vial, Joaquín. 2010. Author interview with former Director de Presupuestos, Ministerio 
de Hacienda de Chile. Santiago, April 22 and June 16.

Villafuerte, Mauricio. 2004. “Export Specialization and Economic Growth.” In Eliot 
Kalter, Steven Phillips, Marco A. Espinosa-Vega, Rodolfo Luzio, Mauricio 
Villafuerte, and Manmohan Singh, eds., Chile: Institutions and Policies 
Underpinning Stability and Growth. Washington, D.C.: International Monetary 
Fund.

Viner, Jacob. 1952. International Trade and Economic Development. Glencoe, IL: Free 
Press.

Vreeland, James R. 2003. The IMF and Economic Development. New York: Cambridge 
University Press.

Weinthal, Erika and Pauline Jones Luong. 2006. “Combating the Resource Curse: An 
Alternative Solution to Managing Mineral Wealth.” Perspectives on Politics 4(1): 
37–55.

Weisbrot, Mark, and Luis Sandoval. 2008. Update: The Venezuelan Economy in the 
Chávez Years. Washington DC: Center Economic and Political Research.

Weisbrot, Mark, Rebecca Ray, and Luis Sandoval. 2009. The Chávez Administration at 
10 Years: The Economy and Social Indicators. Washington DC: Center Economic 
and Political Research.

Weyland, Kurt, G. 2002. The Politics of Market Reform in Fragile Democracies: 
Argentina, Brazil, Peru, and Venezuela. Princeton: Princeton University Press.



272

— — —. “Institutional Change in Latin America: External Models and their Unintended 
Consequences.” Journal of Politics in Latin America 1(1): 37-66.

Whitbeck, R. H. 1931. “Chilean Nitrate and the Nitrogen Revolution.” Economic 
Geography 7(3): 273-283. 

Whitehead, Laurence. 1971. “The Socialist Experiment in Chile.” Parliamentary Affairs
25(3): 234-56. 

— — —. 1995. “An elusive transition: The slow motion demise of authoritarian 
dominant party rule in Mexico.” Democratization 2(3): 246-69.

Winn, Peter. 2005. Americas: the changing face of Latin America and the Caribbean, 3rd

Edition. Berkeley: University of California Press.

World Bank. 1985. “Report and Recommendation of the President of the International 
Bank for Reconstruction and Development to the Executive Directors on a 
Proposed Structural Adjustment Loan in an Amount Equivalent to US$250.0 
Million to the Republic of Chile.” Report Number P-4131-CH. Washington, D.C.: 
The World Bank.

— — —. 1990. “Program Performance Audit for Chile: First, Second, and Third 
Structural Adjustment Loans.” Report Number 8851. Washington, D.C.: The 
World Bank

— — —. 2012. World Development Indicators. Washington, D.C.: World Bank.



273

Vita

Matthew A. Johnson was born and raised in the small town of Albert Lea, 

Minnesota. He attended the University of Minnesota, where he graduated in 2001 with a 

bachelor’s degree in the Management of Information Systems. After a stint in the private 

sector, he returned to the University of Minnesota and earned a BA in Political Science in 

2004, where he met his to-be wife, Christine Hebl. After moving from Minneapolis, MN 

to Seattle, WA, he relocated again to Austin, TX to begin the Department of Government 

PhD program at the University of Texas in the fall of 2006. On his way to earning his 

doctorate degree, he received a MA in Government in 2010. His research was supported 

by the University of Texas Graduate School Continuing Fellowship (2011-2012), the 

Department of Government Macdonald Fellowship (2006-2007, 2009-2010), a College of 

Liberal Arts Graduate Research Fellowship (2010), and a Tinker Foundation Travel 

Grant (2008). Matthew, an avid bicyclist and an obsessive recycler, currently lives in 

New Orleans, LA, with his wife and their dog, Pika. 

Permanent email: matthewjohnson.ut@gmail.com

This dissertation was typed by the author.


