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Andean States and the
Resource Curse

This volume explores institutional change and performance in the resource-rich
Andean countries during the last resource boom and in the early post-boom years.

The latest global commodity boom has profoundly marked the face of the
resource-rich Andean region, significantly contributing to economic growth and
notable reductions of poverty and income inequality. The boom also constituted a
period of important institutional change, with these new institutions sharing the
potential of preventing or mitigating the maladies extractive economies tend to
suffer from, generally denominated as the “resource curse”. This volume explores
these institutional changes in the Andean region to identify the factors that have
shaped their emergence and to assess their performance. The interdisciplinary
and comparative perspective of the chapters in this book provide fine-grained
analyses of different new institutions introduced in the Andean countries and
discusses their findings in the light of the resource curse approach. They argue
that institutional change and performance depend upon a much larger set of
factors than those generally identified by the resource curse literature. Different,
domestic and external, economic, political and cultural factors such as ideological
positions of decision-makers, international pressure or informal practices have
shaped institutional dynamics in the region. Altogether, these findings emphasize
the importance of nuanced and contextualized analysis to better understand
institutional dynamics in the context of extractive economies.

This book will be of great interest to students and scholars of the extractive
industries, natural resource management, political economics, Latin American
studies and sustainable development.

Gerardo Damonte is a professor of the Department of Social Sciences
at Pontificia Universidad Catélica del Perd (PUCP). He holds a PhD in
anthropology from Cornell University. Currently, he acts as a member of
the trAndeS Executive Committee and he is affiliated with the Development
Analysis Group (GRADE) based in Lima. His research addresses socio-
environmental issues in Latin America, particularly the social dynamics linked
to global extractive development.

Bettina Schorr holds a PhD in political science from the Department of
International Relations and Foreign Policy Analysis of Universitit zu Koln,
Germany. Her research interests include social inequalities and sustainable
development, institutional change and dynamics of social conflicts (contentious
politics). Currently, she is a lecturer at the Institute for Latin American Studies
at Freie Universitit Berlin, Germany, and the program director of trAndeS—
Postgraduate Program on Social Inequalities and Sustainable Development in
the Andean Region.
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1 A curse over the Andes?

The resource curse approach
and institutional change in the
Andean region

Bettina Schorr and Gerardo Damonte

Introduction

Endowed with vast and precious reserves, the countries located along the
Andean arch have built their economies around the extraction and exportation
of natural resources, mostly hydrocarbons and minerals. In many countries, the
significance of the extractive sector has always been high. It increased to histori-
cally unique levels with the latest global commodity boom in the years 2003 to
2013 that was fueled by Chinese demand and drove prices sky-high for Andean
natural resources of the global markets (Hanni et al., 2018; Bebbington, 2012).

This latest boom has profoundly changed the socio-economic landscape of
the region. Given the extraordinary influx of rents and capital, all countries
achieved notable improvements regarding the reduction of poverty (Cord et
al., 2015; Gasparini & Cruces, 2013; Stampini et al., 2016). Income inequal-
ity, which until then had ranked amongst the highest in the world, decreased
sharply (Lopez-Calva & Lustig, 2010; CEPAL, 2019), motivating scholars to
speak of a historical moment of equality for Latin America (Fritz & Lavinas, 2015).

Notwithstanding these notable improvements, scholarship concerned with
the resource curse calls for caution when assessing socio-economic and politi-
cal dynamics in so-called resource economies that depend on the extraction and
export of natural resources. In particular, research has shown that in absence
of a robust regulatory framework, resource-rich economies will suffer from a
series of political and economic pathologies that can erode short-term improve-
ments stemming from windfalls during booms. The expressions of the resource
curse may include economic instability and poverty, inflation, authoritarian rule,
corruption, and civil strife, among others.

In fact, various studies have found the curse to be raging in the Andean
region by causing financial mismanagement, poverty, and social inequalities
(Carrillo Hoyos, 2019; Amézquita Zarate, 2014; Hinojosa, 2011; Perry &
Olivera, 2009; Viale et al., 2017) as well as problems arising from the lack of
economic diversification (Ducoing et al., 2018; Tello, 2013; Caria, 2017; Viale,
2019; Barja Daza & Zavaleta Castellon, 2016), even inside the extractive sec-
tor (Cisneros, this volume). In addition, several studies show environmental
damages and social conflicts as consequences of the extractivist development

DOI: 10.4324/9781003179559-2
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models promoted in the region (Arellano-Yanguas, 2011; Bebbington & Bury,
2013; Delamaza et al., 2017; Andrade & Morales, 2007; Ponce & McClintock,
2014). As a matter of fact, the environmental consequences and social conflicts
provoked by resource extraction have been one of the main focal points of
scholarship on the Andean countries during the latest boom.

On the other side of the coin, the recent boom also constituted a period
of significant institutional change. In particular, positive trends regarding the
decrease in poverty and inequality have been attributed partly to the imple-
mentation of new redistributive and social policies (Sinchez-Ancochea, 2019).
Other institutional changes in the region include the implementation of power-
sharing institutions like political decentralization and new participatory institu-
tions, new political transparency rules, and novel environmental legislation. All
of these changes share the potential to jump-start important social and distribu-
tional consequences that are considered capable of leading the societies of the
Andean countries towards more stable and peaceful livelihoods in a healthier
natural environment. In other words, they hold the potential of avoiding or
mitigating the resource curse.

Yet, research has concentrated on the different expressions of the curse and is
largely silent on questions of institutional change and performance in resource-
dependent states. For the Andean region, only a few studies have explored
institutional dynamics during the latest boom period (Dargent, Orihuela, et al.,
2017; Damonte et al., 2021; Bebbington, 2012; Orihuela, 2013; Haslam,
2016; Haslam & Heidrich, 2018). These are single-country studies (Dargent,
Orihuela, et al., 2017; Damonte et al., 2021), which concentrate on specific
types of institutions (Haslam & Heidrich, 2018), or focus on empirical develop-
ments in isolation without placing them in the context of broader conceptual
or theoretical debates regarding institutional dynamics in resource economies
(Damonte et al., 2021; Bebbington, 2012; but see Orihuela, 2013; Haslam, 2016;
Haslam & Heidrich, 2018). As a consequence, we still have only a limited
understanding of precisely how institutional change capable of avoiding or miti-
gating the curse takes place, or the factors that affect the effective performance
of such institutions.

This book steps into this gap. By drawing on the fertile grounds of the recent
institutional developments in the Andes, it addresses the subject of institutional
change and performance under the potentially adverse conditions of resource
economies and weak public capacities. Studying several countries of the Andean
region, the chapters in this book focus on the causes and actors of institutional
change and assess the performance of a variety of new institutions adopted to
mitigate the pathologies associated with the resource curse. Taken together, the
chapters paint a complex scenario in which institutional change was promoted
by a variety of actors following different incentives and using different meth-
ods. Likewise, they reveal that institutional performance depends on an entire
array of factors, both related and unrelated to the specific dynamics of resource
economies.
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In the remainder of this introduction, we briefly review the resource curse
literature by putting emphasis on the ways in which resource dependency
affects institutions in particular. Building on the limited previous scholarship
(Orihuela, 2013; Haslam, 2016; Haslam & Heidrich, 2018), we criticize this
perspective for forecasting doom for a wide range of (otherwise dissimilar)
countries, namely those that lack a robust institutional framework when the
extractive sector starts to boom. We then discuss the literature concerned with
institutional analysis, which has only rarely been connected to the discussion
on the resource curse (but see Dargent, Orihuela, et al., 2017). In order to
build up a comprehensive perspective on the agents that can promote change
and the instruments they use, we add to the literature of institutional analysis
insights from policy studies and the contentious politics/social movements lit-
erature. On this basis, we elaborate a four-field matrix of agents of institutional
change. Each field will be discussed briefly with empirical evidence stemming
from an external literature review and the new contributions of the chapters
of this book. In the subsequent section, we explore institutional performance
in the region stressing those factors that constrain the new institutions from
reaching their full effect. We finish by clarifying our central concepts—resource
curse, institutions, institutional change, and performance—by presenting the
objectives of the book, its organization, as well as short summaries of each of
its chapters.

The resource curse: maladies and remedies

What has become to be known as the resource curse rests on the paradoxical
observation that resource-rich countries face a very high risk of suffering a
whole series of economic and political pathologies: They tend to be cursed
by their riches, which seals their fate as chronic economic and political under-
performers (Auty, 1993; Sachs & Warner, 1999). The maladies coming along
with the curse can be manifold and include macro-economic eftects such as the
deterioration of the terms of trade, the balance of payment crises (also known as
the Dutch disease), or the erosion of economic sectors others than the extractive
one. Resource wealth tends to be associated with unpopular growth, endur-
ing poverty, and social inequalities (Orihuela, 2013). It has also been shown
to motivate corruption and patronage (Mahdavy, 1970; Crystal, 1990; Ross,
2001; Caselli & Michaels, 2013; Andersen & Aslaksen, 2013; Zhu & Wu, 2014)
as well as conflict and crime, to perpetuate unqualified or autocratic rulers in
power (Cuaresma et al., 2010; Andersen & Aslaksen, 2013; Brunnschweiler &
Bulte, 2008; Brollo et al., 2013) and to reduce democratic quality (Paler, 2013;
Luong & Weinthal, 2009). Recent scholarship has stressed the environmental
and health damages resulting from the extensive extraction of natural resources
in the territories where it takes place (Gilberthorpe & Papyrakis, 2015). In a
similar manner, coining the concept of a subnational resource curse, scholars have
called attention to the fact that the resource curse tends to be uneven and affects
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particularly those subnational units where the resources are found (Paler, 2011;
Manzano & Gutiérrez, 2019).

The resource curse is believed to be rooted in specific state-society relations
that lack a robust fiscal pact (Moore, 2004; Karl, 2007): Since rulers do not have
to rely on tax payers among the general public in order to obtain money, they
have no incentive to act in a transparent and accountable way. Two mechanisms
mediate between resource wealth and the different manifestations of the curse:
rent-seeking and political myopia. Rent-seeking is motivated by the extensive
gains the extractive sector generates. It denotes a behavior of public officials
who engage in politics or work in the public sector because it ensures them
access to these rents. As a consequence, wealth stemming from the resource
sector ends up concentrated in the hands of a few corporate and political actors,
with the latter using rents as patronage to stay in power (Robinson et al., 2006).

Political myopia in the context of resource-based economies refers to an
observed short-term bias towards the political support of the extractive sector.
Governments and decision-makers focus on the sector while simultaneously
ignoring its risks, such as the world markets’ inherent volatility or the environ-
mental costs it entails (Brollo et al., 2013; Karl, 1997; Kolstad & Wiig, 2009;
Stevens & Dietsche, 2008). Political myopia prevents economic diversification
by impeding investments in other areas that would guarantee a lesser depen-
dence on the resource sector (Karl, 1997; Shafer, 1994). Also, it restricts regu-
lation, which would imply a reduction of the profits of the sector or limit its
activities. Rent-seeking and political myopia can be reinforced by private actors
as well as by the state. Business has been found to lobby for the perpetuation of
the political focus on the sector or bribe politicians into supporting it because
it serves their own particular interests (Karl, 2007; Kaup, 2010).

The curse is not an inevitable fate, though, as can be seen in countries like
Norway, Canada, or Australia. It rather depends upon the institutional setting
in place and its ability to constrain politicians’ behavior (Boschini et al., 2007;
Karl, 1997; Kolstad & Wiig, 2009; Lederman & Maloney, 2009; Mehlum et al.,
2006; Robinson et al., 2006; Ross, 1999, 2015; Sarmidi et al., 2014; Tornell &
Lane, 1999). Therefore, some authors argue it should rather be interpreted as
an institutions curse (Menaldo, 2016).

As a policy implication of this observation, the literature has established a
firm institutions matter argument that underscores the importance of high-quality
institutions to avoid the curse (Mehlum et al., 2006). While generally accepted,
at least two aspects of this argument remain unresolved: First, there is no con-
sensus as to which institutions matter when, how, and where (Orihuela, 2018).
Research has initially focused on economic institutions (such as stabilization
funds and other countercyclical measures) able to counter the negative effects
of the inherent volatility of the sector and institutions promoting economic
diversification (Kurtz & Brooks, 2011; Gylfason, 2011; Torvik, 2011; Suga-
wara, 2014).

More recently, the perspective broadened beyond the economic realm
and focused on the good governance of the resource sector (Thorp et al., 2012;
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Bebbington et al., 2018). While good governance is often used in an unspecific
way, it generally refers to sectoral regulation, fiscal and administrative regula-
tion, distributive and redistributive instruments, transparency and accountability
rules, as well as social and environmental provisions (e.g. Cameron & Stanley,
2017). Systematizing the various streams in this literature, Orihuela (2018)
identifies six governance challenges resource-dependent states are facing: mac-
roeconomic management, the local and sectoral economy, the sustainability of
economic growth, democracy, environmental justice and community inclusion,
and peace. Each of these comes with specific development problems such as
the balance of payment crisis, environmental burdens, political anomia, and
the growth of an anti-politics machine. In order to tame the curse, a compre-
hensive institutional framework must address these six government challenges
simultaneously.

The second unresolved problem is related. It raises the question as to how
these institutions that matter and are good can come into being and perform
effectively. This question is of particular importance for those resource-rich
non-western, non-industrialized countries lacking robust statchood and demo-
cratic quality and featuring high levels of poverty and social inequality—a group
that includes the majority of countries labeled as developing. Under these adverse
conditions that foster all sorts of deficiencies, the prospects for avoiding the
curse are discouraging. Will these countries ever be able to escape it?

While the resource curse theory understands institutions as a remedy for the
curse, it is surprisingly silent on how these institutions can be built or changed
(but see Haslam, 2016; Orihuela, 2013, 2018; Dietsche, 2007). As Haslam
(2016, p. 1146) states, the resource curse theory is “principally a theory of
decline and has paid relatively little attention to how countries may turn back
from the rentier to the developmental state”. The principal policy implication
of the literature is almost tantamount to a conviction: If states have good institu-
tions, they will be able to turn their “rents into riches” (Barma et al., 2012). If
not, they will succumb to the curse (Menaldo, 2016).

‘What the resource curse perspective has failed to consider is that institutional
change under conditions of resource dependence is occurring, as discussed
earlier for the latest commodity boom in the Andean region. In fact, if the
curse is a function of the behavior of decision-makers, it cannot be excluded
a priori that they can make good choices, even under potentially bad condi-
tions (Dietsche, 2007; see also Grindle, 2004). Once the possibility of agency
is granted, the important question is under which conditions decision-makers
may decide to build institutions for good governance and under which condi-
tions these may work towards mitigating or avoiding the curse and generating
inclusive and sustainable development. Moreover, in the context of formal
democratic rule and a globalized world, other actors may also be able to pro-
mote institutional change. Yet, given the resource curse theory’s focus on the
maladies and not the remedies, our understanding of how institutions emerge
and function under the adverse conditions of poverty, inequality, limited state
capacity, and resource dependence is still only preliminary.
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Institutions and institutional change

The subject of institutional emergence and change is treated primarily in an
academic field referred to as institutional analysis, which is composed of three
major schools: New Institutionalism Economics, Sociological Institutionalism,
and Historical Institutionalism (Campbell, 2004; Hall & Taylor, 1996). While
these schools differ regarding their analytical foci and epistemological assump-
tions, institutions are generally understood, in the classical words of Douglass
North (1990, p. 3), as the “rules of the game in a society. More formally, as
the humanly devised constraints that shape human interaction”. They consist
of “formal and informal rules and the monitoring and sanctioning mechanisms
that cause actors to comply with these rules” (Ibid.). As the definition indi-
cates, institutions can be differentiated into formal and informal ones (Helmke &
Levitsky, 2006; Tsai, 2016; Fligstein, 1996). The former are understood in
terms of written rules that are made, transmitted, and reproduced through chan-
nels widely thought to be official. In contrast, informal institutions represent
“socially shared rules, usually unwritten, that are created, communicated and
enforced outside of officially sanctioned channels” (Helmke & Levitsky, 2004,
p- 727). The legitimacy of these informal institutions is based on references to
socially acceptable ways of doing things, claims to tradition, identity, rights, or
existing or previous authority relations (Hall et al., 2014). Informal institutions
exist everywhere, also in the context of formal organizations (such as state agen-
cies, corporations, or social organizations). In some cases, actors may combine
formal and informal institutional practices, developing hybrid institutional regimes
(Sindzingre, 2006; Damonte, 2018, 2021).

Scholars across the different institutional schools understand institutions as
products of specific power relations with—at least in the case of most economic
and political institutions—significant distributional effects (Streeck & Thelen,
2005b; Mahoney & Thelen, 2010). Institutions are viewed as being sustained
and imposed by those holding sufficient power to do so (Hall, 1986; Knight,
1992; Mahoney, 2010; Acemoglu & Robinson, 2006). A similar perspective is
offered by the political settlement approach within development studies, which
focuses on how the informal constellation of power in any given polity affects
the opportunities for institutional change (Khan, 2018; Di John & Putzel,
2009). Conceiving of institutions as results of power relations has implications
for their lifespan: They persist as long as those in power approve of them or are
able to sustain them.

Treating power as a constitutive element of institutional emergence implies
no judgment about their quality: they still can be good or bad. To grasp the
effects of institutions on collective well-being, Acemoglu and Robinson (2012)
differentiate between extractive and inclusive political and economic institutions.
Extractive institutions are rules that allow a small group of individuals to exploit
the resources (including human resources) of the polity in which they are act-
ing. They can be found in many former colonies (Ibid.). Inclusive institutions
allow for a wide participation of different social groups and individuals in the
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process of governing, attenuating, or preventing the exploitation of resources
or people (or, for that matter, the resource curse). In a similar manner, the afore-
mentioned settlement approach distinguishes between inclusive settlements will-
ing to widely distribute development benefits and exclusive settlements where
only elites capture the benefits (rents, money from donor corporation, etc.;
see also Moore, 2004).

The literature discusses two pathways of institutional change: revolutionary
or sudden change versus evolutionary or incremental change. The first pre-
supposes a punctuated equilibrium model, in which large phases of institutional
stability (thought of as an equilibrium) sustained by a specific coalition give
way to comparatively shorter phases of sudden change (Mahoney, 2000). Such
change happens in the context of critical junctures, understood as periods of con-
tingency during which the usual constraints on action are lifted or eased. As a
consequence, old institutions can be unmade and new ones emerge (Capoccia
& Kelemen, 2007).

Institutional change can also be endogenous, slow and, often not so visible
(Mahoney & Thelen, 2010; Streeck & Thelen, 2005a; Campbell, 2004). It has
been argued that the very nature of institutions as products of power relations
renders them prone to slow and gradual change from within, not just dur-
ing extraordinary critical junctures. For instance, coalitions sustaining specific
institutions may change their interest due to developments in the external
context and, consequently, change the rules. Also, ruling coalitions are often
composed of different groups with heterogeneous goals (Palier, 2005; Schick-
ler, 2001). Changes in the balance of power within these groups may lead to
institutional change. In addition, institutions are generally open to ambiguity
and interpretation (Sheingate, 2010; Thelen, 2004). One and the same rule
may be interpreted and enforced in very different ways depending on the
interests and resources of the sustaining coalition or the organization in charge
of enforcement. Finally, compliance with institutions is itself always variable. In
principle, all institutions can be politically contested or driven to exhaustion by
non-compliance or gradual defection.

‘While in some instances institutional change can be driven by competition
(Campbell, 2010), institutional models may also diffuse and reproduce from
one organizational setting to another (DiMaggio & Powell, 1983; Hannan &
Freeman, 1989). Referred to as institutional isomorphism, this latter mechanism
takes place not only on the national level but also globally. Isomorphism can take
the form of mimicry (when one party imitates institutions seen in other places
that are perceived as attractive). Particularly in cases of global norm diffusion,
coercion (when one party is able to force the other party to accept change) or
norm-abidance (when different parties across the globe abide by international
conventions and their institutional consequences) are driving forces. Indeed,
many lower- and middle-income countries have adopted institutional reforms
in response to pressures (or incentives) set by international organizations (e.g.
World Bank, International Monetary Fund, or OECD; see Dobbin et al., 2007)
or by complying with international conventions (such as UN conventions, see
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later). The theory of change implied is that these powerful international actors
are able to set economic or status incentives which can pressure national elites
or governments into institutional change. Furthermore, not responding to such
international pressure could also generate undesired domestic situations such
as social protests or electoral losses, which can motivate institutional change.

While gradual change is promoted by power holders or enforcers (politi-
cal and administrative), the idea of sudden institutional change within critical
junctures recognizes that actors outside of ruling coalitions may challenge the
institutional status quo. As a matter of fact, especially in countries character-
ized by closed political systems, weak state structures, and large power asym-
metries, pressures by non-elite challengers on those in power may be essential
for changing the balance of power sustaining specific institutions or institutional
arrangements (Lipsky, 1968; Piven & Cloward, 1979). In this line, the Advo-
cacy Coalition Framework (ACF) focuses on how policy change is produced
in interactions among different advocacy coalitions (Sabatier & Weible, 2007).
Policies understood as the formal or informal guidelines for decision-making
are not necessarily the same as institutions. However, the two may overlap
when policies stipulate rules for specific actors and are enforced or publicly or
by means of social pressure (Streeck & Thelen, 2005b). Advocacy coalitions
include generally a wide spectrum of different private and public actors, form
on the basis of shared beliefs, and are characterized by a non-trivial degree of
coordinated activity over time. Connecting to institutional analysis, it has been
argued that coalitions are most likely to achieve policy change during critical
junctures when the distribution of resources (money, public opinion, informa-
tion, leadership, etc.) shifts so that coalitions are empowered to impose their
demands for change (Sabatier & Weible, 2007).

Policy or institutional change may also be promoted outside of established
formal channels, in the streets, by means of social mobilization. For such a
contentious challenge to emerge, political entrepreneurs have to accumulate
resources, mobilize people with convincing interpretative frames, and seize on
opportunities when they open up (Tilly & Tarrow, 2007). Political outcomes
caused by such mobilized actors vary from agenda setting to actual institutional
reform (Kolb, 2007). Regarding the latter, research has stressed that mobilizers
must win allies from within the system (Andrews, 2001) or else force decision-
makers into change. In this way, massive social mobilizations may create the
critical junctures during which institutional change becomes possible (Kurzman,
1996).

Social activism to promote institutional or policy change is not limited to
national boundaries. Globalization has set the conditions for transnational activ-
ism in which groups or individuals from different countries join to promote a
common cause on a global level (Olesen, 2010; Tarrow, 2005; Della Porta & Tar-
row, 2004). These transnational movements or advocacy coalitions may address
governments, international organizations, or private actors such as companies.
Often, international conventions are promoted by international organizations
and transnational advocacy groups alike. Transnational activism and advocacy
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matter for domestic institutional change as they provide material resources,
knowledge and information, legitimacy, and network contacts to domestic
challengers (Keck & Sikkink, 1998). They may also trigger a boomerang-effect
by convincing a powerful outsider (another government or an international
organization) to pressure governments to give in to domestic demands (Ibid.).

Institutional change in the Andean resource economies

As explained in the previous section, institutional emergence and change can
be gradual through different mechanisms or sudden in the context of criti-
cal junctures. Different actors may promote institutional change who can be
classified according to two dimensions: the political level where they operate
(domestic—international/global) and according to their power position, i.e.
if they form part of the ruling coalition or if they are powerful international
organizations or if they are external challengers to the institutional status quo.
This classification can be translated into a matrix (Figure 2.1a) that differenti-
ates into four types of agents of institutional change: domestic power holders/
ruling coalitions, domestic challengers, global powerful organizations, and
transnational challengers.

These four types must be understood as ideal-types. In real life, it is often
precisely the interaction of these actors that ultimately produces (or hinders)
institutional change. In the following, we use this matrix as an organization
principle for the review of research on dynamics of institutional change (includ-
ing the chapters of this book) in the Andean resource economies. We focus on
inclusive institutions intended to mitigate or avoid the different manifestations of
the resource curse both during the latest resource boom as well as during previ-
ous episodes. The review is not meant to be exhaustive, but it aims at providing
an overview of what empirical research has found so far.

Table 1.1 Four agents of institutional change

Level
Domestic International /global
Powerholders local and national international
governments and elite organizations; bi-
o settlements/coalitions; and multinational
;g business actors donor cooperation,
é transnational
5 corporations
g Challengers social movements; transnational
A domestic advocacy advocacy networks;
coalitions; community transnational activism
actors/activists

Source: Own elaboration
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Ruling coalitions as agents of institutional change:
governments, elites, business

Institutional change, promoted by domestic powerholders and ruling coali-
tions, may be the most obvious type since these agents hold the power to
impose change. As mentioned earlier, these coalitions may integrate different
groups with different power differentials, and institutional change may reflect
a reconfiguration within an existing elite settlement. Historically, such new
elite settlements or reconfigurations within these have profoundly shaped the
governance of the extractive industries and the distribution of its rents (for the
case of Bolivia and Peru, see Bebbington et al., 2018). Also during the latest
commodity boom, governments have implemented institutional reforms to
regulate the extractive sector and improve the distribution of its gains (rents) as
well as its costs (particularly environmental costs). For instance, fiscal reforms
have been implemented across the region to enhance the public share of rents
produced by the natural resource sector (Jiménez, this volume). In many
countries, the rents of the sector were decentralized, benefitting in the first
place the producing regions (Jiménez, this volume; Arellano-Yanguas, 2011;
Arellano-Yanguas & Acosta, 2014). Likewise, innovative social policies such as
conditional cash transfer programs fueled by the rents of the economic boom
have been introduced all over the region (Evia, this volume; Osorio, 2020;
Borges, 2018; Hunter, 2021). Governments have also adopted new environ-
mental legislation to reduce the ecological damages caused by the extractive
sector (Bornschlegl and Paredes & Figueroa, this volume; see also Orihuela &
Paredes, 2017; Madariaga, 2018; Orihuela et al., 2021; Bravo, 2021; Orihuela
& Granados, 2021).

Diverse incentives that drove governors or ruling coalitions to adopt insti-
tutional change included domestic social pressure and conflicts (see later;
Bebbington, 2012; Arellano-Yanguas, 2011; Humphreys Bebbington & Beb-
bington, 2010) or the desire to prevent them (Arellano-Yanguas, 2011), the
existence of high profits that motivated governments to capture a greater share
of the rents and distribute them more widely (Haslam & Heidrich, 2018), and
ideological convictions (Ibid.; Kaup, 2010).

Policy diffusion took place through external coercion by international actors
and by norm-abidance to international conventions (see later). Likewise, dif-
fusion by mimicry has been identified as a driving force behind change. For
instance, beginning in the early 2000s the already-mentioned conditional cash
transfer programs diffused throughout the region because governments imitated
the successful Brazilian example (Borges, 2018; Osorio, 2020). More generi-
cally and sustained by a mix of diffusion mechanisms, the diffusion of the green
state in Latin America, i.e. the establishment of state institutions in charge of
environmental protection, has been explored by Orihuela (2014). However, as
the author makes clear, such processes of diftusion never suppose the establish-
ment of global institutional blueprints. They are always subjected to processes
of local adaption, which causes variation in their outcomes and effectiveness.
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Institutional change towards mitigating the resource curse has also been the
result of mutual learning processes among elites. In Chile, learning processes
among the national elites led to the establishment of Sovereign Wealth Funds
that allowed for a more cautious macro-economic management of the Chilean
resource economy (Orihuela, 2013). In fact, cooperation and learning among
elites has always been a factor in taming the resource curse in Chile, at least in
some of its expressions. Already in the 19th century, Chilean elites agreed to
invest the rents from the resource sector into building a strong and capable state
apparatus that formed the fundament for subsequent institutional change aiming
at mitigating the curse (Kurtz, 2013).

Although not necessarily a direct part of the government or ruling coalition,
business actors generally also command power. In fact, the resource curse lit-
erature attributes business a causal role in the production of the curse by profit-
ing from rent-seeking activities and resisting change (Karl, 1997; Kaup, 2010;
Durand, 2019). Business elites are without any doubt powerful political players
in Latin America (Clark & North, 2018). However, despite the assumptions of
the resource curse literature, Haslam (2016) stresses the role of strong business
actors in driving institutional change to tame the resource curse. Comparing
Chile and Argentina, he found that in Chile a strong business community was
able to pressure the state into a shift from a rent-seeking strategy to an entre-
preneurial strategy. As a consequence, several expressions of the curse could
be mitigated by promoting productive investments, joint ventures, and entre-
preneurial learning. The author also shows that the support for institutional
change was selective. In other cases, business remained passive vis-a-vis the
rent-seeking activities of the state (e.g. within the Chilean National Mining
Company ENAMI), which constrained institutional change in these sectors.
In Argentina, quite to the contrary, weak business associations at the federal
and provincial levels were unable to counter politicians’ rent-seeking, thereby
perpetuating the resource curse. A similar argument on the positive relationship
between cohesive business networks and elites’” willingness to support a fairer
distribution of national resources is made by Cardenas (2020). Saylor (2014),
on the other hand, theorizes that the rents of the resource sector tend to be
used in a productive way and to strengthen the state when exporter interests are
represented in the respective ruling coalition (which he found to be the case in
Chile and Argentina).

Last but not least, during the latest boom period in the Andes, companies
have gradually intensified their community relations with the communities liv-
ing near their projects, mostly in order to prevent or mitigate social resistance
(Frederiksen, 2018). Scholars have begun to analyze these new practices and
rules introduced by companies in the localities where they operate as part of
their Corporate Social Responsibility (CSR) programs (Himley, 2012; Leiva,
2019; Haslam, 2021; Bebbington, 2010). They have focused on the conse-
quences of these programs in terms of local development, social cohesion, and
state-society relations. The findings of these studies are mixed: While some
practices such as providing housing or public infrastructure or producing social
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capital may qualify as inclusive and able to counter the (local) curse (Cesar &
Jhony, 2020), others have been found to exacerbate local inequalities, legitimate
ecological destruction, and promote tensions among community members
(Gamu & Dauvergne, 2018).

International actors as agents of institutional change

Powertul international actors, in particular bi- and multilateral donor coopera-
tion, have also promoted institutional change in the Andean resource econo-
mies. Using different leverages, particularly financial ones and the assignment
of symbolic capital for internationally approved good behavior (Larsen, 2016), inter-
national agents have achieved a lasting impact on the institutional arrangements
capable of mitigating the resource curse in the Andean countries.

The influence of multilateral actors comprises a wide array of sectors and
institutions. For instance, the United Nations have shaped many domestic
environmental systems in the region on the basis of the UN Rio Convention
adopted in 1992 during the Earth Summit in Rio de Janeiro (see Godfrid
for Argentina and Rabi and Campos for Chile, this volume). Also, the UN
declarations of Human Rights and Indigenous Rights were translated into the
domestic law of several Andean countries. Likewise, the European Union has
shaped institutional developments in the region, promoting amongst others
environmental and labor regulation, especially as part of their free trade agree-
ments (for instance with Colombia, Peru, and Chile).

International organizations such as the World Bank and the IMF ever since
had an enormous impact on economic and fiscal reforms in the region, start-
ing with the austerity measures applied in the 1980s. While in the past often
criticized for promoting extractive institutions, during the recent boom period
these organizations have also promoted institutional change with the potential
to mitigate the resource curse, as several chapters in this volume show. For
example, the World Bank conditioned a considerable credit to bolster the min-
ing sector to the establishment of an environmental ministry in Peru (Paredes
and Figueroa, this volume; Orihuela & Paredes, 2017). Chile and Colombia (as
actual members) and Peru (as an aspiring member) have set up new regulatory
institutions in order to meet the membership requirements of the OECD. In
Chile, the OECD required a public environmental system as a condition for the
country to obtain full OECD membership (Maillet and Carrasco and Rabi and
Campos, this volume). Also, several specific regulations, such as the carbon tax
and measures against air pollution, were a direct result of OECD recommen-
dations (Madariaga, 2018). Previous to that, anti-corruption and transparency
legislation was adopted to fulfil OECD requirements. Peru and Colombia have
to different degrees responded to OECD requirements: Colombia introduced
major reforms in the labor sector and justice system, as well as regarding trans-
parency and anti-corruption. Similarly, Peru has translated OECD standards
regarding transparency in the public administration, anti-corruption, and
environmental standards. As an example of the influence of a single bilateral
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donor, Godfrid (this volume) shows that in the Argentinian province of San
Juan, Japanese cooperation was deeply involved in the establishment of new
environmental rules.

Regarding transparency in the extractive sector, the transnational EITI
framework has made some inroads in the region (Bebbington et al., 2016). As
an initiative bringing together corporate, civil, and governmental actors, the
Extractive Industries Transparency Initiative (EITI) was launched in 2007 on
initiative of former British Prime Minister Tony Blair to promote standards for
transparency and accountability in the management of revenues from natural
resources. Countries commit to the EITI standard on a voluntary basis and
become full members only following an independent certification of accounts
that reconcile the figures that companies report having paid and government
says it has received. Peru and Colombia are full EITI members and have adapted
to the organizational standards. Ecuador and Argentina have solicited member-
ship and are being evaluated against the EITT standards.

Often, several international actors have promoted the same institutions in the
region. For instance, political and fiscal decentralization was a core subject of
bi- and multilateral donors’influence during the 1990s and early 2000s (OECD,
2004). The diffusion of the green state as studied by Orihuela (2013) has been
supported by different international actors. Several important concepts applied
in the regulation of natural resources were promoted by bi- and multilateral
donor cooperation. To name just a view out of many: The concept of Integrated
Water Resources Management was promoted as particularly important for regions
affected by mineral extraction and has been adopted in several national water
sectors in the Andean region (Biswas et al., 2009). Concepts for land use plan-
ning aiming at the sustainable use of natural resources have been diffused by
international organizations and NGOs throughout the region (Gustafsson et al.,
2020). Finally, during years of new formats of citizen participation—in general
to enhance the legitimacy and transparency of political decisions (Peruzzotti,
2012; McNulty, 2012; Leal, 2007) and in particular to improve resource gov-
ernance and environment protection—have ranked high on the international
agendas for the Andean countries and were introduced as new domestic rules
in several target countries (Paredes & Schorr, 2021).

Domestic and transnational challengers as agents of change

Domestic and transnational challengers promoting institutional change from the
outside of the political establishment can take the form of advocacy coalitions or
social movements and protest groups. During the last decade, academic interest
in the dynamics of social conflicts motivated by extractive projects and politics
has grown exponentially, although with a minor focus on the outcomes and
legacies of these conflicts. In the first place, activism has been found to achieve
the suspension of projects or to impose significant changes to their original
design (Delamaza et al., 2017 for the case of Chile). In a few cases, researchers
showed that social conflicts provoked institutional changes (Bebbington, 2012):
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In Peru (Arellano-Yanguas, 2011) and in Bolivia (Humphreys Bebbington &
Bebbington, 2010), social contention led to new laws regarding the distribution
of revenues stemming from mining and hydrocarbons. Protest reclaimed new
forms of citizen participation (for the case of Peru, see Paredes & Schorr, 2021),
including the legal regulation of consultation processes with indigenous com-
munities (Flemmer, this volume). In Ecuador, social pressure managed to shape
the new mining legislation that introduced inter alia the concept of no-go zones
in forest reserves and near rivers (Moore & Velasquez, 2011). In 2021, a popu-
lar referendum growing out of years of social activism vetoed mining activities
in the Ecuadorian province of Azuay, one of Ecuador’s new mining hotspots
(Wingfield et al., 2021). The conflict in the Argentinean region of Esquel
spurred seven out of 23 provinces to ratify a mining ban prohibiting open-pit
mining activities in their territories (Walter & Martinez-Alier, 2010). Further-
more, the adoption/refinement of a new environmental regulation in San Juan,
Argentina can be attributed partly to social protests (Godfrid, this volume). In
Chile and in Peru, advocacy coalitions managed to pressure legislators to adopt
new regulations for political transparency (Schorr, this volume) and imposed
environmental regulation with regard to the mining sector in the Ecuadorian
Intag valley (Flora et al., 2006) and in Chile (Madariaga & Allain, 2018).

As mentioned previously, institutions can be differentiated into formal and
informal ones. Agents external to ruling coalitions have also influenced the
establishment of informal institutions, both as organized and non-organized
actors. For instance, mobilized groups introduced new forms of informal politi-
cal institutions such as the popular referendums conducted in Argentina, Peru,
and Colombia (Dietz, 2019; Walter & Urkidi, 2017). Moreno (this volume)
establishes a connection between the increasing perception of political corrup-
tion during the post-boom phase and the ways citizens in the Andean coun-
tries view democracy and participate in politics. He finds that the significantly
increased perception of corruption correlates strongly with informal ways of
engaging in politics, such as street mobilizations and activism in neighborhood
associations. In contrast, formal participation, for instance in elections, is declin-
ing throughout the region, as is trust in democracy in general. Finally, local-
level actors can also achieve institutional change regarding the ways resources
are governed, in case they are strong enough to negotiate with the state for
the recognition of local informal rules. This can be observed in the informal
mining sectors in Bolivia, where the mining cooperatives were important allies
of the Morales government (Amengual & Dargent, 2020), and in Peru, where
informal miners mustered sufficient political strength (by means of social mobi-
lizations as well as by forming coalitions) to prevent the state from imposing its
institutional agenda in local resource governance (Damonte, 2018, this volume).

Traditionally, transnational advocacy has played a significant role in promot-
ing environmental standards and human rights in Latin America (Keck & Sik-
kink, 1998). Generally, the role of transnational advocacy is supportive, and, in
fact, several of the domestic challenges mentioned earlier have benefitted from
transnational advocacy. Flemmer (this volume), for instance, stresses the role of
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transnational advocacy in the promotion of prior consultation in particular and
indigenous rights in general. During the latest boom, transnational advocacy
was more involved in particular campaigns against certain projects or corpora-
tions. For instance, the social conflicts over the mining projects in Pascua Lama
in Chile (Schorr, 2018; Urkidi, 2010), Tambogrande (Haarstad & Floysand,
2007) and Espinar (Paredes, 2016) in Peru, and Cotacachi in Ecuador (Kuecker,
2007) have involved global advocacy groups bringing together diverse national
and global watchdog groups, NGOs, and international organizations to support
local actors in their struggles against extractive projects promoted by states and
corporations.

From institutional adoption to institutional performance

As laid out previously, institutional change promoted by different actors has
been widespread in the Andean region during the latest boom period and
before. However, as a large political science literature reminds us, the adop-
tion of new rules does not automatically translate into the intended behavioral
change (Pressman & Wildavsky, 1984; Sabatier, 2005; Mazmanian & Sabatier,
1983). It has been stated that particularly in Latin America the adoption of new
or the transformation of existing formal rules is rather frequent (Brinks et al.,
2019, 2020). The problem is that for several reasons these institutions remain
ineffective, which would translate in our case into them losing their potential
to mitigate the resource curse. In this section, we discuss a series of factors that
research has found to constrain the effectiveness of institutions. Our aim is to
give an overview over those forces and dynamics critical for scholarly assess-
ment of the performance of institutions intended to tame the curse in resource-
dependent contexts, using examples from this volume.

One of the main causes constraining institutions’ potential effect is the lack
of political will to enforce effectively, which can reduce institutional change
to an act of window dressing by governments (Ibid.). The literature argues that
governments create such window dressing institutions as an answer to external
pressures (social protests or international organizations) to demonstrate com-
mitment, while de facto they have no intention to implement them. In some
cases, lobbyism by business elites may further reduce the political will to enforce
or contribute to keep it low (Durand, 2016).

Non-enforcement can be achieved in different ways. Governments may
choose to simply ignore a rule while leaving it on the books. More sophistically,
non-enforcement can be ensured by shaping enforcement agencies in a way that
they are unable to implement the rules of the institution of which they are offi-
cially in charge. This can include denying the allocation of sufficient resources,
professional staff, or authority necessary to act. Research on Latin America in
general and the Andean region in particular has identified weak enforcers as
a cause of institutional ineffectiveness in a wide array of cases, including new
indigenous autonomies introduced in Bolivia (Tockman & Cameron, 2014),
utility regulation (Murillo, 2009), environmental institutions (Orihuela &
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Paredes, 2017; Orihuela & Granados, 2021; Orihuela et al., 2021), and political
decentralization (Dickovick & Eaton, 2013). In fact, in postulating politicians’
tendency to rent-seeking and political myopia, the resource curse literature
would lead us to expect that in cases where agents managed to impose regula-
tory institutions against the adverse dynamics triggered by resource dependence,
the political will to enforce them effectively would be thin. This should be par-
ticularly true for those institutional changes promoted by international agents
or by social pressure, a point indeed made by various chapters in this book (see
the chapters by Flemmer, Godfrid, Paredes and Figueroa, Maillet and Carrasco).

On the other hand, states may enforce selectively following different logics, a
phenomenon which has been shown to be particularly pronounced in unequal
societies such as the Andean ones certainly are (Amengual & Dargent, 2020).
States may bring the rule of law to bear on poor people while desisting from
enforcement in wealthier segments (Brinks, 2008; Méndez et al., 1999), they
may ramp up enforcement in some regions and not in others (O’Donnell, 1993;
Soifer, 2015), or they may enforce rules against political enemies while being
forbearing with political allies or electoral constituencies (Holland, 2017). The
latter has been found in the case of enforcement of different types of regulation
in the small-scale mining sector in Bolivia: Given that the mining cooperatives
were close allies of the Morales government, regulation was not enforced against
them (Amengual & Dargent, 2020). Likewise, companies have been shown to
avoid the rigid enforcement of regulatory legislation in the environmental sec-
tor or regarding the transparency of their financial transactions because of their
close relations with governments and politicians (Bull & Aguilar-Steen, 2016).

The lack of effective implementation is not always a direct reflection of a lack
of political will. Non-enforcement or selective enforcement may result from
an actual lack of resources. This factor is of particular importance for resource
economies. Given the inherent volatility of the global markets, resource econo-
mies tend to alternate between phases of growth (booms) and phases of bust in
which the rents of the resource sector diminish. In times of decreasing global
demand, public accounts shrink and with them the ability of states to enforce.
In the Andes, the most recent bust cycle has led to a significant reduction in
public budgets. As a consequence, public investments including social spend-
ing have dropped significantly (Jiménez and Evia, this volume). A particular
harsh example for this dynamic is Bolivia, where social programs are directly
tied to the existence of resource rents. The lack of resources provoked by the
economic downturn has also affected enforcement in the environmental sector,
as Bornschlegl and Godfrid (this volume) show for the cases of Ecuador and
Argentina respectively.

Even if political will exists and a stable access to resources is guaranteed,
effective implementation of institutions may still be hampered by a lack of
professional capacity and the absence of skilled enforcers (Peters, 2018). In
addition, organizations are not only a mere consequence of the institutions they
are supposed to enforce; they also lead a life of their own (Dargent, Orihuela
et al., 2017, p. 14). The management and administrative staff have a certain
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autonomy over the rules they are in charge of, which can affect the way imple-
mentation is carried out and hence the effectiveness of institutions (Mahoney &
Thelen, 2010). In Latin America in general and in the Andean countries in
particular, bureaucratic capacity is low, which reduces the degree and quality
of implementation (Polga-Hecimovich, 2019). This has also been shown for
institutions capable of mitigating the resource curse. For instance, Orihuela et al.
(2021) attribute the lack of enforcement in the Peruvian environmental sector
to the absence of a professional bureaucracy. Likewise, Paredes and Figueroa
(this volume) call attention to the fact that the lack of skilled and motivated staff
is limiting the operation of the new Peruvian Environmental Ministry. They
argue that notwithstanding formal institutional change, the actual practices of
bureaucrats within the new organization have not changed. For this reason,
the regulatory capacity of the ministry and its executive organs remains weak.

Another factor potentially reducing the effectiveness of institutions is their
design. Design can, on purpose, produce insignificance and establish window
dressing institutions (Brinks et al., 2020). In this volume, Rabi and Campos argue
that the Environmental Courts in Chile correspond to such a pre-emptive
design. They argue that the courts have been set up intentionally in a way
that would not put too many constraints on the extractive sector. Maillet and
Carrasco (this volume) state the same for the whole Chilean environmental
system, to which the courts studied by Rabi and Campos belong. They argue
that the Chilean environmental subsector is nested in a powerful extractivist
economic system and too weak to actually constrain it effectively. As a conse-
quence, both the number of the projects as well as the conflicts surrounding
them have increased. Also, Paredes and Figueroa (this volume) mention the rela-
tive powerlessness of the Peruvian environmental ministry vis-a-vis the power-
ful economic ministry MEM. The institution of prior consultation of indigenous
peoples can also be interpreted as flawed by design. It is non-binding, neither
actor must stick to the agreements, monitoring mechanisms are absent, and
communities do not have the possibility to reject the realization of the project
in their territory (Flemmer, this volume; see also Torres Wong, 2018; Schilling-
Vacaflor & Flemmer, 2015; Falleti & Riofrancos, 2018). Thus, the effects that
prior consultation actually produces are insignificant or outright counterpro-
ductive because they often increase social conflict, both within communities
as well as between communities, corporations, and the state (Schilling-Vacaflor &
Eichler, 2017).

As with ineffective enforcement, default by design is not always the product
of a strategic political calculus. Specific design features may generate unan-
ticipated effects that may distort the actual objective of an institution when
it operates. Such unintended effects can be observed in the fiscal reforms
implemented during the latest resource boom in the Andes. While holding the
potential of a more equal distribution of the extractive sectors’ rents, in almost
all countries of the region the reformed fiscal systems have produced or rein-
forced territorial inequalities (Jiménez, this volume). Unintended effects may
be particularly prominent in case of global norm diffusion, when governments
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import institutional models developed and applied in other contexts. This has
been studied by Weyland (2006) who showed that neighboring governments
borrowed the model of private contribution-based pension system implemented
in Chile because they perceived it as successful. However, these utterly failed
under the entirely different conditions of Bolivia and Peru. Imported institu-
tions may also fail to generate social commitment, as Paredes and Figueroa
(this volume) claim for the case of the Peruvian environmental agency OEFA.
Because this agency was perceived as alien by local actors, it ended up being
unable to articulate political or social support to defend the rules it is supposed
to enforce.

Finally, the chances for effective implementation also depend on how—by
design—infraction is charged. If sanctions are so minimal that they do not cause
deterrence, actors may be willing to accept the costs the sanctions imply which
ends up hollowing the effect of the institution (Brinks et al., 2020). Such non-
punitive sanctions are applied to supposedly halter deforestation in Argentina
(Fernandez & Garay, 2020, Amengual & Dargent, 2020). They also can be
found in the case of the Peruvian mining sector, where fees for environmental
misconduct are so low that companies tend to pay them instead of changing
their behavior and protecting the environment. Likewise, companies in the
Ecuadorian oil sector prefer to pay administrative fines instead of maintaining
their pipelines and avoiding oil spillings (Bornschlegl, this volume).

The effective implementation of institutions does not only depend on state
capacity and the political will to enforce them. It is also a function of the
willingness of citizens to accept and comply with institutions (Amengual &
Dargent, 2020). As stated before, states may lack the resources and capacity to
enforce. In the Andean countries even, their territorial outreach is constrained.
In many parts of the vast territories in the Amazon lowlands and the Andean
highlands, the state is not present at all and other actors impose social order (e.g.
indigenous communities or criminal groups).

In light of the role of such powerful non-state actors, it has been argued
that state capacity has to be understood as relational (Dargent, Feldmann et al.,
2017). States may be too weak to enforce specific institutions against the will
of strong social groups or populations. In this volume, Damonte analyzes how
both informal miners in the Peruvian Amazon as well as agroexporters in the
region of Ica have managed to resist the institutional agendas of the central state
and imposed their own informal practices in the sectoral governance.

Resisting the implementation of state institutions may be reinforced by a
lack of trust in the state or its enforcers. Social acceptability of an institution is
highly dependent on citizens’ trust in public institutions and the state in gen-
eral. The opposite, mistrust in the state and its enforcers, impedes the effective
enforcement of institutions. It can be assumed that this factor has a particular
weight in the Andean countries, where social trust in the state ranges among the
lowest in the region (Moreno, this volume). Confirming this point, Bornschlegl
finds in her case study, on the implementation of the program of environmental
reparation in the Ecuadorian Amazonas, that local peoples’ mistrust in the state
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and in the programs’ officials significantly complicated the implementation of
the new environmental institutions.

Organization of the book

This book is concerned with institutional change that could mitigate or avoid
the different expressions of the resource curse in the context of resource depen-
dence, poverty, and weak state capacities. We understand institutions as those
formal and informal rules structuring human behavior and the monitoring and
sanctioning mechanisms that cause actors to comply with these rules. Institu-
tional change refers to the emergence of new rules or the qualitative transfor-
mation of existing ones so that their effect is enhanced.

Empirically, we focus on institutional developments in the Andean countries
during the latest resource boom and the first post-boom years (2004-2014).
Economically, these countries rely heavily on their extractive sectors, while state
capacity in the region tends to be low (with the exception of Chile; see Soifer,
2015) and poverty, as well as social inequality, is high.

The chapters of this book focus on inclusive regulatory institutions in those
governance sectors where the resource curse can unfold. They identify the
agents and forces driving institutional change and explore the performance of
these new institutions. In particular, the chapters study redistributive institu-
tions, rules that ensure political transparency, participation and democratic
governance in general, and environmental protection rules. We move beyond
the economic institutions in our discussion because these have long been the
focus of resource curse scholarship.

The book pursues two objectives: First, it delivers sound empirical evidence
on institutional change and performance in the Andean countries before and
during the latest boom period as well as the first post-boom years. Since the
chapters are written from different disciplinary perspectives, they provide an
abundant panorama of cases and approaches by using different qualitative and
quantitative methods. Extending the period under analysis into the post-boom
years further allows us to explore whether economic cycles affect the dynamics
of institutional change and performance.

Second, the volume contributes to the theoretical development of the widely
discussed resource curse approach by adding insights into the conditions that
support or hinder institutional development in settings potentially affected by
the curse. The chapters discuss different factors promoting change and affecting
institutional performance. Moreover, in the concluding section, we elaborate an
interdisciplinary research agenda on institutional change in resource-dependent
contexts. This agenda is based on the analytical insights provided by the different
chapters and binds them together in order to orient future research on the subject.

The book is organized into three sections: After this introduction, the second
section contains 12 empirical studies that explore institutional change and per-
formance in different Andean countries. We summarize each of these chapters
briefly.



22 Bettina Schorr and Gerardo Damonte

The second section is opened by Jiménez’s analysis of the fiscal reforms intro-
duced in several Andean countries during the latest boom period. In particular,
he examines the impact these reforms had on the public accounts, on the fiscal
space, and on regional inequality. The chapter reveals that significant reforms
have been undertaken in almost all countries of the region. As one effect, public
accounts registered important increases that, amongst others, allowed for the
implementation of new redistributive policies. However, the author also identi-
fies two shortcomings of these reforms: First, fiscal resources stemming from the
natural resource sector depend on the extreme volatility of the global markets.
Once the boom period had receded, the sector’s rents decreased dramatically,
and with them the public accounts. Second, the new spending rules reinforced
territorial inequalities in a region already hit by some of the highest regional
disparities in the world.

Focusing on Bolivia as a single case study, Evia explores the social policy
innovations adopted between 2003—2014. He states that these innovations were
possible due to the reorganization of the hydrocarbons sector in the 1990s that
paved the way for the unprecedented influx of rents during the latest economic
boom period. These rents then allowed the government of Evo Morales to set
up a social protection floor based on a series of conditional cash transfer (CCT)
programs, an institutional model that had diffused throughout the region
motivated by the Brazilian example. These new CCT are widely considered to
have contributed to the impressive reduction of poverty experienced in Bolivia
during the last decade. However, Evia also finds that these new institutions are
financially unsustainable: Since the CCT were designed to depend directly on
the influx of rents and hence on global demand, the economic downturn of
the post-boom has led to important adjustments in volume and coverage. As
Jiménez before, the author shows that institutional change towards inclusive
institutions was possible but flawed by design.

The next chapter by Cisneros observes institutional dynamics within the
wider extractivist sector in Ecuador. Against the prediction of the extractivist
imperative debate, which holds that the extractive sector, once established, will
continuously expand, Cisneros shows that in Ecuador the political intention
to establish a mining industry along the lines of the traditional oil sector has
failed. While some authors point to social resistance as the driver behind this
failure, Cisneros offers another explanation. He argues that social protest was
an important force for keeping mining at bay, but equally important for the
expansion of the sector to fail were the institutional path dependencies created
by the long tradition of oil extraction in Ecuador. These ultimately prevented,
what the author calls, an extractive diversification in Ecuador.

Damonte calls attention to dynamics of institution-building in extractiv-
ist countries on the subnational level. He explores two cases of institutional
emergence within the governing regulation of the Peruvian extractive sector:
water extraction in Ica, mostly by large companies, and gold mining in Madre
de Dios, mostly by informal small-scale miners. The author finds that locally a
hybrid governance model was established that combines informal with formal
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institutions. The cases show that institution-building initiated by the state in
order to govern extractive activities in territories of weak state control is a
function of the agency and political leverage of the state but also of other social
actors involved.

Flemmer studies the introduction of the framework for prior consultation of
indigenous people, as stipulated in the ILO Convention No. 169, as a means
of reducing the social and environmental impacts of extractive projects. The
chapter explains the adoption of this framework by all Andean countries as
a case of global norm diffusion promoted by international organizations and
transnational advocacy. Drawing on the case of Peru, Flemmer analyzes the
implementation of prior consultation and identifies a series of pitfalls, amongst
which the limitations of the legal texts and processes imposed by the state in
cooperation with corporate actors are the most important ones. As in the case
of social and fiscal policies, the Peruvian law of prior consultation is flawed by
design. Contrarily to the case of social and fiscal policies studied by Jiménez
and Evia, Flemmer argues that the framework was intentionally downsized to
avoid indigenous communities having a real say over the realization of extractive
projects in their territories.

Using public opinion data for several Andean countries, Moreno traces in
his chapter the evolution of the perception of corruption and explores the
effects of citizens’ perception of corruption on the quality of democracy. The
author finds that the perception of corruption increased sharply as resources
started to run short, i.e. when the boom subsided. In line with the resource
curse literature, he confirms with statistical data that the perception of corrup-
tion indeed seems to have a detrimental effect on the support for democracy,
affecting both trust in elections and satisfaction with how the political system
is working in the country. Likewise, individual experience with corruption in
the Andean countries shapes new informal institutions by increasing the chances
that a person participates in extra-institutional political activities, such as street
manifestations, and autonomous community-based activities. Like Damonte,
Moreno calls attention to the effects that dynamics related to the resource sector
can have on local informal practices.

In the next chapter, Schorr explores the contentious political processes to
impose more effective political transparency rules in Chile and Peru. She argues
that in both countries the same mechanism of change was at play, involving a
combination of pressure from the inside of governmental institutions as well as
from the outside: A strategic coalition among presidents and civil society actors
was able to build circumstances in which delegates could not afford to vote
against the reform proposals. However, the comparison between the political
processes in Chile and Peru also leads the author to qualify the institutions matter
argument of the resource curse literature. The analysis identifies the importance
of the quality of the institutional fundament in place. In other words, resource
economies can only be governed in a good way when the very political funda-
ment of the polity in question—the grounds on which those institutions that
matter have to be negotiated—is of a good quality.
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Maillet and Carrasco analyze Chile’s environmental system, which was estab-
lished in response to requirements formulated by the OECD as a condition to
obtain full membership. Chile’s environmental system thus constitutes a type
of global isomorphism and an example of the diftfusion of the green state in the
region. The authors argue that the environmental legislation adopted in 2010
is only apparent change. Factually, it does little to prevent environmental dam-
age caused by the extractive industries because the institutional changes in the
environmental subsystem are nested in a largely unchanged extractive regime.
As a consequence, the overall regulatory impact of the new environmental
institutions is low as documented in the increase of investments in the extrac-
tive sector as well as the growth of social conflicts around extractive projects.

The next chapter by Rabi and Campos connects to the previous chapter by
exploring in detail the Environmental Courts (EC) in Chile established in 2012
as part of the new environmental system. The authors argue that policy-makers
designed the EC with very limited authority in order to prevent them from
inhibiting the activities of the extractive sector. Institutional barriers include the
exclusion of individuals as claimants and limiting its authority to revising deci-
sions issued by other state institutions. Moreover, analyzing the cases, claimants,
and judgments the courts had issued until 2017, the chapter finds that envi-
ronmental courts are used mainly by companies who contest decisions made
by other state agencies against their projects, such as sanctions imposed by the
Superintendence of the Environment. In contrast, communities not only are
underrepresented as claimants, but also lose their cases in a greater proportion
than the companies running the projects. The analysis of the actual operation of
the EC, thus, shows that not only design matters and the behavior of officials,
but also how social actors make use of institutions.

Paredes and Figueroa discuss the establishment of the Environmental Ministry
in Peru. As the environmental framework in Chile, this new public institution
was established in a fop-down fashion based on international models promoted
by the World Bank. It constitutes thus a case of institutional isomorphism.
Moreover, the World Bank pressured the Peruvian governments to adopt the
new institution by tying it to a considerable credit. Specifically, Paredes and
Figueroa argue that the new environmental institution was imposed without
dismantling old and ineffective institutional practices and established identities
related to the bureaucratic culture in Peru. Thus, despite the new formal insti-
tutional setup, actual bureaucratic operating practices did not change, which
significantly weakened the regulatory capacities of the new institution from the
very beginning. Furthermore, perceived as something alien and imposed from
external actors, the new environmental agency was unable to articulate political
or social support to defend the new rules.

Bornschlegl examines the institutionalization of the concept of integral repara-
tions, included in 2008 in the new Ecuadorian constitution, and institutionalized
as a proper state program: the program of Social and Environmental R eparation
(PRAS) at the Ecuadorian Ministry of Environment. The author identifies
the most critical constraints it encountered. She finds that the enforcement of
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the reparacién integral was severely constrained by three lacking elements: a lack
of funding, a lack of executive power, and a lack of trust on part of the local
communities. As a consequence of these shortcomings, the new legislation was
unable to reach its stated aims.

Godfrid addresses changes to the environmental monitoring institutions
for the mining sector in the province of San Juan, Argentina during the
period 1993 to 2020. She argues that the main factors that have motivated
the institutional transformation of environmental monitoring of mining
were coercion by international agencies (1993—2002), socio-environmental
conflicts (2003—-2014), and mining accidents (2015-2019). These external
factors prompted the creation of regulations and bureaucratic departments
for the environmental oversight of mining that did not previously exist at the
subnational level. However, the political decision by the authorities in San
Juan to prioritize mining led to a reactive institutional change that limited
the capacity for environmental oversight as well as the means to respond to
public demands for transparency and participation. The analysis shows that the
political dimension is key to understanding the reactive institutional change
process and in particular the weakness of the environmental oversight institu-
tions for mining in San Juan.

The book closes with the third section that contains the concluding chapter.
In this conclusion, we summarize the main contributions of the volume and
sketch a research agenda for future investigations into institutional dynamics in
contexts characterized by resource dependence and weak state capacities. As
the book in general, this research agenda is thought of as a first step. We hope
that it will contribute to advance research in the important questions the book
is raising in order to enhance our knowledge on how actors may master adverse
situations by building and implementing effective regulatory and inclusive
institutions.
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2 Fiscal reforms and institutional
changes in the Andean region

R evenues volatility and unequal
distribution of regional income

Juan Pablo Jiménez'

Introduction

During the latest commodity boom (2003—-2008), the fiscal authorities of the
Andean countries introduced a series of reforms. These followed two objec-
tives: to raise revenues by capturing the extraordinary rents of the sector that
had increased significantly in that period due to the high prices of regional
commodities on the world markets; and to distribute these revenues among the
different levels of government, financing the recent decentralization initiatives
in the region (Brosio & Jiménez, 2012; Gémez Sabaini et al., 2018). For the
former, governments implemented different measures: new taxes were intro-
duced, royalty schemes were strengthened, and taxes on extraordinary revenues
were established. To distribute the revenues originating from the extractive
industries, governments introduced schemes allowing most of the tax revenues
to flow back into the producing regions, and also facilitating the process of
decentralization of public expenditure responsibilities in these countries imple-
mented in those years (Brosio & Jiménez, 2012).

Starting in 2012, global prices for mineral and hydrocarbon products dropped
dramatically. This new scenario not only meant a decline in the fiscal relevance
of these revenues, but also reoriented government’s objectives and led to a
reprioritization of more sustainable investment and production levels in the
sector. The fall of the fiscal revenues also had an important impact on budgets
of subnational governments, reducing the capacity of the public sector to inter-
vene in the economy.

The specialization on nonrenewable natural resources is the origin of the high
territorial inequality of income in the region, both among and within coun-
tries. In the Andean region, the ratio between the regions with the highest and
lowest per capita GDP generally exceeds 6:1, while in developed countries it is
rarely more than 3:1 (Brosio et al., 2018; CEPAL, 2017; Muiioz et al., 2016).
This structural high regional inequality of income is produced by several factors,
but mostly by the geographic concentration of the production of nonrenewable
natural resources.

The significantly unequal regional distribution of income translates into
sharp fiscal disparities. This is the case for a tax base that is highly regionally
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concentrated such as the taxation on consumption (ingresos brutos in Argentina,
selective taxes in Colombia); but is still more significant when the tax base is
nonrenewable natural resources because their deposits are regionally very con-
centrated (Brosio et al., 2018; Munoz et al., 2016).

In consequence, when fiscal resources are not allocated and distributed
adequately, they tend to exacerbate the structural high regional inequality and
other imbalances among jurisdictions in the same country. This emphasizes the
importance of tax power and spending responsibility assignments, jointly with
the design of equalization systems of the distribution of fiscal revenues from
nonrenewable natural resources among the different levels of government (Brosio
& Jiménez, 2015).

In a context of the increasing decentralization of responsibilities from the
central to subnational governments (Brosio & Jiménez, 2012), the volatility
of these fiscal revenues has also a significant impact on the fiscal capacities and
causes territorial disparities.

The goal of this article is to review the fiscal reforms on the extractive sec-
tor carried out during the last boom phase and their impact on the public
accounts, fiscal space, and regional inequality. It focuses on several countries of
the Andean region (Argentina, Bolivia, Chile, Colombia, Ecuador, and Peru)
for the period 1990-2016.

The chapter discusses the reforms on the taxation of natural resources and
mechanisms for the allocation and distribution of these revenues as cases of
institutional change in the Andean countries accomplished in recent years. It
assesses their potential and limitations to improve some of the chronic curses
of the region’s fiscal policy: the inability to promote sustainable economic
growth; the weakness to address the very unequal distribution of income, both
personal and regional; the difficulties in implementing sustainable reforms that
strengthen the public sector by increasing fiscal revenues and improving its
distribution.

This article proceeds as follows: First, it describes the fiscal reforms and
the instruments these use related to the exploitation of nonrenewable natural
resources, for the appropriation, allocation, and distribution of tax revenues
obtained. Second, it assesses the performance of these reforms in terms of their
impact in tax revenues and fiscal accounts, at the level of the central govern-
ments and the subnational governments. At the subnational level, the institu-
tions and their dynamics will be analyzed, with a focus on their relationship
with the different tax capacities of the territories and the concentration of tax
revenues from the exploitation of nonrenewable natural resources. In the final
section, the chapter analyzes the characteristics resulting from the combination
of productive specialization, legal framework and price cycle, the main chal-
lenges in the post-bonanza context, and some possible alternatives to confront
them. It argues that in order to confront the challenges arising from the price
decline of the post-boom period, the reforms need to pursue different objec-
tives than those implemented in the boom period. They must both attend to
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the sustainability of the sector, in terms of production and investment, as well as
compensate for the decrease in tax revenues, at different levels of government,
and its territorial impact.

Evolution of fiscal instruments, revenue collection, allocation,
and distribution of nonrenewable natural resources

Revenue collection instruments and recent fiscal reforms in the region

In the period under analysis, tax revenues from the exploitation of nonrenew-
able natural resources were an important source of public resources in the
Andean countries, both for central and subnational governments, although they
have recorded strong fluctuations.

Given the magnitude and persistence of the upward trend in the price cycle
that began in 2003 and increased significantly the rents of the extractive sector,
the producing and exporting countries in the region found sufficient space to
introduce substantial reforms in tax regimes applied to the production of hydro-
carbons and minerals. These reforms were adopted in all countries regardless of
the political orientation of the government (Hanni et al., 2018).

Duvring the commodity boom

In Latin American countries, the most direct way of appropriation of com-
modity rents and their subsequent transformation in fiscal resources has been,
historically, by participation in exploitation, whether through state-owned
enterprises or shareholding (Hanni et al., 2018). These companies are often
subject to a special tax regime, which may consist of rent payments or fees,
additional taxes for public companies, or indirect selective (excise) taxes on oil
production.

During the commodity boom, the reforms accentuated the specialization of tax
systems, especially in hydrocarbons and minerals in the region’s producing coun-
tries. They increased state control over available resources, introduced new taxes,
strengthened royalty schemes, and established taxes on extraordinary revenues.?

Between 2005 and 2012, the most important legal reforms to ensure public
control of nonrenewable natural resources focused on the hydrocarbon sector
(CEPAL, 2013). These measures among the selected countries included the
nationalization of the sector through joint ventures in Venezuela (between
2005 and 2007); in Bolivia, the renegotiation of hydrocarbon contracts, the
renationalization of the Huanuni tin mine (2006), and the nationalization
of the Colquiri mine in Oruro (2012); the renegotiation of oil contracts in
Ecuador (2010), where production-sharing contracts were changed to service
contracts in which the state is the owner of all the crude oil extracted with
the stipulation that the government would absorb 100% of possible increases
in oil prices.
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Additionally, other governments strengthened state ownership mechanisms
such as royalties, usually based on production, and specific taxes. This was espe-
cially important in the mining sector, where revenue generation through state
participation in enterprises was relatively low in the past. Royalties and taxes have
ensured a minimum payment for resources to national and subnational govern-
ments as a growing number of countries with a variety of political orientations
introduced reforms in the systems of royalties. These include Bolivia (2005),
Ecuador (2010), Colombia (2011), and Peru (2011). In addition, in Ecuador, the
hydrocarbon law reform established the margin of sovereignty designed to guarantee
the state minimum revenues of 25% of the gross production value in case of pos-
sible price decreases.’

Traditional income taxes with multiple tax rates and other special charges
have been applied, often with progressive rates on public or private companies
exploiting nonrenewable resources. This has been reinforced with the introduc-
tion of new collection instruments (as in the case of Bolivia and Chile) during
the period between 2005 and 2012. For instance, in 2005 Bolivia introduced the
direct tax on hydrocarbons (Impuesto Directo a los Hidrocarburos, IDH) which, in
addition to royalties and shares of the treasury led to a 50% direct participation
of the state in extractive revenues. Meanwhile, in 2006 Chile introduced the
specific tax on mining activity, which was applied to a type of net income that
included the financial costs of depreciation of capital goods and interest. This
aimed at strengthening taxation on mining (complementing the corporate tax
and the tax over remittances of profits abroad) while procuring not to discour-
age private investment. In Venezuela, tax rates on income from oil (50%) were
increased in 2006, and three new taxes were created: the oil extraction tax, the
export registration tax, and the Special Contribution on Extraordinary Prices and
Exorbitant Prices in the International Hydrocarbons Market. In 2011, Peru updated
its mining laws and introduced profit-based rather than revenue-based royalties,
introducing three profit-based taxes: a mining royalty (Law 29788), a special
mining tax (Law 29790), and a special mining contribution (Law 29789), the
latter being paid in addition to the mining royalty. This was designed with
the objective to collect more taxes from the most profitable operations and to
minimize the risks to the government’s revenue stream through the commodity
supercycle.

Moreover, given the high volatility of international prices of nonrenewable
resources, several countries like Bolivia, Colombia, Ecuador, and Venezuela
have also considered the implementation of taxes, duties, participations, or
contributions linked to prices or extraordinary profits (windfall taxes). Although
there is a wide heterogeneity in this area, all countries that introduced these
types of fiscal instruments did it during the period of the price boom (2003—
2008), clearly as a reaction to the enormous increase in profits associated with
hydrocarbon and mineral sectors among the countries of the region.

As noted by Acquatella et al. (2013), in Latin America the advances in tax
progressivity have been clearer and concrete in the oil sector than in the min-
ing sector. For example, in the oil sector, production service contracts and risk
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service contracts are very common. They anticipate an increasing scale of state
participation in the profits as the project reaches increasing rates of return. In
contrast, the incorporation of such a concept in the tax treatment of the mining
sector in the countries of the region remains in its infancy, since mining coun-
tries, as shown in Table 2.2, rely heavily on royalties and corporate income tax
for revenue generation. Chile is to some extent the only exception.

After the boomn

Since 2013, the prices of mining and hydrocarbon products have decreased
strongly, as a result of a slowdown in growth and investment in China and
structural changes in the supply of these products (such as the rise in hydrocar-
bon production driven by the application of fracking technology in the United
States, see Hanni et al., 2018). This decrease has an important fiscal impact: it
reduces fiscal revenues (Gémez Sabaini et al., 2018).

The sharp drop in prices of these products in recent years meant not only a
fall in the fiscal relevance of these revenues but also a reformulation of the objec-
tives to be followed and the tools to be used. In this new context, governments
started to prioritize not only the level of tax revenues but also their impact on
the sustainability of investments and production in the sector (Hanni et al.,
2018). In the post-boom, the reforms in the sector show a growing concern for
stimulating investment and production and for private sector participation, in
addition to the need to maintain the tax contribution of nonrenewable natural
resources. Indeed, several countries in the region have enacted policy measures
in recent years aimed at stimulating activity in the extractive sector while creat-
ing sectoral long-term investment and savings funds.

The latest changes in the extractive sector prioritize objectives such as the
promotion of production and investment and the degree of flexibility through
structural reforms. They aim at ensuring the participation of the private sector
and the creation of programs and incentive schemes for production (for instance
in Argentina and Bolivia).

In 2015, Bolivia approved the law for investment promotion in explora-
tion and exploitation to promote investment in the sector. The production
incentives included in the law are financed mainly through a new fund cre-
ated by the same law, the promotion fund for investment in exploration and
exploitation in hydrocarbons (Fondo de Promocion a la Inversion en Exploracion
y Explotacién Hidrocarburifera, FPIEEH), fed with 12% of the direct tax levy
on hydrocarbons.

In the mining sector, the objectives of the reforms during this period
reflect the concern to promote mining activity, especially in order to ensure
a continuous flow of investment into the sector. In Ecuador, for example, a
package of measures to promote the development of the mining sector was
promulgated in 2013, which reformulated the application of the extraordinary
income tax. The new tax will only apply once the concessionaire has recovered
its investments.
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Volatility of the tax collection coming from the nonrenewable
natural vesources

The institutional reforms and innovations in the fiscal and tax framework
previously analyzed, in addition to the evolution of international prices,
meant a strong increase in tax revenues in the period 2003-2008, a sub-
sequent deceleration, and a significant fall in recent years (2012-2016, see
Figure 2.1Db).

The inherent volatility of these revenues complicates fiscal policy manage-
ment in nonrenewable natural resource—producing countries. This is especially
true in countries where these revenues have had a high share of total revenue
during the price-cycle boom period. As illustrated in Figure 2.2, the revenues
from hydrocarbons and mining accounted for 30% or more of the total public
revenues during 2010-2011 in Bolivia and Ecuador, and more than 40% in the
Bolivarian Republic of Venezuela.

Assignment and distribution of tax revenues from
the exploitation of nonvenewable natural resources

The increase in tax revenues from the exploitation of nonrenewable natural
resources was an important source of public revenues, not only for the central
governments, as noted in the previous section, but also for the subnational
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ones (Brosio & Jiménez, 2012). The use of this peculiar taxable base meant an
improvement in the fiscal position of several subnational governments, espe-
cially in the regions where these products are produced.

Latin American countries in general, and the Andean region in particular,
show a variety of different institutions for sharing rents from natural resources
due to the different intergovernmental arrangements, ranging from classical
federations, such as Argentina, to typical unitary states, such as Chile.

Contrary to old constitutions which remained silent on this issue, recent con-
stitutions frequently, though not always directly, address it, because the sharing of
rents from natural resources has become an inevitable component of the consti-
tutional pact. Only in Argentina does the constitution assign ownership explicitly
to the provinces. In all the other countries, ownership is assigned to the central
government or is left unsettled by assigning ownership to the people (Bolivia), or
to the nation (Peru). However, congruent with the international practice, rent
sharing is not determined by the assignment of ownership, but rather by the shar-
ing of tax bases, as in Argentina, and by the sharing of tax revenue.

With only two exceptions, Chile and Venezuela, all countries recognize the
sharing of rent in favor of subnational governments. It is worthwhile noting that
despite the fact that the first has always been a unitary and centralized country
and the second has always been a federation, rent centralization prevailed in both
countries.

The Andean countries represent an interesting example regarding the
sharing issue. Bolivia, Colombia, Ecuador, and Peru are all unitary states
that have embarked since the 1990s on a decentralization process leading to
the creation of regional systems. The same countries allocate a substantial
share of their revenues from natural resources to their subnational govern-
ments. These countries provide evidence to the argument that the combina-
tion of political decentralization processes and large endowments of natural
resources is a factor that renders centralization of natural resource rents
politically impossible.

The degree of sharing of the fiscal revenues stemming from natural resources
among subnational governments is also increasing over time, due not only to the
discovery of the resources, but also to the relative youth of most Latin American
constitutions (Ibid.).

Excluding Argentina and Ecuador, in the remaining countries, subnational
governments situated in the non-producing areas have direct access to a portion
of the rents stemming from natural resources. This is a notable feature of Latin
America that has clear merits, once the principle of sharing rents with subna-
tional governments is accepted. In classical federal systems across the world,
only the subnational governments situated in the producing areas have direct
access to the rents, while the inequalities deriving from the system of allocation
are corrected by general equalization systems. In the Latin American coun-
tries, general equalization systems do not exist and the inequalities—created
by the allocations of rents from natural resources to the producing areas—are,
partially, corrected by expanding rent-access to non-producing areas, through
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natural resource or a commodity-specific tax sharing systems. This is the case
of Bolivia, Brazil, and Peru.

Consequently, the impact produced by the use of the origin principle for
allocation is compensated by the concomitant use of the derivation principle. In
Colombia, a specific equalization transfer system, the Sistema General de Regalias,
where only royalties contribute to its pool, is used to provide non-producing
areas access to revenues.

‘While natural resource rent sharing expands the revenue sources of subna-
tional governments, it also makes them subject to the volatility of price and
production fluctuations, for which they are not particularly well equipped.

When shared only or predominantly with the producing areas, natural
resources contribute to increasing horizontal imbalances. This is clearly the
case of the Bolivian departments, although the government has recently taken a
number of steps to spread the allocation also to non-producing areas, by increas-
ing the rent share going to all municipalities.

The huge interdepartmental inequalities of Bolivia (Brosio et al., 2018) are
to be attributed to the unique characteristics of the country, where royalties
on natural resources are the only source of revenue for departments. Non-
producing departments are, as a consequence, completely dependent on central
government redistribution. Since no general equalization transfer system exists
in Bolivia and since the non-producing departments have only access to a share
of the rents on oil and gas, the distribution of departmental revenues is highly
unequal (Brosio & Jiménez, 2012).

The case of Bolivia shows the negative impact on regional equality deriv-
ing from making subnational government revenues only dependent on natural
resource rents. Argentina provides evidence for a different practice. As men-
tioned before, in Argentina only the producing provinces have direct access
to the rents through their royalties. However, provinces have access to their
own taxes and to a share of a pool of national taxes. Consequently, while oil-
producing provinces have extremely high per capita revenue, no province is left
with an unbearably low revenue level (Ibid.).

It is difficult to find research that addresses the question of the impact on
regional equality deriving from giving municipalities access to the rents from
natural resources. There is no easily manageable information at this local gov-
ernment level. However, there is scanty evidence showing, as expected, that the
concentration and randomness of the allocation of royalties is much higher for
municipalities. In some cases, royalties can reach astronomically high per capita
amounts, increasing regional inequality.

In spite of this heterogeneity, linked to the historical trajectories and social
and political processes specific to each country, some general trends can be
identified with regard to the regional distribution of these resources. We
observe a high asymmetric assignment of tax responsibilities and the distribu-
tion of the fiscal revenues from extractive activities to the producer regions
(Brosio & Jiménez, 2015), with a lack of compensation mechanisms to non-
producer regions.
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Some countries in the Andean region share their revenues from nonrenew-
able natural resources asymmetrically with their local governments. Asym-
metrical sharing consists in assigning a fiscal instrument only to the subnational
governments of the producing areas, such as the right of levying royalties on oil
and gas assigned to the provinces of Argentina. Alternatively, it may consist in
assigning a share of the revenue collected by the central government only to the
producing areas, as in the case of royalties and income tax in the case of Peru
or the hydrocarbon tax (IDH) in Bolivia.

Asymmetrical sharing is a non-necessary consequence of the spatial concen-
tration on natural resources within countries. As a matter of fact, many coun-
tries do not use it, preferring to share the revenue with all local governments.
Asymmetrical sharing can create huge horizontal imbalances among local
governments compromising regional equality, efficiency, and national cohesion.

The fiscal revenues that are more concentrated are those coming from
the nonrenewable natural resources sector (Table 2.1). This is a result of the

Table 2.1 Evolution of concentration of regional GDP per capita and subnational revenues:
breakdown of revenues by fiscal revenues, tax revenues, and revenues from nonre-
newable natural resources. Latin America (selected countries) 2000, 2007 and 2016

Countries Year Gap (max/min) Coefficient of variation
Regional GDP Fiscal Tax revenues Revenues from
revenues nonrenewable
natural resources

Argentina 500 7.8 0.55 0.88 2.14

2007 7.6 0.63 0.78 1.97

2016 A 0.45 0.76 2.04
Bolivia 2000 2.7 0.88 0.76

2007 4.1 1.08 1.58

2012 4.6 1.28 1.73 R
Chile 2000 11.0 0.19 0.35 1.73

2007 9.2 0.25 0.39 1.70

2016 6.3 0.19 0.34 1.63
Colombia 2000 15.7 0.79 0.85 2.72

2007 7.9 0.69 0.66 2.45

2016 6.2 0.81 0.58 1.39
Ecuador 2000 19.1 0.67 0.90 0.73

2007 20.2 0.48 0.95 0.79

2015 8.4 0.55 0.56 0.71
Peru 2005 6.2 0.88 0.96 1.92

2009 11.1 1.14 1.00 1.84

2016 4.7 0.50 0.85 1.83

Source: Own elaboration based on official data.

Notes: The figure of the Regional GDP of Argentina for 2007 is taken from the last measurement of
the GDP by province which corresponds to 2004 (see Cetrangolo, 2017).
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combination of the asymmetric allocation at the subnational level of tax rev-
enues related to the exploitation of nonrenewable natural resources, coupled
with the lack of equalization transfers. The significant concentration of regional
GDP is also expressed in the high concentration of fiscal and tax revenues in
the countries of the region.

An additional way to show the impact of asymmetric sharing on subnational
fiscal inequality is through an indicator derived from the Gini coefficient, in
order to capture the relative participation of different sources of revenues in
the subnational fiscal inequality (Brosio et al., 2018). Following Lerman and
Yitzhaki (1985) and adapting it to the subnational fiscal revenue structure, the
Gini coeficient of regional inequality can be decomposed into three indepen-
dent factors relating to the source of fiscal revenues (in this case it would be
nonrenewable natural resources fiscal revenues) relative to the Gini coefficient of
subnational fiscal revenues (own fiscal revenues, nonrenewable natural resources
fiscal revenues, and other fiscal revenues). Therefore, for the source of revenue
from nonrenewable natural resources, the sum of these three components
(fourth, sixth, and eighth column) would represent their absolute contribution
to total inequality.

Table 2.2 Relative participation in the inequality of subnational tax revenues

Country  Fiscal Own revenues Revenues from Other (transfers,
instrument nonrenewable natural  donations, etc.)
resouirces fiscal

As*  Relative As*  Relative As*  Relative
of total  participation of total  participation of total  participation
revenues in inequality revenues in inequality revenues in inequality

(GINI) (GINI) (GINI)

Argentina Royalty 34.6 24.7 S.7 17.5 58 57.8
Bolivia ~ Royalty 9.3 8.2 439 408 46.8 51

and tax on

hydrocarbons
Colombia Royalty 28.1 13 24.7 S1.7 472 353
Ecuador  Oil revenues 9.9 6.1 14.7 11.9 75.4 81.9
Mexico  Inter- 14.1 40.2 33.1 30.4 52.8 50.6

governmental

transters

(participations)
Peru Canon, 6.2 -2.3 147 30 79.2 72.3

sobrecanon,

and royalties

Source: Own elaboration based on official data.

Coverage for Argentina is the provinces (2015); for Bolivia, autonomous governments, departments,
and municipalities; in Colombia, departments and municipalities (2014); in Mexico were considered
the federal entities, municipalities, and the city of México (2015); in Peru, local governments (2015).
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Asymmetric allocation consolidates, and in some cases amplifies, territorial
disparities. In Table 2.1 and 2.2, a high relative participation of fiscal revenues
from nonrenewable natural resources on subnational fiscal inequality can be
observed.

Bolivia, Colombia, and Peru represent quite telling examples of the impact
of nonrenewable natural resources on subnational finances. In these countries,
the participation of this revenue exceeds the 30% of the Gini composition. The
case of Argentina should be highlighted, where the natural resource royalties are
constitutionally assigned exclusively to the producing provinces. At an aggregate
level, their weight within the total revenues is low, but their participation in the
inequality of tax revenues between provinces is considerable (17%).

The high impact on the inequality that may be related to allocation of these
resources between levels of government makes it relevant to consider the design
of equalization transfers as an alternative to improve interjurisdictional equity
(Searle, 2007), particularly in Latin America and the Andean region.*

In addition, the high fluctuations in the prices of these products have resulted
in highly volatile fiscal revenues and intergovernmental transfers from the exploi-
tation of nonrenewable natural resources. For example, with regard to the vola-
tility of the resources of the mining canon in Peru, the year-to-year variations
of the transferred resources have changed from a maximum of 167% to a mini-
mum of 20% (Brosio & Jiménez, 2015). These fiscal revenue variations make it
very difficult for the governments (whether local, regional, or even central) to
maintain an adequate and sustainable level of public spending, without a high
loss of efficiency and equity in the provision of services and benefits.

Conclusion and challenges

Beyond the efforts of productive diversification, most of the countries of the
Andean region are characterized by their high specialization in products from
the extractive sector. This characteristic, coupled with the high volatility of
the prices of these products, which today is expressed in the post-boom but a
decade ago was expressed in the supercycle, meant strong fluctuations in tax
revenues, whether at the level of central or subnational governments.

In the previous decade, the Andean countries experienced a particular stage
in their economic history, driven in part by the upswing in commodity prices.
This fact manifested in sustained processes of high economic growth and great
improvements in social indicators, such as poverty and income inequality. These
improvements were achieved in part by the adequate measures taken by policy
makers throughout the region, who sought to take advantage of the promising
external context of high commodity prices. Among the sample countries, an
important fact behind these improvements was a stronger fiscal position attained
through various tax reforms.

In this sense, it can be seen how these countries implemented a wide array
of reforms taking different approaches that granted a high degree of heteroge-
neity among them. This is how an amplification of the state ownership took
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place, either through nationalizations in the hydrocarbon sector like in the case
of Venezuela or Bolivia, or through renegotiation of contracts in Ecuador —
also through the strengthening of existing instruments or the introduction of
new ones, such as royalty income tax and specific taxes in Bolivia, Ecuador,
Colombia, Peru, and Chile, an aspect of great relative importance in the mining
sector, where historically the state participation has been reduced; and through
the implementation of taxes, duties, participations, or contributions linked to
prices or extraordinary profits in several countries, given the high volatility of
international prices of nonrenewable resources.

In the post-boom, a context of declining oil and mineral prices poses major
challenges to the Latin American economies that are producers/exporters of
these products. A heterogeneous impact can be expected. In some countries,
the effects will be more pronounced, due to specific characteristics such
as the share of the nonrenewable resources in their export structure or the fiscal
instruments applied to them. Anyway, at a general level the bonanza cycle led
to a partial reversion of the process of diversification that allowed it to increase
manufacturing exports. As a result, the share of primary goods and nonrenew-
able resources and other intensive products in the export structure of the coun-
tries concerned increased again (Hanni et al., 2018).

To address the challenges that the actual international scenario poses over
the countries analyzed in this chapter, it is not enough just to consider the
fiscal impacts on the aggregate, as is usually done in the literature on the sub-
ject. Policy makers should also embrace the different mixes of fiscal impacts,
which had been and will be heterogeneous among all of the countries ana-
lyzed. Lower prices of commodities would mean that these countries should
make the necessary efforts to keep their spending budgets in direct relation
to potential decreases in fiscal revenues by seeking to diversify sources of rev-
enue, avoiding excessive dependence on exports of nonrenewable resources,
through the strengthening of other less volatile tax bases such as property
taxes or personal income tax, and implementing countercyclical fiscal mecha-
nisms such as stabilization and saving funds. Other bases such as VAT are
more extended throughout the analyzed countries, and direct taxes show a
greater margin and are more progressive in distributional terms. Although
the impact will be different among the countries, it is crucial that they keep
their instruments and tax regimes under analysis and gradually improve them
to maximize value and minimize the state’s balance of tax collections from
extractive sectors.

The post-bonanza has meant, at the level of the central governments, not
only a fall in the fiscal relevance of these revenues, but also a reconsideration
of the objectives to follow and the tools to use, so as to prioritize not only the
fiscal result but also the sustainability in the investments and production of the
sector. In the boom period, governments sought to increase fiscal revenues from
the sector and their share in the economic rents generated; as prices plummeted,
these efforts were moderated or even receded as governments sought to protect
production and investment.
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This is a difficult process and must be done with care since there are multiple
trade-offs between the different evaluation criteria of fiscal instruments, requir-
ing some balance between the different objectives. This means, for example,
maintaining reasonable investment dynamism and achieving, at the same time,
a progressive state participation in economic rents derived from natural resource
extraction; achieving an adequate sharing of risks among the government and
the investors by the means of tax arrangements that can transfer part of the com-
mercial risk that entrepreneurs face to the government; and assuring compliance
with a reasonably low administrative cost.

At the central government level, one of the main challenges for countries
producing nonrenewable natural resources is to balance the need to close fiscal
gaps and to ensure fair participation in the economic income generated by the
extractive activity. As emphasized in the chapter, each one of the fiscal instru-
ments analyzed has advantages and disadvantages in light of the objectives
pursued by governments. It is essential to find a balance between the need to
obtain tax revenues with the rest of the typical tax objectives (efficiency, pro-
gressiveness, equity, stability, flexibility) in order to guarantee a flow of public
revenues while ensuring the sustainability of investment and production in the
sector.

On the intergovernmental allocation and distribution side, the challenges
are related to how to avoid the high concentration and significant volatility of
these resources. Resulting asymmetries point out to the need to revise those
tax assignments from the exploitation of nonrenewable natural resources. In
the event that these assignments promote a high concentration of income, the
design of equalization transfers that make it possible to compensate for the dif-
ferent resulting capacities can be of great help. The post-boom situation, with
prices still below those recorded during the bonanza, can be a good opportu-
nity, in terms of political economy, to move forward with less resistance from
the authorities of producing jurisdictions in reforms in the allocation systems
and distribution of these resources.

Notes

1 Tappreciate the support and collaboration of Maria Gil Mendoza and Ignacio Ruelas; and
the comments of Giorgio Brosio, Barbara Fritz, Bettina Schorr, Gerardo Damonte, Andrea
Podestd, and Hans-Jiirgen Puhle.

2 For more details about the implementation of fiscal reforms in that period, see Hanni,
Jiménez and Ruelas (2018)

3 In some of these cases, for example in Peru, since the amending of Mining Royalties Law
in 2011, not only the levels of taxation have been altered but scales of varying rates were
established according to easily verifiable criteria, like the level of production, location and
depth of the wells, the type of resource extracted, or other variables related to the cost
structure (see Hanni, Jiménez & Ruelas, 2018).

4 Brosio and Jiménez (2015) and Brosio, Jiménez & Ruelas (2018), taking as reference the theo-
retical principles of interjurisdictional fiscal equity, review the high impact of the exploita-
tion of natural resources on the territorial distribution of fiscal revenues and the effect of
the implementation of equalization transfer systems, including fiscal revenues from natural
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resources, at the level of the intermediate governments of Argentina and Peru. In both
cases, territorial fiscal revenue inequality falls significantly if these revenues are distributed
with equalization mechanisms.
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3 Cash transfers as citizens’
dividend of the resource boom

Opportunities and challenges of social
protection in Bolivia

Pablo Evia Salas

Introduction

Hydrocarbons play a crucial role in the Bolivian economy. According to data from
the National Institute of Statistics (Instituto Nacional de Estadistica, 2020), sectoral
GDP had cumulative growth of 70% in the 2000s, compared to average growth in
the 1990s (around 4%). Likewise, its role in Bolivian exports is significant: 40% of
export earnings in the timespan 2000-2018 came from this sector (Banco Central
de Bolivia, 2019). In addition to being important from an economic point of view,
hydrocarbons play a strategic role in Bolivian politics. No other sector from the
industry has been subject to such varied institutional reform in a (relatively) short
time horizon, influenced by the growing importance of the sector in its potential
to increase the government revenues, mainly through tax collection.

This chapter explores the interaction between social policy innovations,
understood as a type of institutional change, and the resource boom in Bolivia
during 2003-2014 and raises a couple of questions regarding their sustainabil-
ity. A series of reforms related to natural resources were introduced in Bolivia
in the 1990s. These reforms paved the way for gathering more revenues from
the natural resource sector (mainly natural gas), which allowed the successive
governments to try to build a social protection system reflecting these increased
fiscal revenues. They could, thus, be understood as a citizens’ dividend of the
resource boom (Arezki et al., 2012, p. 30).

The importance of these social protection innovations in overcoming the
high poverty and inequality rates present in the country is generally accepted
(Amarante & Brun, 2018; Robles et al., 2019). However, in some periods, the
social protection policy lacked the necessary financial support to be financially
sustainable, which introduced social, fiscal, and political pressures that ended
up twisting the objective under which they originally were conceived. In this
sense, the social protection system in Bolivia faces some constraints and chal-
lenges that could compromise its financial sustainability and potentially put in
danger the funding of the system and the support provided to its beneficiaries.

The institutional drivers of social policy innovations in Bolivia are mixed:
First, there has been a strong regional influence in terms of social protection
policies based on rigorous evaluations (Bolsa Familia in Brazil, Oportunidades
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in Mexico). In fact, this type of policy influenced not only Bolivia but other
countries in the region that adopted social protection schemes based on cash
transfers (both conditional and unconditional).

On the other hand, innovations in social policy were also endogenously
driven by the resource boom due to their discovery and subsequent boom in
commodity prices. The flow of additional resources had to find a use by the
government (apart from minimum wage increases, increased infrastructure
investments, etc.), and therefore the establishment of conditional and uncon-
ditional transfers was propitious, as well as a way to create a political support
base for the government of the party Movimiento al Socialismo (MAS, Movement
towards Socialism), headed since 2006 by President Evo Morales (until 2019).

The remainder of the chapter consists of the following: Next, I discuss
the background of the conception and implementation of the central social
transfers after the economic reforms (1990s) and the natural resource’s boom
(2000s). Following that, I analyze the fiscal sustainability of the Bolivian social
policy alongside its funding rationale, stressing some of its weaknesses and
potential risks. In the last section, I will get into the challenges and the future of
social protection in Bolivia, trying to conceive it as a life cycle—oriented policy.

Background of social policy in Bolivia:
domestic reforms and global boom

The foundations of contemporary social policy in Bolivia could be traced back
to the 1980s, in which a profound crisis unleashed an unprecedented erosion
in the living conditions of most Bolivians, and predominantly the poorest and
vulnerable. The collapse of international tin prices triggered a massive adjustment
of the role of the government in the economy (which was the main employer
of the country). This adjustment implied a massive layoft of workers, with the
additional harmful consequences of the loss of purchasing power due to an epi-
sode of extremely high inflation (Antelo, 2000). At that time, the creation of the
Fondo Social de Emergencia—Social Emergency Fund as an entity that supported
the most vulnerable through the implementation of economic infrastructure,
social assistance, and productive counseling installed the basis of social policy in
the country based on direct government support (Romero, 1988).

Despite these efforts, poverty rates remained in the range of 50-70% in the
aftermath of the 1980s hyper-inflation episode. Since then, successive govern-
ments have tried to introduce market reforms in the country to try to correct
the macroeconomic disequilibrium and recover the path for economic growth.
In 1993, President Gonzalo Sinchez de Lozada started to implement another
package of reforms aiming at modernizing state administration. These reforms
included a substantial component in the hydrocarbons sector. Due to the sec-
tor’s lack of investments, production had stagnated without further exploration
activities undertaken by Yacimientos Petroliferos Fiscales Bolivianos (YPFB), a state-
owned firm. In this sense, an essential part of the reforms during the 1990s
included the attempt to invigorate the hydrocarbons sector through market
reforms, including its partial privatization, to attract foreign investment.
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These reforms effectively appealed to a number of multinational firms work-
ing in the sector (AMOCO, Pérez Companc, ENRON, among others), which
became involved in the business through the purchase of stock in the previously
state-owned company, YPFB. The investment commitments of foreign capital
enhanced the position of Bolivia in the hydrocarbon business at the regional
level, including the construction of a natural gas pipeline to Brazil, which was
a huge market for Bolivian hydrocarbons.

This privatization scheme included a social policy component: the BONO-
SOL (Bono Solidario—Solidarity Bond). BONOSOL consisted of a cash transfer
paid annually to all Bolivian citizens proven to be 65 years old or older, using
the profits of the partially privatized hydrocarbons companies. The BONO-
SOL’s amount was initially about USD257 per year at the present exchange rate
(USD1 = Bs7). As the byproduct of the hydrocarbons’ reform, BONOSOL
constituted the first cash transfer that is still part of the current social policy infra-
structure. The tollowing government of Banzer-Quiroga (1997-2002) renamed
it as Bolivida and, given the economic crisis of the early 2000s, reduced the
amount of the pension to only USD65 yearly.

The reforms in the hydrocarbon sector implemented by the first government
of Sanchez de Lozada started to show results soon: new reserves of natural gas
were discovered, and production increased in a spectacular way. Talks began to
facilitate the exports of part of these additional reserves to foreign markets, the
most important one being the Mexican and American markets.

In parallel to this incipient boom, Bolivia experienced during the years 2000
and 2005 a series of dramatic episodes of social upheaval and mobilizations
including a social revolt against the privatization of water provision in the city
of Cochabamba (the Water War), several weeks-long blockades of the Bolivian
altiplano headed by the Aymara leader Felipe Quispe, and a revolt against a new
direct income tax in February 2003 (Black February) led by the police forces.
During “Black October” in 2003, also known as the War over Gas, weeks-
long massive protests took place against the plans of the second government of
Gonzalo Sanchez de Lozada (2002—-2003) for exporting Bolivian natural gas via
a Chilean port. Many Bolivians objected to the selection of Chile because of
the historical memory of Chile usurping Bolivia’s access to the Pacific Ocean.

Black October terminated the presidential mandate of Gonzalo Sanchez de Lozada,
forcing him to go into exile in the United States. Sinchez de Lozada’s resignation
resulted in the automatic succession of Vice President Carlos Mesa, who drafted
a new law governing the hydrocarbons sector based on the results of a previously
conducted popular referendum. This new law increased the taxes raised by the gov-
ernment to 50% of hydrocarbons’ production, from the 18% established by Sanchez
de Lozada. In this way, tax revenues from hydrocarbon production were dramatically
increased. In 2005 the government received a total of USD607 million, which
meant an increase of 112% compared to 2004 (USD286 million). At the same
time, it motivated an intense conflict over the distribution of these windfalls among
regions, local governments, and other stakeholders (such as public universities).

After this new round of intensive social protests, in December 2005 the
leader of the coca grower union Evo Morales won the Bolivian presidency with
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approximately 52% of the votes, which meant the most resounding victory for a
candidate for the presidency since the restoration of democracy in 1982. Morales
won on the basis of an electoral campaign that promised the nationalization of the
countries’ natural resource sector. In May 2006, President Morales’ government
then issued the Supreme Decree Héroes del Chaco,' declaring state ownership of
all hydrocarbons. According to the decree, all oil- and gas-producing companies
were obliged to hand over their hydrocarbon production to the public company
YPFB. At the same time, YPFB assumed the commercialization of and definition
of the conditions of sale, volumes, and prices of all hydrocarbons.

A transition period was established during which the existing contracts with
foreign oil companies were readjusted and reformulated. Also, those oil fields
whose production was greater than 100 million cubic feet per day were subject
to an additional 32% tax on their production value. This percentage was added
to the 50% tax established in the new Hydrocarbons Law issued in 2005, making
a total of 82% in taxes belonging to the state.

As a consequence of this reform, the state’s revenues (both national and
subnational) again increased steeply. In 2005 the government collected approxi-
mately USD333 million in hydrocarbons’ taxes, while this figure rose to almost
USD790 million in 2006, and to USD2,241 million in 2014 (Figure 3.1).

The increase of public revenues not only depended on the changes in the
hydrocarbons’ regulation, which increased the tax rate from 18% (Sanchez de
Lozada) to 50% (Carlos Mesa) and 82% (Evo Morales) of the production value.
Another factor allowing the boom in the hydrocarbons sector was the increase
in the international price of oil, which is closely linked to the price of natural
gas. As the price of oil increased, so did the export price of natural gas.
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Figure 3.1 Hydrocarbons’ taxes under different regimes (in millions of bolivianos)
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Source: Own elaboration using data from Unidad de Andlisis de Politicas Econdmicas y Sociales (UDAPE):
www.udape.gob.bo/
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The boom in the hydrocarbons sector triggered a steady increase in govern-
ment revenues, but also in expenditures. As Figure 3.3 depicts, government
revenues and expenditures increased substantially from 2006 onwards. In the
eight years from 2006 to 2013, the fiscal balance showed a surplus (as a matter
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Figure 3.2 Hydrocarbons’ tax and WTI
Source: Own elaboration using data from UDAPE
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