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Oil rents turn democratic governments into authoritarian governments. They also help to
consolidate and sustain authoritarian rule once in place. These are the claims several
authors make connecting the rents from oil with the emergence and consolidation of
authoritarian rule.1 One of the most important causal connectors between large oil
revenues and authoritarian rule is the way in which governments spend these rents from
the oil sector. Some authors claim that rentier governments spend oil money to expand
their political machines through patronage and clientelism, to buy off political loyalties,
and to enlarge the repressive apparatus to suppress discontent. Several of these scholars
argue that rentier theories adjust well to most countries in the Middle East (e.g., Saudi
Arabia, United Arab Emirates, Qatar, and Iran), as well as to others in Africa (Nigeria,
Angola, Algeria, and Libya), Southeast Asia (Indonesia and Malaysia), Latin America
(Venezuela, Ecuador, and Mexico), and even Europe (Russia and Azerbaijan). Oil-
dependent governments can also spend revenue from oil booms on public goods, such
as public infrastructure or social services, which appeal to a larger portion of citizens
and may broaden the support base of their electorate. Norway is the quintessential case,
an oil state in which there seems to be no rentier effect, as well as Canada, Australia,
and the United Kingdom. When do oil-dependent governments decide to spend oil rents
to expand their political machines through patronage, clientelism, and an enlarged
repressive apparatus and when do they decide to provide better public services to their
citizens to expand the support base of their electorate? This article analyzes the
conditions under which large increases in oil rents produce more patronage and
clientelism versus more spending in public services.

In opposition to conventional rentier theories, this study argues that patronage
spending tends to increase when oil rents decline in contexts of job destruction in the oil
sector. Under those circumstances, incumbents use patronage to contain social
discontent and secure their core voters. On the contrary, an increase in rents in
contexts of job creation in the oil sector tends to increase capital investment. Under

101



those conditions, the public sector cannot compete with the salaries of the expanding oil
sector (for both unskilled and skilled workers) and has to cope with its demands for
better infrastructure and more social services for their employees. Incumbents also use
capital spending to target broader constituencies and potentially increase their political
returns.

A key contribution of this study is that it uses indicators measured at the
subnational instead of the aggregate national level. The Argentine provinces are
particularly valuable to the study of the impact of oil rents. First, oil prices increased
substantially between 2000 and 2008, generating a huge exogenous revenue shock for
oil-producing provinces.2 Revenue from the oil and mineral sector more than tripled in
the six most important oil-dependent provinces, skyrocketing from 11 percent of the
provincial budget in 1998 to 36 percent in 2002. Oil rents escalated from 25 percent in
1999 in Neuquén, one of the most important oil-producing provinces, to 65 percent in
2002. This large exogenous shock makes it easier to identify the fiscal, political, and
socioeconomic impacts of oil rents. Secondly, there is enormous variation in the
percentage of the provincial budget that depends on oil revenue as well as in provincial
patronage spending (see Definitions and Data below). This variation allows us to
analyze the fiscal effects before, during, and after the last oil boom. Moreover, oil and
mineral producing provinces in Argentina decide autonomously (without federal
regulations) how to spend their rents. Finally, there are many other variables that can be
controlled among provinces, such as national (federal) institutions of government,
cultural factors (relevant in other federal countries such as India, South Africa, and
Nigeria), and other unobservable, but possibly relevant, explanatory factors that may
vary substantially across countries but are often unmeasured or poorly measured in
cross-national research.3

This article relies on original panel data on oil and mineral rents and provincial
revenues and expenditures for the twenty-four subnational units in Argentina in the
period between 1983 and 2013. Using descriptive statistics, regression analysis for
panel data, and two case studies, it presents and discusses the main findings in the
Argentine provinces and explores the theoretical implications for the comparative
debate on the political and socioeconomic effects of oil rents.

Oil and Mineral Rents: Curse or Blessing?

The original works on “rentier states” defined them as “countries that receive on a
regular basis substantial amounts of external rent”4 or “those in which natural resources
rents provide a significant share of the government’s revenue.”5 A growing body of
literature is concerned with the political, economic, and social consequences of large
amounts of external rents from oil and minerals. While some of the literature on the
political effects of oil rents empirically associates them with authoritarian rule,6 several
studies openly challenge this relation.7 Others, still, argue that both negative and
positive effects can take place depending on the context, but that these effects cannot be
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generalized.8 Some studies find that oil revenues only help autocracies to survive,9 but
others show that oil wealth helps to sustain and consolidate democracies.10

Many of those who claim that large amounts of external rents from oil and minerals
lead to authoritarian rule connect the two variables through three main effects: taxation,
spending, and repression.11 The “taxation effect” connects states’ reliance on large oil
rents with a decline in taxes, which in turn produces a reduction in popular pressure for
government accountability. Several authors find empirical evidence for the relationship
between a larger dependence on external rents and a reduction in other more-difficult-to-
collect forms of revenue, such as income taxation;12 however, other authors have
challenged these findings, even for the same cases.13 Changes in societal accountability
have been elusive and hard to observe and measure, especially in developing countries.
The “spending effect” refers to the role exogenous shocks of rents play in fueling
patronage and clientelism to buy off political loyalties, generate an electoral advantage
for the incumbents to remain in power, and in the end consolidate authoritarian
governments.14

One of the most important causal connectors between large oil rents and
authoritarian rule is the way in which governments spend this revenue from the oil
sector. Governments can spend it in expanding their political machines through
patronage and clientelism, as well as enlarging their repressive apparatus through larger
defense and security spending. Or they can spend revenue from oil booms on public
goods, such as public infrastructure and better social services, such as health, education,
or housing. This article analyzes the spending patterns in oil-producing districts to
disentangle whether large increases in rents produce the effects that part of the literature
sees as linked to authoritarian rule. It tests the spending effect for two main reasons.
First, there is inconclusive empirical evidence and intense theoretical discussion on
whether oil rents increase patronage and clientelism. Without having precise empirical
evidence on the spending effect, it is difficult to analyze the impact of oil and mineral
rents on a political regime. Second, the Argentine provinces are particularly appropriate
to test the spending effect, as increases in oil rents are fundamentally exogenous, several
variables are controlled, many others are subject to wide variation across districts, and it
is possible to expand the number of cases as well as increase variability among them.15

The “repression effect” indicates that oil and mineral revenue allow rentier states to
boost their funding for internal security and to build up the armed forces to better
prepare themselves against popular pressures, repress dissent, and hamper democratic
demands.16 There are some difficulties in testing the “repression effect” at the
subnational level. First, it is hard to sustain that subnational units are separated
“regimes” from the national polity. Second, while one can test whether oil rents produce
an increase in security spending, which may be a proxy for repression but not a direct
measure of it,17 it is not possible to test the repression effect through the role of the
armed forces because provinces do not have authority over them. In any case, this study
concentrates on the fiscal impact of oil rents, considering that there are limits in the
capacity of subnational units to repress dissent and popular pressures through their
security apparatuses. Thus, it focuses on the impact of oil rents on the fiscal decisions
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politicians make in relation to their budget and not on how those decisions affect the
characteristics of the political regime. Future studies can further explore the connection
between those fiscal policies and the political regime.

Rents, Patronage, and Social Spending

This study introduces a structural conditional effect between oil booms and government
spending.18 This structural factor refers to the characteristics of the labor market in the
district. The main working hypothesis is that patronage spending will increase when
rents decline in contexts of job destruction in the oil sector in oil provinces. Under those
conditions, provincial incumbents behave counter-cyclically and use patronage to
contain social discontent and secure their core voters. Provincial government spending
thus serves an insurance function. In contrast, an increase in rents in contexts of job
creation in the oil sector in the district will increase capital investment, which
incumbents will use to target broader constituencies and potentially increase their
electoral returns (See Figure 1).

In oil-dependent economies, where oil is by far the most important source of
revenue and also one of the main employers in the local labor market, booms drive most
workers into the oil sector. Research shows that, typically, in rentier states, only a few
people are engaged in the generation of oil rent, while the majority is involved in the
distribution or utilization of it.19 The data reveal that a large share of GDP, 23 percent
on average, depends on the oil sector in the Argentine oil-producing provinces, reaching
up to 70 percent of GDP in Neuquén (in 1999). More importantly, the oil sector also
employs a substantial share of the labor market of these provinces, averaging 7.5
percent in the six main oil-dependent provinces, but reaching 21.3 percent in cases such
as Santa Cruz (in 2014).20

When the price of oil is high, and the oil sector is booming and demands workers,
the public sector cannot compete with the salaries the oil economy can offer, both for
unskilled and highly trained workers.21 Governments in oil-producing districts also
have to cope with this sector’s demands for better infrastructure (roads, bridges,
communications) and more social services (ranging from health, sanitation, and housing
to education) for their employees and their families. The oil sector generates strong
deficits in the coverage of these services and in basic infrastructure due to the significant
increases in population in oil-producing areas. The main effect on government spending
is that provincial governments will be more likely to reduce personnel spending (or at
least maintain it) and funnel the increasing revenue from oil into capital spending
(Figure 1; Cell A).

During contractions in the oil market, however, the local economy will not have the
capacity to employ all those workers laid off by the oil sector, especially in oil-
dependent and less diversified economies. Thus, provincial (and local) governments will
receive more pressures from the unemployed.22 Discontent, demonstrations, strikes, and
protests are likely to mount during such periods. Under these conditions, provincial (and
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local) politicians will be more likely to increase personnel spending and reduce capital
spending (Figure 1; Cell D). This increase in public employment is not the consequence
of authoritarian-prone politicians trying to buy off political loyalties and repress
discontent, as claimed by some authors. Rather, it is the result of layoffs in the volatile
oil economy and the role the provincial public sector plays in easing the social tensions
that result from large scale unemployment and social unrest. In complex and diversified
economies, other sectors of the economy tend to absorb (at least in part) those
unemployed by the oil sector. Therefore, oil booms have a weaker spending effect in
economically complex and more diversified hydrocarbon economies than in typically
oil-dependent provinces. When oil booms generate high rents but in contexts of little job
creation in the oil sector,23 we could expect patronage spending to increase because
salaries would not rise as dramatically as when demand for jobs in this economic sector
is high (Figure 1; Cell B).

The main difference between the two previous scenarios (Cells B and D in
Figure 1) is the fiscal capacity of the public sector. Under conditions of low oil revenue
and weak demands for jobs in the oil economy, governments would face more limits
in their capacity to increase patronage, so social mobilization, protests, and popular
discontent will be more likely to rise. When falls in the price of oil occur in contexts of
oil job creation (this could happen when oil companies are expecting improvements
in prices in the medium or longer terms and decide to invest in exploration and
drilling and, hence, employ more labor24), capital spending will be more likely to
increase marginally (Figure 1; Cell C). This is a marginal improvement because of
the limited fiscal capacity of the provincial government to expand its budget due to
lower oil revenue.

In sum, sharp increases in oil rents could be associated with decreases in patronage
spending, rather than the opposite. Higher oil prices and more activity in the oil sector
allow decompressing pressures for employment in the public sector. Increasing oil rents
and falling personnel spending could lead provincial governments to intensify capital
investment to cope with the demands of public services and infrastructure from the oil

Figure 1 Theoretical Expectations. Structural Conditional Effects
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sector. Capital investment can target broader constituencies and potentially increase the
electoral returns of the incumbent. On the contrary, lower activity in the oil sector
increases pressures for employment in other sectors of the economy. In oil-dependent
provinces, these workers are mainly absorbed by the public sector. During periods of
crisis in the oil sector, provincial governments will be more likely to increase public
employment especially targeted to their core constituents as a way to increase their
electoral security and ease social tensions.

Definitions and Data

“Rentier provinces” are those in which rents from oil and minerals provide a significant
share of the government’s revenue (borrowing Dunning’s definition for rentier states).25

To operationalize rentierism, this study classifies provinces by how significant oil and
mineral rents are as a percentage of the total provincial revenue. For Herb, natural
resource dependency and rentierism are not equivalent concepts and should not be
operationalized in the same way. The former is measured as the share of natural exports
as a percentage of GDP, while the latter is measured as the percentage of rents in
government revenues.26 Several authors recommend using mineral-based revenues as a
share of state revenue as an ideal measure to capture the impact of oil and mineral rents
on the public budget.27 This study reports the dependent variable as the share of the total
budget and does not work with its yearly change. The main reason is that the Fisher-type
unit-root test is significantly less than zero (p,0.0000), so we can reject the null hypothesis
of a unit-root in favor of the alternative that the dependent variable is stationary.

Some authors recognize that cross-national research has problems using this
measure as data are only available for a handful of states over irregular periods of
time.28 Reliable provincial budget data for the Argentine provinces are available for a
relatively long time series (1983–2013) and are comparable. The data are measured in
the same way across provinces, collected, and provided by the federal Ministry of
Economy. This study also relies on data from the statistics offices of oil-producing
provinces. These data were collected during fieldwork conducted between 2016 and
2017 (See Table 2A, Online Appendix for data sources and years).

There is enormous variation in the main independent variable: the overall average
of the provincial budget that depends on oil rents is 6 percent, but it ranges from 0 to
almost 65 percent of the provincial budget (the standard deviation is high at 12 percent).
Provinces can be divided among those that are “oil-dependent provinces,” which
generate substantial revenue from oil, gas, and minerals as a share of their total budget
(above the mean value) for the period; and “oil-producing provinces,” which are those
that generate some revenue from oil, gas, and minerals (below the mean). According to
this classification, six provinces are oil-dependent provinces: Neuquén (the yearly
average is 38 percent, with the highest value of 65 percent), Santa Cruz (29 and 55
percent, respectively), Chubut (27 and 52), Tierra del Fuego (20 and 52), Rı́o Negro (11
and 23), and Mendoza (11 and 22). Oil-producing provinces can be divided into two
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more groups. Sizeable oil producers, which are those that generate at least 2 percent of
their revenue from oil on average: Salta and La Pampa. And minor oil and mineral
producers, which generate less than 2 percent of their revenue on average: Catamarca,
Entre Rı́os, Formosa, San Juan, Corrientes, and Jujuy. The rest of the provinces do not
receive revenue from oil and mineral rents (See Figure 1A, Online Appendix).29

The other key independent variable is the size and relevance of the oil sector in the
district, which is captured by employment in the oil and mining sectors as a share of the
total employment in the province. The oil sector employs a substantial share of labor in
oil-dependent provinces, averaging 7.5 percent, but ranging from 21.3 percent of the
labor force in Santa Cruz, 15 percent in Neuquén, and 12.5 percent in Chubut (data for
2014), to values between 4 and 2.3 percent average in provinces such as Tierra del
Fuego, Mendoza, and Rı́o Negro (data from INDEC for the years 1996–2014).30

Provincial spending is divided into two main dependent variables: patronage
(i.e., personnel spending or public employment; these labels are used interchangeably),
which is spending on private goods; and capital spending (i.e., schools, housing and
urban development, health infrastructure, and roads), which is spending on public
goods.31 The years covered are 1983–2013 and the source of the data is the Ministry of
Economy. Patronage spending varies widely among districts. The average is almost half
of the total provincial budget (48 percent), but it ranges between very low (13 percent)
and very high values (70 percent; the standard deviation is almost 8 percent). Variation
in capital spending is also large. The average is 19 percent of the total provincial budget,
ranging between very low values, close to 1 percent, to very high values, close to 68
percent of the budget (the standard deviation is also high at 10 percent).

The main socioeconomic control variable is provincial poverty (number of people
or families below poverty line or with unsatisfied basic needs; 1983–2013). We can
expect personnel spending to increase when social conditions deteriorate, as the public
sector would try to absorb workers to limit these negative social effects.

The main fiscal control is (the natural logarithm of) per capita federal transfers.
Including this variable is important to account for transfers (legally mandated and
discretionary) as well as grants that the federal government allocates in each district. In
terms of the expected effects, one possibility is that federal transfers would generate
more capital spending, as provincial governments can save and invest more. Another
option is that federal transfers may lead to more patronage spending as provincial
politicians may use them to expand clientelism.

Other structural control variables are national GDP growth (data for 1990–2013)
and state population (1983–2013). We can expect provincial capital spending to
increase when the economy is expanding, and more personnel spending when the
economy is contracting. This is so because the public sector would absorb workers to
limit the negative effects of a contracting economy. We may also expect more personnel
spending when the state population is larger, as provincial bureaucracies should be
larger and more complex in larger states. The analysis utilizes the natural logarithm of
the main variables to normalize the data (histograms show a more normal distribution
when the natural logarithm is used for the selected variables).
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Method

This work explores the relationships among variables using regression analysis for
panel data. The Breusch-Pagan/Cook-Weisberg test and a scatterplot for the error term
in the main models indicate that there is heteroskedasticity in the error term and the
Wooldridge test reports autocorrelation in the panel data. A conventional way to test the
different models would be using ordinary least squares regression with panel corrected
standard errors (PCSE), to compute the variance-covariance estimates and the stan-
dard errors assuming that the disturbances are heteroskedastic and correlated across
panels.32

The p-value for the Hausman test indicates that the difference in the coefficients
using random and fixed effects is 0.03. Although this value is close to the 0.05 limit,
this work reports fixed effects models by including regional dummies in the main
models. The fixed effects approach can address the omitted variable bias induced by
relevant time invariant differences between subnational units. Underlying geo-
graphic and administrative differences between subnational units are probably
correlated with the presence, sophistication, and value associated with the oil
industry. Therefore, regional dummies are included for the most relevant regions in
the country: Patagonia, Pampas, Littoral, Northwest, and Cuyo. These dummies
serve the purpose of capturing relevant geographic, historic, and political factors,
and they are even a good proxy for administrative differences among provinces. The
twenty-four provincial dummies are not included in the models because there are
relatively few observations on each unit (the average is 12) and because including
such a large number of dummies in a relatively small number of cases generates
collinearity with some independent variables (especially those that change little
over time, such as population), eliminates much cross sectional variance, and tends
to over-fit the models.

Results of the Wald test to decide whether the models require time fixed effects
indicate that we fail to reject the null hypothesis that all years’ coefficients are jointly
equal to zero, therefore no time fixed effects are required. A lagged dependent variable
is not included either because the dependent variable changes substantially over time
and because including it distorts results, inflating the explanatory power of the lagged
variable and improperly under-estimating or suppressing the explanatory power of
other independent variables or reversing the signs of the coefficients.33 The limited
number of years in the dataset and some sporadic missing values for some states,
including a lagged dependent variable, will also seriously diminish the number of
observations.34

Empirical Analysis

Basic pairwise correlations between oil rents and personnel as well as capital spending
seem to support the main theoretical expectations. Both correlations are relatively robust
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and statistically significant, but the one between oil rents and personnel spending is
negative (-0.31), while the other one, between rents and capital spending, is positive
(0.34). These results are even more robust if we select only the six oil-dependent
provinces. The correlation coefficient between rents and personnel spending is negative
and larger than the previous (it increased from -0.31 to -0.55), while the one between
rents and capital spending is positive and larger (it augmented from 0.34 to 0.57) (See
Table 1A, Online Appendix).

Figure 2 supports these findings and reports the trends over time of the three main
variables. The 2000–2009 oil boom reveals the sharp increase in oil and mineral rents,
with its associated decrease in current spending and the increase in capital spending.
This can also be identified in other periods of time (See Figure 2).

Despite this general trend, there are noteworthy differences among oil-dependent
provinces. The negative correlation between oil rents and personnel spending is
particularly strong in Tierra del Fuego (-0.86) and Neuquén (-0.55), followed by Chubut
(-0.46) and Rı́o Negro (-0.31). All these coefficients are statistically significant. This
correlation is less robust in Mendoza (-0.26) and Santa Cruz (-0.14), and loses statistical
significance for these two cases. Public employment in Santa Cruz is very stable and

Figure 2 Oil Rents, Personnel, and Capital Spending as a Share of the Total
Provincial Budget of Oil Dependent Provinces (1983–2013)

Source: Ministry of Economy and Public Finance (See Table 2A, Online Appendix).

109

Lucas I. González



Mendoza’s economy is the most complex and diversified of the six oil provinces (See
Figure 2A, Online Appendix).

Regression Analysis

Table 1 reports the results of the main regression models. They provide support for the
main theoretical expectations. The structural model reveals that, ceteris paribus, a rise in
oil rents produces a reduction in current spending when employment in the oil sector
increases. When the oil economy employs a large portion of workers, pressures for
personnel spending in the provincial public sector diminish. Local politicians invest oil
rents in capital spending to cope with the infrastructure demands of the sector as well as
target broader constituencies and have a larger electoral impact. In contrast, diminishing
oil rents and lower employment in the oil sector mean more pressures for increased
personnel spending in the provincial government. Provincial leaders use this as a
political counter-cyclical strategy to contain social tensions resulting from unemploy-
ment and secure core voters.

Table 1 PCSE Results, Main Models

Variables
Model 1: Patronage

Spending
Model 2: Capital

Spending

Oil Rents * Employment
in the Oil Sector (nat. log.)

-0.022*** 0.065***
(0.003) (0.019)

Oil Rents (nat. log.) 0.016** -0.033
(0.007) (0.032)

Employment in the Oil Sector
(nat. log.)

-0.011 0.197***
(0.014) (0.072)

Provincial Poverty (nat. log.) 0.012 0.310***
(0.037) (0.114)

Total Federal Transfers,
per capita (nat. log.)

-0.014 0.114*
(0.024) (0.058)

National GDP Growth (nat. log.) -0.021 0.083**
(0.017) (0.037)

Provincial Population (nat. log.) -0.017 0.080
(0.020) (0.061)

Regional Dummies Omitted
Constant 4.208*** 1.153

(0.352) (1.025)
Observations 202 202
R2 0.26 0.20
Cross-sectional units 17 17
Dependent variables: Patronage spending (share of the provincial budget) for Model 1, and capital spending
(share of the provincial budget) for Model 2. Unstandardized regression coefficients. Standard Errors
reported in parenthesis. * p,0.100; ** p,0.050; *** p,0.010.
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The interaction term between oil rents and employment in the oil and mineral
sectors indicates that, controlling for third variables in the model, a one percent increase
in rents and employment decreases current spending by 0.02 percent of the budget
(Model 1) and increases capital spending by 0.23 percent of the budget (Model 2).35

Both interaction terms are statistically significant at less than 0.001 percent. If revenue
from oil for all provinces tripled between 1999 and 2002, it means that patronage
diminished 6 percent and infrastructure spending skyrocketed 69 percent, on average.
This effect is moderated by the milder average increase in oil employment. In fact,
Figures 3A and 4A show the interaction plots and report the predicted average marginal
effect (with confidence intervals) of the previously fit models (1 and 2). Controlling for
the main third variables, we can see a negative marginal effect of increasing oil rents on
provincial patronage spending when employment in the oil sector also augments
(Figure 3A, Online Appendix) and a positive marginal effect of the same independent
variable (and controls) on capital spending when oil employment increases (Figure 4A,
Online Appendix).

Fiscal and socioeconomic controls seem to be less relevant than the variables in the
main models. In particular, the results reveal that poorer districts tend to allocate more
capital spending as a share of the budget, but not more current spending. Holding the
other variables constant, a one percent rise in provincial poverty increases capital
spending 0.3 percent (Model 2), but it is not statistically related to changes in current
spending (Model 1). Federal transfers are not statistically related to personnel spending,
and they are positively related to capital spending, although close to the 0.1 limit of
statistical significance (and above the 0.05 threshold). Population is not statistically
related to the outcome variables either. The coefficients for this variable do not reach the
standard values of statistical significance in either of the models.

The R-Squares oscillate between 20 and 26 percent. They indicate that about three
quarters of the variation in the dependent variables is left unexplained and that we need
better models to account for changes in patronage and infrastructure spending beyond
oil rents and the controls variables used in the models. Case studies, particularly in oil
provinces, may contribute to a better understanding of the mechanisms linking the
variables and the idiosyncratic factors involved in the process.

The Cases of Neuquén and Mendoza

In this section, the study examines the cases of Neuquén and Mendoza to illuminate the
interaction of the main variables and detail some of the main mechanisms that lead to
the observable effects. These cases were selected because they are very different and
show large variation both in their dependent and independent variables.

Neuquén is an oil-dependent economy with a dominant ruling party. If one wanted
to argue that oil rents fuel executive dominance, Neuquén would be the quintessential
rentier province.36 The Movimiento Popular Neuquino (MPN) has been uninterruptedly
in power in the provincial government since the transition to democracy (and even
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before, as it won all provincial democratic elections since 1962).37 Oil rents represent
almost 40 percent of the total provincial budget on average for the series (it reached 65
percent in 2002), the largest share among oil-dependent provinces. If rentier theories
were correct in relation to the expected fiscal impact of oil rents, patronage spending
should augment and public infrastructure diminish when oil rents soar. However, the
results are exactly the opposite: when the oil sector expanded (especially between 1999
and 2005), it put heavy pressures on the public sector to cope with basic infrastructure
and social services, ranging from roads to hospitals, schools, and housing for workers.
These pressures were dramatic all across the province, but particularly in oil-producing
towns, such as Añelo, which more than tripled its population during the shale oil boom
(its population skyrocketed from 1,742 inhabitants in 2001 to 6,000 in 2015) and has
only a primary health care service and no hospital; or Rincón de Los Sauces, where the
local hospital has only thirty-eight beds for 26,353 inhabitants (its population was
10,129 in 2001).38 In relation to housing, the oil sector generated a deficit of 16,614
homes in the province during the last oil boom.39 As we expected, and in part due to the
significant increases in population due to the jobs created in the hydrocarbons economy,
the oil sector generated strong deficits in the coverage of basic social services (e.g.,
education and health) and basic infrastructure (e.g., roads and housing), which added up
to the existing ones of such services.40

These figures could explain why the 278 percent increase in oil rents between 1995
and 2002 (from 23.2 percent of the provincial budget in 1995 to 64.5 percent in 2002)
led to a sudden and quick 237 percent rise in capital spending in only three years (it
increased from 8.1 in 2000 to 19.2 in 2003) (see Figure 2A, Online Appendix).41 These
short-term changes reveal that provincial policies are not very “sticky” or difficult to
change over time. The most important public works were roads, public housing,
hospitals, and schools. These public works were mainly located in the oil-producing
areas.42

Another effect of an expanding oil economy is that the public sector in Neuquén
had to cope with enormous difficulties to hire and even retain skilled workers. Such
workers (especially in the management and technical levels) prefer to work in the oil
sector because salaries are much higher than in the provincial bureaucracy.43 However,
the public sector in Neuquén had also problems hiring and retaining employees in the
health and security sectors (physicians, nurses, and policemen), as well as workers in
basic administrative functions of the provincial bureaucracy (lawyers and accountants).44

While capital spending as a share of the provincial budget increased, personnel
spending, on the contrary, diminished during the oil boom, from 51.34 percent of the
budget in 2001 to 37.5 in 2004, and 34.5 in 2006. Public employment as a share of the
total private employment diminished almost 16 percentage points during the oil boom,
from 65.4 percent in 2000 to 49.6 in 2007. Even the number of public employees in the
core of the provincial administration remained practically unchanged and did not
expand, as rentier theories would predict: it increased 1.7 percent yearly between 1999
and 2002, the key four years of the oil boom, while oil rents increased an average of
39.7 percent each year between 1995 and 2002.45 Despite this marginal global rise, the
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number of public employees in the area of economic affairs (i.e., services to the
industrial sector) diminished 24.6 percent (from 4,207 in 1999 to 3,171 in 2006), while
it increased 5 percent on average each year in the area of social services (e.g., health,
education, and housing; from 22,820 in 1999 to 32,039 in 2007). These figures reflect
the struggles in the provincial administration to retain skilled workers in the area of
economic services and the demands from the oil sector to hire them and its pressures on
provincial social services.

When the oil economy began to contract, especially after 2009, the public sector
faced weaker pressures for public infrastructure from the oil sector but tougher partisan
demands to increase public employment and social programs to cope with the weaker
needs of workers of the oil sector.46 As an indication of that, the budget share of capital
spending decreased more than 10 points (from 19.2 in 2003 to 8.9 in 2012), while
personnel spending, on the contrary, increased almost 16 points (from 34.5 percent of
the budget in 2006 to 50.4 in 2012),47 and social spending rose from 18 percent of the
total budget in 2000 to 21.9 percent in 2009. These results reveal a clear counter-
cyclical behavior in the provincial government.

In 2009, Neuquén was the province with the largest number of protests (316),
followed by the city of Buenos Aires and its suburban area. That same year, according
to the Labor Undersecretary of Neuquén, there was a strike every two days. In 2015, the
number of protests in Neuquén increased to 352.48 The incumbent MPN used patronage
and current spending to contain social discontent and secure their core voters during the
period of economic hardship in the oil sector. While oil rents may have helped the MPN
to remain in power since 1962, the empirical evidence seems to show it was not through
the fiscal effect some rentier theories proclaim. Although more research is needed to
conclude whether oil rents created an electoral advantage for the incumbents, it may
well be hypothesized that larger capital investment increased their electoral base and
support from voters.

Mendoza is a more complex and diversified economy. It also has a very
competitive party system: four Radical and five Peronist governors have alternated in
office since 1983. Reelection is banned. Under these conditions, rentier theories would
not expect the fiscal effects of oil rents to take place (or at least they should be milder),
but the opposite occurred in this case too.

Oil is an increasingly important sector in the province: it represents 11 percent
average of the global provincial GDP, but it increased from 9.3 percent in 1996 to 14.9
percent in 2009. More significantly, oil rents increased over 500 percent during the oil
boom, from 4.04 percent of the provincial budget in 1995 to 21.6 percent in 2002.

Despite the sharp increase in oil rents, this sector did not demand more workers
during the oil boom. Employment in the oil and mining sector as a share of total
employment has been particularly stable in Mendoza: the mean value is 1.9 percent
and the standard deviation 0.2, marginally decreasing from 2.3 percent in 1996 to
1.8 in 2014. The number of workers in the oil and mining sector has also remained
very steady during the entire period, marginally increasing from 4,000 in 2006 to
4,300 in 2009.
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This situation may be partially the consequence of other sectors demanding skilled
workers with competitive salaries: the service sector represents 40 percent on average of
the total employment in the province and the industrial sector about 21 percent
(1996–2014). The share of the service sector has increased over time, while the share of
the industrial sector has been quite stable. Given the context of weak demand for
workers, there was nothing similar to Neuquén’s population booms in oil-producing
areas, such as Añelo or Rincón. Hence, necessities and pressures for public
infrastructure from the oil sector were more diluted. As a result of weaker pressures,
oil rents were not fundamentally invested in public infrastructure, as in Neuquén. In
fact, capital spending was cut in almost 50 percent, decreasing from 8.7 percent of the
budget in 1997 to 4.8 in 2002 (these shares are very low compared to Neuquén’s).
Revenue from the oil boom was mainly allocated to hire more workers in the public
administration. The total number of public employees increased a noteworthy 35
percent during the oil bonanza: from 67,600 in 2006 to 91,600 in 2014. Provincial
personnel spending remained high during the entire period (See Figure 2A, Online
Appendix), increasing even more during the years of the oil boom (from 45.2 percent in
2005 to 50.3 in 2009). When the oil sector contracted after the oil booms, layoffs did not
spark protests and mobilizations as in Neuquén. This was partially the result of other
sectors of the economy being able to absorb part of those unemployed by the oil
economy: the service and industrial sectors as well as commerce increased their share of
total employment after the oil boom ended in 2009. Pressures on the public sector to
hire the layoffs were also weaker than in Neuquén.

Conclusion

Some rentier theories contend that patronage and clientelism are the critical link
between large oil rents and authoritarian rule. Without the social accountability taxes
generate, politicians spend the windfall of oil rents on patronage and clientelism to buy
off political loyalties, repress dissent, and remain in power. Rents turn democratic
governments into authoritarian regimes. This article contests the linear relationship
between rents and patronage and provides evidence related to spending policies,
indicating that the fiscal connection in rentier theories is conditional: the large N
empirical analysis and the case studies explored in this article show that oil rents are
associated with more patronage only when the oil sector lays off workers and provincial
governments have to ease social tensions and secure core voters. The results provide
evidence of counter-cyclical behavior where state spending increases in times of crises,
sustaining employment and fending some of the effects of the crisis.49 When the oil
economy expands and hires new workers, the public sector cannot compete with its
salaries and has to cope with its strong demands for better infrastructure and social
services. Hence, governments tend to invest more in public goods, such as schools,
hospitals, or road infrastructure. Under these conditions, and as a consequence of
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provincial governors behaving counter-cyclically, oil booms may expand infrastructure
investment.

This research raises some implications for the comparative debate. The oil-
dependent provinces analyzed here are similar to some oil states in certain periods of
time. For instance, the main variables in the case of Neuquén had similar values as
Venezuela did during the 1970s and 1980s. Venezuela nationalized its oil in 1976 after
a massive increase in oil prices in 1973, which led to an unprecedented boost in
revenues (10 billion USD during the 1973–1974 oil boom) and the hiring of a large
share of workers (up to 6 percent of the total labor force in 1989, including 3 million
Colombians who had moved to Venezuela).50 As in Neuquén during the oil boom,
patronage spending was moderate while investment in infrastructure through large
capital-intensive development projects was immense: the average capital investment in
Venezuela during the 1970s was 38 percent of the budget (with a peak of 60 percent
during the oil boom in 1974) and 24 percent in the 1980s.51 Between 1958 and 1980,
inflation-adjusted spending on education increased more than twenty times, while
spending on health increased five times. The education budget rose from 6 to nearly 19
percent of total government spending over the same period.52

When the oil economy shrank, layoffs skyrocketed (informal jobs increased from
35 percent in 1980 to 53 percent in 1999) and protests exploded during the late 1980s
(leading to the riots in which hundreds were killed during the 1989 Caracazo); more
than 5,000 protests occurred between 1989 and 1992.53 As a result, capital spending
sank (the average for the 1990s was 13 percent, with the lowest value of 9.7 percent in
1994) and patronage spending skyrocketed (the average for the 1990s was 78 percent of
the budget, with a peak of 84.3 precisely in 199954) as oil rents were used to contain
social conflicts and secure core voters. The fiscal effect of oil rents worked in line with
the expectations of rentier theories as the capacity of the oil sector to generate jobs
plummeted, especially in the oil company PDVSA.

One of the key questions in the literature on the effects of oil rents is how can we
account for the variation in outcomes in cases as different as Norway or Canada from
Iran, Nigeria, or Venezuela. This study explored the Argentine provinces because they
are an exceptional setting to study the empirical implications of rentier theories. It
suggests that political scientists should consider structural variables to mediate the fiscal
impact of oil rents. More work at the subnational level can further illuminate the
comparative research agenda on the fiscal as well as socioeconomic and political effects
of oil booms.

NOTES

The National Council for Scientific and Technical Research (CONICET) and Fundación YPF provided
funding for this project through PIO/CONICET-YPF project #133-201401-00022-CO and to conduct field-
work research in the provinces of Neuquén (April 2016), Mendoza (May 2016), Chubut (October 2016), and
Rı́o Negro (November 2016). Belén Cáceres provided crucial research assistance for this project. The author
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APPENDIX

Figure 1A Oil and Mineral Rents as a Share of the Total Provincial Budget
(1983–2013)

Source: Ministry of Economy and Public Finance (See Table 2A, Online Appendix).
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Table 1A Pairwise Correlations between Oil Rents and Personnel and Capital
Spending (1983–2013)

Variables (24 provinces)
Oil and Mineral Rents

(share of the provincial budget)

Personnel Spending
(share of the provincial budget)

-0.3142
0.0000

Capital Spending
(share of the provincial budget)

0.3417
0.0000

Variables (oil provinces)
Oil and Mineral Rents

(share of the provincial budget)

Personnel Spending
(share of the provincial budget)

-0.5535
0.0000

Capital Spending
(share of the provincial budget)

0.5730
0.0000

Note: The correlation coefficient is in the first line; the probability p is in the second.
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Figure 2A Oil Rents, Personnel, and Capital Spending as a Share of the Total
Provincial Budget of Oil Dependent Provinces (1983–2013)

Source: Ministry of Economy and Public Finance (See Table 2A, Online Appendix).
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Figure 3A Average Marginal Effect of Oil Rents on Patronage Spending, When Oil
Employment Increases
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Figure 4A Average Marginal Effect of Oil Rents on Capital Spending, When Oil
Employment Increases
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