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Abstract of Dissertation

Hired Education: Unemployment and Tertiary Education Under Resource Dependence

What determines public investment in tertiary education in resource-dependent

countries? | develop a political economy theory of the provision of tertiary education in
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resource-dependent developing countries. To explain variation in the provision of tertiary
education in these countries, | employ a mixed methods approach that exploits variation
both across countries and within countries over time. | contend that the provision of tertiary
education in resource-dependent developing countries is a response to concerns about
unemployment and can be explained by differences in regime type and exchange rate
arrangement. | argue that conditional on these two dimensions rulers pursue one of four
possible strategies for investment in tertiary education: private participation, patronage
politics, training tomorrow, and elite education. These strategies vary in level of spending,
scope, and connection to public sector employment. | explore the use of these strategies in
three case studies: Venezuela, Ecuador, and Qatar. This theory departs from existing
explanations by acknowledging that resource-dependent countries deserve a separate
explanation because public spending in this context is not redistributive. It expands our
understanding of resource-dependent countries and autocratic resource-dependent
countries specifically by providing an in-depth analysis of one component of social

spending.
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Chapter 1:
Hired education: tertiary education in resource-dependent developing countries

“Vocational and higher education should be oriented to the current and
prospective demands of the national economy.
This will assist in resolving employment issues for the population.
Higher education institutions should not limit themselves to purely educational
functions.”
In a speech to his countrymen in 2012, Eduardo Dos Santos, Angola’s long-time
ruler, remarked “There are today 17 universities and 44 higher education institutions in
Angola.” The line was one of the first in his speech, which was given after he won the
election that allowed him to continue his rule as president of Angola, a country he
presided over from 1979 until 2017. The prominent mention of the country’s
achievements in tertiary education at the start of an inauguration speech by any ruler is
somewhat interesting as such speeches tend to be reserved for larger themes and plans for
the future. The mention of this achievement is also surprising given that this investment
in tertiary education is taking place in a country where roughly one third of the
population is illiterate (World Bank 2017).
Dos Santos was not alone. One thousand miles to the north in Equatorial Guinea,
President Teodoro Nguema has announced that the country is working on a project to
create The American University of Central Africa. The university is located in the
country’s new capital, Oyala. It is an elite institution built in partnership with StoneHill

education, a consultancy specialized in higher education. Investment in tertiary education

above and beyond expected levels is not limited to Africa. In the Middle East, during



King Abdullah’s ten-year reign over Saudi Arabia the number of universities in the
country rose from five to 28. In Latin America, Venezuela’s Nicolas Maduro in
Venezuela celebrated when UNESCO recognized the country as having the fifth highest
university enrollment in the world.

The commitment to tertiary education in Angola is surprising not only in light of
the socio-economic characteristics of the country, but also because an authoritarian leader
rules Angola. Education is a public good and one that is thought to be important for
democracies; therefore existing studies of social spending and spending on education
specifically have argued that democracies should be more likely than autocracies to
provide education. To be certain, most of these studies have focused on the provision of
primary education and have only hinted that tertiary education spending might respond to
a different logic. What determines public investment in tertiary education in resource-
dependent countries?

This dissertation examines variation in strategies for investment in tertiary
education across resource dependent developing countries. It argues that two
characteristics of resource-dependent countries play an important role in determining
strategies for investment in tertiary education: political regime and exchange rate
arrangement. Regime type determines the motivations that rulers have to invest in tertiary
education whereas exchange rate arrangement determines the tools that they have
available to do so.

Angola has the second largest oil reserves in Sub-Saharan Africa, comparable in

size to those of Mexico and Norway. Most importantly, rents from oil are the largest



source of revenue for the government and account for a third of its GDP and over 90% of
its exports. Given these sizeable oil revenues, the government of Angola can finance
public spending without needing to tax its citizens. This dissertation explores one aspect
of public spending in resource dependent countries, investment in tertiary education. It
posits that this type of spending in resource dependent countries, like Angola, deserves a
separate explanation from redistributive public spending.

This chapter provides a theoretical framework for understanding the politics of
spending on tertiary education under resource dependence. The discussion unfolds as
follows. The first section discusses the problem of unemployment in resource dependent
countries. The second section includes the theoretical contribution of the dissertation
explaining the role of monetary policy and regime type in investment in tertiary
education in resource-dependent countries. | explain what | mean by resource
dependence, the distinct economic characteristics of resource-dependent countries, and
the role of the state in generating and distributing employment. In the third section |
outline the testable implications derived from the theory. In the chapters that follow, the
hypotheses are evaluated empirically through large-N quantitative analysis and case

studies.

1.1 Resource-dependent countries are a special case
Spending on tertiary education in resource-dependent countries merits a separate
explanation because government spending in these contexts is not redistributive as it is in

countries where the state relies on direct taxation, but rather distributive spending: the



government accrues rents from extractible natural resources and allocates those rents
responding to a logic other than redistributive logic. That is, because investment on
education in these contexts is not financed by one group for the benefit of another group
it should be determined by different factors than those that determine investment in
education in countries where direct taxation is the major source of revenue for the
government (Dunning 2008).

Some scholars use the term “resource abundance,” while others use “resource
dependence” to refer to the same phenomenon. In practice they are not the same. Many
countries are resource-rich but not resource-dependent. Canada, for example, has the
world’s third largest oil reserves, but rents from oil contribute less than one percent of
GDP, a fraction of taxation’s (11.8%) contribution (World Bank 2016). Canada then is
resource rich but not resource-dependent. In contrast, Trinidad and Tobago’s oil reserves
are estimated at 243 million barrels, a number that pales in comparison to that of Canada.
Rents from oil and natural gas, however, account for close to a third of government
income. | posit that resource dependence is different from resource wealth and that
resource-dependent countries are fundamentally different from non-resource-dependent
countries.

| argue that resource dependence is a binary condition, not one that occurs along a
spectrum. Countries that rely on rents from extractible natural resources cannot easily
find a substitute for this income when it begins to dwindle or disappears. The earliest
studies of resource-dependent countries contained this idea. Rentier states were thought

of as a separate category from other states (Beblawi 1987) not as a condition that could



occur along a spectrum. While studies of this type have distinguished between countries
it has often been to separate “rich rentiers” from “poor rentiers” not to separate more
rentiers from less rentiers, highlighting the fact that resource-dependence is binary.

The case of the embargo against Iran illustrates this point well. In January 2012,
the European Union announced an oil embargo on Iran, which was in effect from July
2012 until January 2016. The European Union was the second largest destination for
Iranian oil, after China, meaning that the embargo significantly and immediately reduced
the amount of rents available to the Iranian government. This, in the words of an Iranian
lawmaker, presented Iran with an “enforced opportunity” to move towards “a budget
without 0il” (quoted in Yong 2013). The “budget without oil” resulted in twenty percent
cuts to government programs, the suspension of a number of capital projects and
discussions about tax reform and changing the exchange rate. Iran is a resource-
dependent country. It depended on rents from oil to finance government spending. When
the rents all but disappeared abruptly, the government was not able to find a substitute
easily. In the years that the oil embargo was in effect, no other industry came to fill the
void left by oil rents. Instead, the country suffered under the embargo and when the
measures were lifted, it announced that it planned to increase oil production immediately,
prompting headlines like “Iran emerges from the shadows” and “Iran is back in business”
(CNN Money Jan 18 2016; The New Yorker Jan 25, 2016).

Resource dependence is not always treated as a binary condition in the literature.

Scholars make three important decisions in their definition of resource abundance. First,

they decide which resources to measure and how. Second, they decide what to put in the



denominator for the measure. Third, they decide if there is a cut-off point between
abundant/dependent and not-abundant/not-dependent. Sachs and Warner (1995) consider
resource dependence a continuous variable. They measured the dollar amount of
extractible natural resources (oil, natural gas and minerals) that the country exported.
They used the country’s GDP as the denominator for the measure. Similarly, Gylfason
(2001) measured the dollar amount of extractible natural resources produced and used
GDP as the denominator. Ross (2001) incorporates both approaches. He produced
separate indexes for oil-reliant and mineral-reliant states. In each case, he took the value
of the exports and divided it by GDP. He considered the 25 countries with the highest
indexes to be reliant on oil and minerals, respectively. He still used a measure of rents as
a share of GDP in his analysis of resource dependence. Dunning (2008) moved away
from using GDP and total exports in the denominator and instead considered the amount
of rents from natural resources accrued per capita in a given country. He included this
continuous variable as a measure of resource dependence and did not truncate the sample
to include only those above a certain threshold. Ross (2012) moves away from his
original measure and instead adopts the rents per capita concept that had become more
common in recent years.

Haber and Menaldo (2011) move away from looking at the contribution of
resources to the economy and focused instead on the contribution of resources to the
government. They incorporate the idea of fiscal reliance and the idea of resource
dependence as a binary condition. Their study estimates the relative contribution of rents

from natural resources to government revenue and in doing so come closest to capturing



the concept of a rentier state. They consider the 16 largest oil and gas producers and the
two largest copper producers to be resource-reliant. Barma, Kaiser, Minh Le and Vifiuela
(2012) follow the International Monetary Fund’s definition of resource dependence. They
take a three-year average of the contribution of resource revenue to total revenue and
consider a country resource-dependent if that figure is equal to or greater than 25 percent.
Smith (2015) focuses on a new mechanism: how much citizens’ buying power directly
depends on income from fuel rents, a concept he names “rent leverage.” Smith constructs
a measure of rent leverage by taking the ratio of fuel income per capita to income per
capita.

In practice all of the studies that examined only countries above a certain
threshold as resource-dependent (Dunning 2008; Ross 2011; Haber & Menaldo 2011,
Barma, Kaiser, Minh Le and Vifiuela 2012) considered resource dependence a binary,
though this characterization was not explicit in their work. Two characteristics of
resource-dependent countries are crucial to my argument: government spending is funded
by rents and the difficulty of creating employment. The measure that best captures these
ideas is the contribution of rents to government spending (Haber & Menaldo 2011 and
Barma, Kaiser, Minh Le and Vifiuela 2012.)

I do not expect that this concern about unemployment will vary yearly in
response to the price of oil or to income from resources. Rather, as explained above this
concern is common to countries that are resource-dependent. It follows that the
distinction that matters to the argument presented here is whether countries are resource-

dependent or not, not how much income they derived from the extraction of natural



resources at any one point in time. Identifying the characteristic of resource dependence
that produces the theorized outcome is crucial to advancing our understanding of these
countries. That is, as Humphreys (2005) argues, unless we understand the mechanisms
linking resources to conflict (or other outcomes) the advice of scholars working in this
area will be of little use to the policy community.

| am interested in how countries that rely on rents from natural resources provide
tertiary education. | am not interested in what variation in the amount of rents explains
(as is the case with most of the studies cited above), but rather on what other conditions
within these countries explain variation in the provision of this type of service. Because |
will be considering the contribution of extractible natural resources to government
revenue, I will use the term “resource dependence” in my study, as I think this is the one
that best captures the idea that a country finances its spending mostly with funds derived
from oil, natural gas, and minerals.

Because the correlation between the different measures of resource dependence is
surprisingly weak, determining what specific concept applies to the research is very
important. Ross’s (2001) measures of mineral reliance and oil reliance correlate with
Haber’s (2011) list of resource-dependent countries at only 0.5035. Neither measure
correlates well with average natural resources rents per capita. As argued above, | use the
dichotomous characterization to define the population of this study. To make sure that |
am not inappropriately truncating the population I include as resource-dependent
developing countries those that are included in Haber and Menaldo’s (2011) list of

fiscally reliant countries or in Barma, Kaiser, Min Le and Vifiuela’s (2012) list of



resource-dependent countries. This expansive definition includes 64 resource-dependent

countries of which 57 are developing resource-dependent countries (Table 1.1)

Table 1.1: Resource-dependent developing countries

Algeria Congo, Jamaica Morocco Sierra Leone | Yemen
Dem. Rep.
Angola Congo, Kazakhstan | Namibia South Africa | Zambia
Rep.
Azerbaijan | Ecuador Kuwait Niger Sudan
Bahrain Egypt Kyrgyz Nigeria Tajikistan
Republic
Belarus Equatorial | Lao Oman Trinidad and
Guinea Tobago
Bolivia Gabon Liberia Papua New | Tunisia
Guinea
Botswana Ghana Libya Peru Turkmenistan
Brunei Guinea Malaysia Qatar Ukraine
Darussalam
Cameroon Indonesia Mauritania | Russian Uzbekistan
Federation
Chad Iran Mexico Sao Tome | Venezuela
and Principe
Colombia Iraq Mongolia Saudi Vietnam
Arabia

Resource-dependent countries as described here are rentier states. Rentier states

are states whose economies meet three criteria: rents are the predominant type of income

in the economy, the origin of the rent is external to the economy, and only a minority of

the population is involved in the generation of the rent (Beblawi 1987; Mahdavy 1970).

These criteria shape the role of the state such that “the state becomes the intermediary

between the oil sector and the rest of the economy” (Abdel-Fadil 1979 cited in Yates

1996:24). In resource-dependent countries, the state is the direct beneficiary of the




external rents and this affects its role in society (Beblawi 1987), including its role in the

provision of education and employment.

Employment and unemployment in resource-dependent countries

The economic activity that generates the rent in resource-dependent countries is a
capital-intensive industry and as such it is associated with lower levels of employment
than other economic activities. It takes fewer people to generate a million dollars in
revenue from oil than it takes to generate a million dollars in revenue doing almost
anything else. For example, consider QAPCO and Saudi Aramco. QAPCO, Qatar’s
national oil and gas company, employs 1,400 people and is responsible for about 30% of
the GDP of the wealthiest country in the world (QAPCO 2014, World Bank 2016). Saudi
Arabia’s national oil company, Saudi Aramco, likely the world’s most valuable company,
employs about 65,000 people. The company generated $311 billion in revenue in 2012,

meaning that each employee generated about $4.7 million.

Resource dependence and unemployment

Countries that rely on extractible resources for a significant portion of their
revenue face potentially high unemployment rates. Though initially there might be a
boom in employment as the discovery of the commodity attracts workers to the sector
(Corden & Neary 1972), growth and employment decline later, an effect known as
“Dutch disease.” Dutch disease, a term coined by The Economist, describes the

difficulties facing the economy of the Netherlands in the years following the discovery of

10



large reserves of natural gas in that country. The term has come to refer to a rise in the
real exchange sector that makes exporting unattractive and produces pressures to de-
industrialize (Corden & Neary 1982).

Dutch disease affects resource-dependent countries through the spending effect
and the resource movement effect. The former refers to the effect that income from
natural resources during boom times drives up the price of non-tradable goods and
services. Incomes in the country rise, which then makes the tradable sector
uncompetitive. The latter refers to the movement of capital and labor into the natural
resources sector and away from other sectors. Combined, these effects weaken sectors
other than the natural resource sector, especially labor-intensive sectors (Corden 1984;
Ismail 2010).

While all resource-dependent countries face potentially high unemployment rates,
the problem is especially acute in countries where the money supply is fixed (Corden and
Warr 1981, Eastwood and Venables 1982; Neary and van Wijnbergen 1985; Bravo-
Ortega & de Gregorio 2007). This is because in such contexts the government does not
have access to monetary policy tools to counter unemployment. In oil-producing Nigeria,
for example, the official currency, the naira, is pegged to the US dollar. In 2016, in
response to a recession that brought about a 70 percent increase in unemployment, the
government decided to ease the peg on the naira. This was the only monetary policy tool
available to the government in the context of a fixed exchange rate. Six months later this
tool had failed to deliver the expected results on the domestic economy (Financial Times.

July 31, 2016).
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Rulers and unemployment

In resource-dependent contexts the state assumes the role of intermediary between
the resource sector and the rest of the economy. In this capacity, rulers seek to address the
potential for unemployment that is associated with resource dependence and to distribute
available jobs. Unemployment is a concern of leaders in resource-dependent countries
because these are countries where by definition very few people are employed in what is
the principal economic activity. High unemployment poses a danger for all regime types
and thus leaders need to find a way to mitigate it.

In democracies, unemployment threatens leaders’ reelection chances because
voters punish leaders at the ballot box for poor economic performance (Abramowitz
1988). Political business cycle theory suggests rulers manipulate fiscal and monetary
policy to engineer booms around election time to counteract this negative effect
(Nordhaus 1975). In the American context, the state of the economy (including changes
in unemployment) and presidential popularity have been found to be strong predictors of
electoral outcomes (e.g., Abramowitz 1988; Lewis-Beck & Stegmaier 2000).
Specifically, national economic performance, as opposed to pocketbook calculations, are
thought to determine voters’ choices (Kiewiet 1983). Unemployment has also been linked
to higher turnout, exacerbating the effect of penalizing the incumbent at the ballot box
(Burden & Wichowsky 2014). The finding that rising unemployment lowers support for
the incumbent has been confirmed in other contexts including in other advanced
industrialized democracies (e.g., Lewis-Beck 1990; Powell & Whitten 1993) and in the

developing world (e.g., Pacek 1994; Fidrmuc 2000).
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Due to this, democratic leaders need to be worried about unemployment because
of the potential that if a majority of voters are dissatisfied with the economic performance
of the country, including their employment situation, these voters could penalize the ruler
or at least his or her party in free and fair elections. In Latin America there is evidence of
voters penalizing the incumbent for the aggregate economic performance of the country.
More detailed studies of individual-level economic determinants of voting patterns have
been hindered due to a lack of data, a problem that affects studies of unemployment
especially since data on this indicator are limited and are not comparable across countries
(Benton 2005).

In autocracies rulers are not held accountable at the ballot box in free and fair
elections. Notwithstanding this, autocrats do need to worry about potential for protests
and unrest. Leaders in autocratic governments can and do repress protests but they cannot
repress all of the protests all of the time (Wintrobe 1998). Some protests have resulted in
the removal of the autocratic leader and a transition to democracy in Latin America and
in multiparty elections in Eastern Europe and Africa (Bratton & Van de Walle 1992;
Bratton & Van de Walle 1997; Collier & Mahoney 1997; Collier 1999; Geddes 1999). At
the country level, high unemployment is associated with a higher probability of protests
in autocratic countries (Brancati 2013). Most recently, the wave of pro-democracy protest
in the Middle East was linked in media reports to youth unemployment in the region.

Autocrats in resource-dependent countries are thought to stay in power through a
mechanism called the rentier bargain, whereby citizens reduce demands for

democratization in exchange for receiving certain goods and services from the
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government. Though there is ample support for the idea of the rentier bargain (e.g., Ross
2001; Ross 2011), the specific types of spending that underpin this bargain have received
relatively less attention.

High unemployment threatens the political survival of both democratic and
authoritarian leaders, although through regime type-specific mechanisms. For democratic
leaders, unemployment affects electoral results. For autocrats, unemployment would
threaten the rentier bargain and could raise the threat of popular unrest. Unemployment
then, is a concern all rulers face, though it affects rulers through regime-specific

mechanisms.

1.2 Argument

| argue that in resource-dependent countries rulers need to be concerned about the
potential for unemployment. Variation along two characteristics plays an important role
in determining the scope and focus of spending on tertiary education in the context of
resource-dependent developing countries: regime type and exchange rate arrangement. |
contend that the provision of tertiary education in resource-dependent countries deserves
a separate explanation from the provision of education in other contexts and that the
explanation involves these two variables.

Political regime type determines the incentives that rulers have to

distribute to specific groups and the time horizons within which to pursue those policies.
Exchange rate arrangement determines the tools that ruler has available to address

employment demands. In a democracy, rulers have an incentive to pursue strategies that

14



address the demands of a wider base of supporters compared to an autocracy. Rulers in
countries where the exchange rate is fixed have fewer options to address unemployment
than rulers where the exchange rate is flexible and monetary policy options are available.
The combination of the incentives the ruler faces and the tools he or she has available

determines the strategy the ruler will pursue regarding tertiary education.

The role of regime type

| argue that the provision of tertiary education in resource-dependent developing
countries is determined partly by regime type. Two dimensions of regime type are
relevant to this argument: the ruler’s time horizons and the size of the ruler’s support
base. On average, democratic leaders can expect to stay in power for a shorter period of
time than autocratic rulers. As a result of these differing time horizons, | expect that
rulers will make different decisions about the provision of tertiary education.
Specifically, I argue that rulers facing shorter time horizons, i.e., democratic leaders, will
seek to enroll students in tertiary education but will not make a direct connection between
tertiary education and public sector employment. In contrast, rulers facing longer time
horizons, i.e., autocratic rulers, will enroll fewer students but will make a more explicit
connection between tertiary education and employment.

Autocrats expect to be in power for a long time, certainly much longer than
democratic leaders do. Authoritarian regimes remain in power on average somewhere
between nine and twenty-three years depending on the specific type of authoritarian

regime (Geddes 1999). Even non-democratic leaders that come to power through regular
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elections can expect to be in power for a long time, or at least longer than they would if
they faced free and fair elections with an even playing field. Teodoro Nguema Mbasogo
has been president of Equatorial Guinea since 1979 though regular, but not free and fair,
elections are held in the country. Paul Biya has been president of Cameroon for thirty-
four years. In that time, he has competed in and won six elections. In contrast, the longest
serving current leader of a democracy, prime minister of Saint Vincent and the
Grenadines Ralph Gonsalves, has only been in power since 2001. Franklin Delano
Roosevelt, the longest serving American president, was in power twelve years.

Free and fair elections determine time horizons for democratic leaders. Facing an
election where they might lose, democratic leaders are more likely to engage in policies
with short-term gains and long-term costs. On the other hand, autocratic leaders that do
not face elections, or face elections in an uneven playing field where they are likely to
win, have an incentive to play a long game. In practice, this means that autocrats, like the
monarchic rulers of some Middle East countries, should be less concerned with policies
with immediate results and more concerned with policies that have long-term impact. In
contrast, if democratically elected, leaders who need to deliver good results to win an
election will look for things that are highly visible and can be easily attributed to them.

There is evidence that politicians’ time horizons affect policy. When autocrats
expect to stay in power for a while they are more likely to protect property rights to
continue to attract investment. In contrast, when dictators face shorter time horizons they
are less likely to respect private property and less likely to care about the long-term

consequences of their actions (Olson 1993; Clague et al 1996). Time horizons have also
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been argued to play a part in democratic contexts, affecting investment in technological
progress (Simmons 2016) and foreign aid effectiveness (Wright 2008), among other
outcomes.

The effect of this dimension of regime type on investment in tertiary education is
unique to investing in this level of education, and is a dimension that has so far not been
extensively studied. Most studies of the provision of education focus on the provision of
primary education. The results of these studies yield few insights into investment in
tertiary education mostly because while states have the obligation to provide primary
education no such requirement is present for levels past primary. That is, whereas
primary education is a public good the right to which is recognized in the International
Covenant on Economic, Social, and Cultural Rights, tertiary education enjoys no such
status. Democracies are argued to do a better job of providing primary education partly
because it is a right and a public good with high social returns (see for example Brown
1999; Bueno de Mesquita & Downs 2005; Ross 2006.)

Less is known about the provision of tertiary education. Selectorate theory
predicts that when the leadership relies on the support of only a small group, higher
education is for the children of the powerful; in contrast, when the block of essentials big,
tertiary education is will be for the betterment of everyone (de Mesquita el al 2005; de
Mesquita & Smith 2011: 109). That is, to paraphrase Mancur Olson, a ruler whose clients
comprise at least half of society will be more concerned about the efficiency and welfare
of society as a whole (Olson 2008: 51). Following this, | theorize that democratic leaders

seek to make higher education available to a greater number of people, but do not connect
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public tertiary education to public sector employment. In contrast, autocratic rulers do not
seek to make tertiary education to a large number of people, and connect public tertiary
education to public sector employment.

Under autocracy | expect that rulers will engage in clientelism. Clientelism is the
exchange of goods and/or services in exchange for political support. The kinds of goods
that can be exchanged between a politician and a potential supporter vary and can include
food, cash, and access to government services. Though clientelism is most often studied
in the context of democracy, as it involves the exchange of favors for votes, clientelism is
also present in autocracies (Hicken 2011.) In both contexts the ruler can provide local
public goods, club goods, or private goods in exchange for support.

One type of private good that can be provided in clientelism is public sector jobs.
Employment in the public sector is a particularly attractive good for clientelism because
is selective and reversible (Robinson & Verdier 2013). The distribution of public sector
jobs has been studied in the context of clientelism countries including Argentina (Calvo
& Murillo 2004), Brazil (Gay 1998) and southern Italy (Chubb 1982; Alesina et al 2001).
Additionally, the distribution of public sector jobs through patronage has been tied to
higher wage bills (Colonnelli, Prem & Teso 2017) and lower productivity (Robinson &
Torvik 2005). Citizens receiving the benefit of a public sector job in these contexts are
expected to vote for the party that provided them the position and to mobilize in support

of them (Frye, Reuter & Szakonyi 2014).

The role of monetary policy
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Exchange rate arrangements affect the tools that rulers have available to address
unemployment. Fixed exchange rates constrain monetary policy options and public
spending, but also make government spending more effective. Flexible exchange rates
allow for the use of monetary policy tools and allow for greater spending, but make
spending less effective and risk high inflation. As economic institutions, exchange rate
arrangements are relatively sticky, so that rulers have to work with the tools available
within the exchange rate arrangement in place in their country.

Governments have the option of addressing unemployment through monetary
policy, fiscal policy or a combination of the two. On the monetary policy side,
expansionary monetary policy can be used to lower unemployment. Expansionary
monetary policy refers to the use of the tools that central banks have available to
stimulate the economy. These include engaging in open market operations, lowering the
reserve requirement and lowering the discount rate. There are disagreements about the
effectiveness of government intervention through monetary policy. On one hand,
Keynesians argue that the government can indeed trade off unemployment and inflation.
On the other hand, monetarists suggest that in the long term higher inflation fails to
reduce unemployment and recommend that governments seek to target lower inflation
rates instead. Nonetheless, monetary policy is used widely to counter high
unemployment, including in the United States during the Great Depression and Great
Recession. In Latin America, Brazil, Chile and Colombia also announced that they would

lower their overnight rates in response to the recession in 2008-09.
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The fiscal policy side includes tools that aim to move money from the
government’s hands to the consumer’s hands. This includes instruments like lowering
taxes, implementing tax rebates or tax credits, and increasing government spending.
Expansionary fiscal policy, like expansionary monetary policy, aims at increasing
aggregate demand, which in turn affects growth and unemployment. The United States
used both monetary and fiscal approaches to address the Great Depression: it lowered the
discount rate to what was then a record low and embarked on an aggressive government
spending program through the Works Progress Administration.

During the first years of the Great Depression the United States was subject to the
gold standard. Under this system, monetary policy was completely subordinated to the
price of gold. As such, expansionary monetary policy tools of any kind were not
available. Then, in 1933, president Franklin Delano Roosevelt, on the advice of George
Warren, announced that the country would abandon the gold standard. Budget director
Lewis Douglas lamented at the time that this would be “the end of Western civilization”
(quoted in Canova 2014; p. 57). After abandoning the gold standard, the central bank was
free to pursue measures to expand the money supply in an effort to generate economic
growth and lower unemployment. Douglas was, of course, wrong. Not only did Western
civilization not end, there is wide consensus among economists that abandoning the gold
standard helped the economy recover from the Great Depression.

Years later, the United States took similar measures to respond to the Great
Recession. It used both monetary and fiscal approaches to face the financial crisis, which

had brought about unemployment rates as high as 10 percent in October 2009 (BLS
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2017). In response, the Federal Reserve Bank cut its target for the overnight federal funds
rate to nearly zero, a record low at the time. It also embarked on a bid to buy bonds, debt
and loans under the Troubled Asset Relief Program, a clear example of quantitative
easing. In tandem with this expansionary monetary policy, the government also engaged
in expansionary fiscal policy in the form of the American Recovery and Reinvestment
Act, which authorized the government to spend $545 billion on social programs and
infrastructure. The combination of monetary and fiscal policy tools resulted in a
significant reduction in unemployment. By October 2014, the unemployment rate had
been cut almost in half to 5.7 percent (BLS 2017). In an editorial published in the Wall
Street Journal former chairman of the Federal Reserve Board Ben Bernanke credited
monetary policy with the rebound in employment. He argued that the economy was
approaching full employment because of monetary policy actions and that the
improvement had been “quicker than expected.” He further explained that past the
recovery point monetary policy could no longer be “the only game in town” and that
further economic growth and employment stability would have to come from the supply

side (Bernanke 2015).

Exchange rate arrangement affects policy tools available

The tools available to policymakers interested in addressing unemployment are
constrained by the exchange rate arrangement. Policymakers in countries with fixed
exchange rate arrangements do not have access to monetary policy tools and face

additional constraints to fiscal spending. Policymakers in countries with flexible
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exchange rate arrangements can use monetary policy and fiscal policy, though they risk
creating high levels of inflation.

The Mundell-Fleming model describes the relationship between exchange rate
arrangements and monetary policy autonomy and helps to explain why rulers in countries
that have a fixed rate arrangement have fewer options for addressing unemployment. In
this conception, countries face a trilemma. Central banks can pursue only two out of three
goals: free capital mobility, exchange-rate management and monetary autonomy. For
example, if a country pursues exchange-rate management and free capital mobility it
cannot also maintain monetary autonomy. In this example, maintaining monetary
autonomy would mean that the country could increase interest rates, resulting in a rush of
foreign currency due to the lack of capital controls. The influx of foreign currency would
affect the exchange-rate. Trying to pursue all three goals of the so-called “unholy trinity”
results in economic crisis as was the case in Mexico in 1994, for example.

The Mundell-Fleming model is an expansion of the IS-LM model (the interest
saving- liquidity preference money supply model.) Whereas the IS-LM model explains
changes in aggregate demand in a closed economy (i.e., under autarky), the Mundell-
Fleming model explains these changes in an open economy by taking into account the
effects of foreign capital flows and changes in the price of the tradeable sector. It is
important to clarify that changes in the price of the tradeable sector do not affect the price
of extractible natural resources. Oil, natural gas, and minerals are commaodities the prices
for which are set in advance and are most often denominated in US dollars, so that the

appreciation or devaluation of local currency in a resource-producer has little effect on
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how attractive that product is relative to the same product anywhere else. In other words,
depreciation of the Zimbabwean naire did not make Zimbabwean platinum any less
expensive than South African platinum nor did the appreciation of the Colombian peso
make Colombian emeralds more expensive than emeralds from anywhere else.

The effect of fiscal policy varies with exchange rate arrangement. In the Mundell-
Fleming model, under a flexible exchange rate arrangement government spending has
almost no effect on the economy. That is, under this type of exchange rate arrangement if
the government can pursue expansionary fiscal policy (increase government spending)
the effect will be that domestic interest rates rise. In an open economy, this makes the
country a more attractive place and draws in investors seeking to take advantage of the
higher exchange rates. This influx of foreign capital puts pressure on the local currency to
appreciate. The stronger local currency will in turn make the export sector less
competitive. The decline in exports that will follow will cancel out the government’s
efforts to intervene using fiscal policy.

Fiscal policy does, however, have an effect on the economy when the exchange
rate is fixed. In this type of arrangement government spending would again result in a rise
in the interest rate which again would attract foreign investors. In this case, however, to
maintain the fixed rate the government would have to intervene to purchase foreign
currency with domestic currency, which would preserve the balance implied in the fixed
rate. The interest rate would stay the same but the economy would expand, making fiscal

policy very effective.
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In a fixed exchange rate system, however, the government has to spend money to
maintain the value of its currency. Any money that is allocated towards maintaining the
value of the currency lessens the amount of money available for other types of spending,
making expansionary fiscal policy very effective but also difficult to undertake. A fixed
exchange rate means that the central bank is credibly maintaining a commitment to have
a set amount of local currency available for every unit of foreign exchange. In the case of
Bahrain, for example, the government commits to having 2.61 Bahriani dinars for every
US dollar. If an influx of US dollars comes in, the central bank has to sell Bahraini dinars
to maintain the peg; if US dollars rush out, the central bank has to buy Bahraini dinars. In
the extreme case of a fixed exchange rate, that in which a country adopts the currency of
another country, the central bank does not have to conduct any operations to maintain the
value of the currency but it also does not have the power to make any more currency
available. In this case, the amount of money available for government spending is also
clearly constrained.

In a fixed exchange rate system, the amount of money the government has
available to pursue social spending depends, among other factors, on how much it is
spending to maintain the peg. As more foreign currency comes in, more local currency is
made available, and the government has more money for spending. If, in contrast, foreign
currency leaves, less local currency will be available, and the government will have less
money to spend. Under these conditions fiscal policy will be very effective, though
severely constrained, and no monetary policy options are available. On the other hand,

under a flexible exchange rate arrangement both fiscal and monetary policy tools are
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available and are effective at expanding the economy. | argue that the limited range of
tools available under a fixed exchange rate arrangement makes investment in tertiary
education an appealing option for dealing with unemployment.

Policymakers do not always choose the set of policies that will deliver economic
stability and long-term growth. Policymakers sometimes choose to pursue growth and
income redistribution at the expense of inflation and deficit finance. Such an approach is
known as macroeconomic populism (Dornbusch & Edwards 1991) and has been studied
extensively in the Latin American context (e.g., Kaufman & Stallings 1991; Roberts
1995). In addition, numerous studies have found that governments in Latin America
pursue high levels of social spending even during periods of austerity (e.g., (Kaufman
and Segura-Ubiergo 2001; Brown and Hunter 2004; Avelino, Brown, and Hunter 2005;
Ubiergo-Segura 2007; Haggard and Kaufman 2008; Huber, Mustillo, and Stephens 2008)

Floating exchange rates have been shown to be beneficial to resource-dependent
countries because in these cases the real appreciation during a boom can be achieved
through the nominal exchange rate. Without a floating exchange rate, the real
appreciation will manifest in inflation and a widening of the output gap, as described in
the discussion of the spending effect above. A flexible exchange rate arrangement also
allows for sharp monetary loosening as a way to address the boom. Monetary loosening
can be used to avoid unemployment caused by forward-looking inflation (Eastwood and
Venables 1982; Wills 2013; Wills and Ploeg 2014).

The example of Chile, a copper-exporter and a resource-dependent country,

illustrates the use of monetary policy to address domestic economic outcomes well. Chile
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adopted the second peso as its official currency in 1975 and set the currency in a crawling
band until 1979 and subsequently pegging it to the dollar. Chile abandoned its peg in the
1982 and moved to a currency band in 1984 as a way to address domestic economic
problems. A few years later, in 1989, the central bank became independent and it began
using monetary policy to control aggregate demand. Specifically, it changed the interest
rate to address the gap between domestic expenditures and GDP. Chile has used this
monetary policy tool in conjunction with fiscal policy to address unemployment. The
application of these policies resulted in a drop in the unemployment rate from 19.6
percent the year the peg was abandoned to 6.2 percent ten years later (Foders &
Feldsieper 2000; Caputo & Saravia 2014.)

One key issue that arises when studying exchange rate arrangements, especially
fixed exchange rates, is the credibility of the arrangement. There are a few factors that
affect the credibility of a fixed exchange rate arrangement. Debt obligations, and length of
time under the arrangement all affect the credibility of the peg. Credible pegs include a
commitment that the current regime will be maintained (Calvo 1978). They also include
the confidence that the country will not default in its debt obligations (Reinhart 2000). Of
the countries included in the study that have a fixed exchange rate have had such an
arrangement at least for the duration of the period under study, so that there is no question
about their credibility. The case of Qatar presented in Chapter 5 illustrates this point well.
Other countries transitioned from a flexible arrangement to a fixed one or vice-versa, but

maintained their arrangement for a long period of time. Shambaugh’s (2015) exchange
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rate classification, used in this study, classifies non-credible pegs as “floats” which partly

addresses the issue of credibility of the peg.

| argue that rulers in countries with fixed exchange rate arrangements pursue
investment in tertiary education as a way to address unemployment. Rulers in these
countries prioritize spending on tertiary education because unemployment threatens their

survival in office and their options for addressing unemployment are limited.

Strategies for investment in tertiary education

The combination of regime type and exchange rate arrangement determines the
strategy that rulers will pursue to address unemployment. Regime type is associated with
whether public tertiary education is provided widely as a public good or in a targeted way
as a club good. Democracies are more likely to provide tertiary education widely than
autocracies are. It is also associated with whether tertiary education is tied to public
sector employment. Exchange rate arrangement is associated with the salience of the role
of tertiary education as part of the employment policy. Fixed exchange rate arrangements
are associated with higher investment in tertiary education relative to flexible exchange
rate arrangements.

I employ the two dimensions highlighted above —regime type and exchange rate
arrangement- to explain the strategy for investing in tertiary education in resource-
dependent developing countries. Conditional on these two variables I expect the strategy
for providing tertiary education and the relative level of investment in tertiary education

will vary both within countries over time and across countries. When rulers are
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constrained by a commitment to a fixed exchange rate and rely only on a relatively small
segment of the population to stay in power we should expect comparatively high
investment in public education that is provided as a club good targeting supporters. In
contrast, rulers that have other options available and a larger group to which they are
accountable might choose to pursue different strategies to address the concern about
unemployment.

Table 1.2: Expectations of strategies for investment in tertiary education

Democracy Autocracy
Flexible | Private participation Patronage politics
Low investment in a public Low investment in a club good.
good. Connection to public sector employment
No connection to employment
Fixed Training tomorrow Elite education
High investment in a public High investment in a club good.
good. Connection to public sector employment
No connection to employment

In the following pages, I develop my theory’s predictions regarding the
conditions that relate to different strategies for the provision of tertiary education in this

context.

Private participation

In democratic countries where the exchange rate regime is flexible | expect that
rulers will pursue a strategy of low investment in a public good. In this case, investment
will be lower relative to countries with fixed exchange regimes. This is because the
government has other tools available for addressing employment concerns such as

monetary expansion, so investment in tertiary education is not central to the strategy to
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address unemployment. The investment will be delivered as a public good so that its
provision is more universal and welfare-enhancing.

In practice, publicly-funded higher education systems that are available to all tend
to favor the children of the powerful and are far from egalitarian. This is a result of the
admissions process which, even when it does not include criteria other than academic
merit, favors applicants who come from better-off backgrounds which enabled them to
receive higher-quality secondary education. In a context in which rulers are pursuing this
strategy, public tertiary education will likely not be enough to meet the demand for
higher education in the country. Accordingly, | expect that private sector actors will be
motivated by the demand for tertiary education and will provide alternatives to state-
sponsored training in @ manner similar to the partially private higher education model
described by Ansell (2012). However, unlike in systems in which tertiary education is
distributed as a club good, admission is competitive and not directly tied to political
activity.

The Universidad Nacional Autonoma de México illustrates this type of system
well. It is the oldest higher education institution in the Americas and one of the best in the
hemisphere. The public university grants enrollment to only 8 percent of applicants, an
acceptance rate comparable to the most selective American schools. This low acceptance
rate meant that in 2016, for example, nearly half a million Mexican high school graduates
had to seek admission elsewhere, creating opportunities for the private sector.

This strategy is common in the developing world and among some advanced

industrialized democracies. Perhaps for this reason it has been studied much more
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extensively than any of the other strategies described in this dissertation. Research on
developing countries has argued that most spending in tertiary education in these
countries is inefficient and exacerbates inequalities (Birdsall 1996.) The private
participation strategy has been explained as initially a move by left-leaning governments
to expand enrollment and later as a move by right-leaning governments to reduce

spending (Ansell 2008.)

Patronage politics

In autocratic countries where the exchange rate is flexible I expect that rulers will
pursue a strategy of low investment in the targeted provision of tertiary education. Here
again investment is lower relative to countries in similar conditions but in which the
exchange rate is fixed. However, the investment will be delivered as a club good, with
supporters targeted for admission to public tertiary education institutions.

In this strategy students are selected for enrollment in tertiary education through a
system that includes factors other than academic merit. Because rulers expect to stay in
power for a long time, there are ties between the public tertiary education system and
public sector employment. This is because the ruler stays in power longer than it takes to
obtain a tertiary education degree and thus he or she has to worry about post-graduation
outcomes.

In this system, the regime increases its support two ways. First, it provides a
social service, tertiary education, to its citizens in a way consistent with rentier bargain

theory. Second, it uses those citizens as a basis of support for the regime. Students
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enrolled in these systems receive free education and are essentially guaranteed
employment. In return, they have to be overt supporters of the regime. They have to
participate in events in support of the regime, including parades, speeches, and elections.
Iran’s Islamic Azad University presents a good example of a patronage politics
institution. The university has several campuses of differing quality and though public,
charges hefty tuition fees. Students can be expelled from the institution or not admitted if
they are found to protest against the government. Conversely, the government offers
assistance including, grants and loans, to students based on criteria other than financial
need. In this strategy, | expect that there will be a strong connection between public
education and government jobs such that graduates of public higher education institutions

will be preferred for government employment over other applicants.

Training tomorrow

In democratic countries where the exchange rate is fixed | expect that rulers will
pursue a strategy of high investment in tertiary education as a public good. The
constraints placed on the government by a truly fixed exchange rate necessitate that the
government engage fiscal policy tools to address employment, including spending on
tertiary education.

Additionally, the wide support base required for rulers to win elections and
remain in power will incentivize them to pursue broad delivery of tertiary education.
Because the ruler has relatively shorter time horizons in this context compared to under

authoritarianism, public tertiary education is not tied to public sector employment.
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Rather, to the extent that there is a focus on employment of graduates, the effort is to find
ways to train students so that they are able to fill positions in the private sector.

Botswana International University of Science and Technology (BIUST), a public
university in the African country is a good example of an institution built in the training
tomorrow strategy. Founded in 2011, the research intensive institution has a mandate to
“produce employable graduates” with a focus on science and innovation. The president of
the country, lan Khama, promised in 2018 at the start of his term to continue investing in
the institution and to increase enrollment at BIUST. Note that this is different from
promising just to increase enrollment overall, which probably would have resulted in a
partially private system. The Chancellor of the institution announced that he wanted to

turn BIUST into the “Oxford of Botswana,” highlighting a commitment to quality.

Elite education

In autocratic countries where the exchange rate is fixed | expect that rulers will
pursue a strategy of high investment in public tertiary education as a club good and as a
private good. Here again, the constraints placed on the government by the forfeiture of
monetary policy necessitate targeted fiscal policy interventions as a response to the
employment problem. The rulers’ narrow support base translates into a preference for
distributing tertiary education selectively rather than as a public good. This could include
targeted admission to public tertiary education institutions and scholarships and other

financial aid to attend private institutions. In these settings, there will be an effort to have
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tertiary education institutions that are of the highest quality, but access to these
institutions will be limited to a select few.

Here again | expect a connection between tertiary education and public sector
employment. The Custodian of the Two Holy Mosques scholarship program in Saudi
Arabia is a clear example of high investment in tertiary education as a private good.
Through this program, the government identifies vacancies in the public sector and
selects beneficiaries to pursue government-sponsored higher education abroad and then
return to the country to fill the jobs available. There is a direct linkage between

scholarships and jobs.
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1.3 Research design

The strategies described above offer four testable hypotheses, listed below.

H1: When democratic leaders in resource-dependent developing countries have
monetary policy tools available, they pursue lower investment in tertiary education to
address employment concerns. The ruler allows space for private sector actors to meet
additional demand. There is no direct connection between tertiary education and
government employment.

H2: When autocratic rulers in resource-dependent developing countries have
monetary policy tools available, they pursue lower investment in tertiary education to
address employment concerns. The ruler targets tertiary education to supporters. There is
a direct connection between tertiary education and government employment.

H3: When democratic leaders in resource-dependent developing countries do not
have monetary policy tools available, they pursue higher investment in tertiary education
to address employment concerns. There is no direct connection between tertiary
education and government employment.

H4: When autocratic rulers in resource-dependent developing countries do not
have monetary policy tools available, they pursue higher investment in tertiary education
to address employment concerns. Tertiary education is targeted to supporters. There is a

direct connection between tertiary education and government employment.

Methods
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In the chapters that follow I test my theory using a multi-method approach that
includes statistical analysis and case study evidence. | intend to show that rulers in
resource-dependent developing countries face pressure to address the potential for
unemployment, and that the provision of tertiary education in these contexts is a strategy
to address this pressure. | further intend to show that the provision of tertiary education
varies across regime type and exchange rate arrangement. The statistical analysis in
Chapter 2 tests the idea that rulers in countries that have a fixed currency invest more in
tertiary education than rulers in countries that have a flexible exchange rate arrangement.
It also tests the claim that democracies provide tertiary education to a larger group of
people than autocracies do.

Quantitative analysis of spending and enrollment is not sufficient evidence in
support of the theory, as the theory offers predictions about qualitative differences in
strategies for the provision of tertiary education. Case study chapters are thus necessary
to understand the differences between each of the strategies presented above. Case
studies provide the opportunity to incorporate qualitative evidence and to establish the
existence of the pressure to provide employment as a condition present in resource-
dependent countries and one which concerns rulers. Though there are extensive data
series on unemployment, these data do not adequately capture the idea of concern about

unemployment as described in this chapter.

Case selection
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Though the literature on the resource curse has extensively argued that resource-
dependent countries are authoritarian, there is in fact variation in regime type among
resource-dependent developing countries, if not among resource-dependent countries of
in the Middle East. I exploit this variation first in a large-N analysis of spending on
education in resource-dependent developing countries and then in three case studies.

As noted by Dunning (2008) and others, most cases of resource-dependent
democracies are in Latin America, which makes the region an ideal place to look for
comparisons. In addition to being home to a number of resource-dependent (current and
former) democracies, Latin America has also experimented widely with exchange rate
arrangements. Latin America is also a good place in which to study this question because
the region is rather homogenous along most socio-economic and cultural dimensions. The
majority of the region was colonized by a single power, gained independence at the same
time, and democratized at the same time. Further there are no vast differences in ethnic
composition and ethnic salience across the region.

Within Latin America | compare two cases that present interesting variation along
the independent variables: Venezuela and Ecuador (Table 5). Venezuela presents
variation in regime type while maintaining a flexible currency regime. Venezuela has had
a floating exchange regime since the country abandoned the gold standard®. Though it has

experienced many devaluations and inflationary crises, it has resisted advice to dollarize

11Venezuela did experience a brief period as a pegged currency during the presidency of Hugo
Chavez. In Chapter 3 | explain the trajectory of exchange rate arrangements in Venezuela and
argue that this three-year period was not sufficient to affect a change in tertiary education policy.
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as some of its neighbors have done. Politically, while the country was once referred to as
“the darling of the development set,” it took a turn toward authoritarianism shortly after
the election of Hugo Chavez in 1998, prompting a new wave of studies on the country

that had defied the odds by being resource-dependent and democratic.

Table 1.3: Cases included in the study

Democracy Authoritarianism
Floating Venezuela before 2005 Venezuela after 2005
Ecuador before 2000
Fixed Ecuador after 2000 Qatar

Ecuador is Venezuela’s separated-at-birth twin. The two countries
together with Colombia and Panama were part of Gran Colombia following their
independence from Spain. Shortly before the death of independence hero Simén Bolivar,
Gran Colombia broke up and Venezuela, Ecuador, and Colombia emerged as separate
and independent countries. Ecuador democratized in the 1970’s after an experience with
military dictatorship. It has remained a democracy, albeit an occasionally troubled one,
ever since. Ecuador’s exchange rate regime, however, has changed. At independence the
country adopted the Sucre as its official currency and maintained it until a severe crisis at
the end of the 1990’s forced the country to dollarize. Ecuador then has had experience
with both regime types (though its autocratic experience pre-dates the period under study)

and has had both a flexible exchange rate and the hardest fixed exchange of all.
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Though in 2016 it seemed like Ecuador would follow Venezuela’s turn to
authoritarianism, this did not happen. The president’s chosen successor won the election
by a narrow margin and quickly broke with the outgoing president and former political
allies, prompting people to celebrate Ecuador’s democracy. Though the change hasn’t
been reflected on indexes of democracy yet, analysts have celebrated the new president
for his willingness to engage in reform.

No other resource-dependent country in the region has a fixed exchange rate and
an authoritarian regime, so to study this environment I offer a case study in the Middle
East. The Arab Gulf is home to almost all the cases of resource-dependent, authoritarian
countries with fixed exchange regimes, so it makes sense to look there. I select the case
of Qatar because it meets both conditions (it is autocratic and has a fixed exchange rate)
and because its government’s efforts to improve transparency have resulted in greater
availability of data in Qatar compared to the other resource-dependent countries of the
Gulf.

The cases are selected for their variation in the key independent variables.
The study includes cases that present intertemporal variation in regime type (Venezuela)
and in exchange rate arrangement (Ecuador) as well as cross-country variation.
According to the theory, the cases should map on to the predictions as summarized in

Table 6.

Table 1.4: Cases and predictions
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Democracy Autocracy
Flexible Private participation Patronage politics
Venezuela pre-2005 Venezuela post-2005
Ecuador pre-2000
Fixed Training tomorrow Elite education
Ecuador post-2000 Qatar
1.4 Summary

In this chapter | have argued that there is interesting variation in tertiary education
across resource-dependent countries in the developing world and this variation deserves
an explanation separate from existing arguments about the provision of education in
developing countries and rentier spending in resource rich countries. | have hypothesized
that the variation can be explained by differences in political regime and exchange
regime type. | have laid out a plan for testing the argument using a combination of large-
N statistical analysis and in-depth case studies.

The following chapter tests the hypothesis that autocracies in resource-dependent
developing countries spend more on tertiary education than democracies do under the

same conditions.
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Chapter 2:
Tertiary education in resource-dependent countries

“And to our sons and daughters, I say: Your country has harnessed all your potential and
facilitated all the means to gain access to science in the finest universities at home and
abroad, and the country awaits you.”

King Salman bin Abdulaziz Al Saud of Saudi Arabia
March 10, 2015

On a 2015 visit to Washington, DC, King Salman bin Abdulaziz Al Saud of Saudi
Arabia announced that the Kingdom would pay for the expenses of all the Saudi students
studying in the US, effectively making all of the almost 54,000 Saudi students that were
in the country awardees of Custodian of the Two Holy Mosques Program for Foreign
Scholarship. A four-year degree in the US for an international student costs on average
between $88,000 and $125,000, making the cost of the announced scholarships about
$4.7 billion (the annual cost is about 1.18 billion), or 0.6% of the Kingdom’s GDP. This
very generous scholarship program is but one of many education programs in Saudi
Arabia. For 2015, Saudi Arabia earmarked $57.9 billion for education spending,
including $3.28 billion for higher education and $6 billion specifically for scholarships.
In total, spending on education accounts for almost 20 percent of government spending in
Saudi Arabia (UNESCO 2016). Though these numbers suggest that spending on tertiary
education might be a priority in Saudi Arabia; this is not true of all resource-dependent
authoritarian countries, or even all resource-dependent countries. There is wide variation

in investment in tertiary education in resource-dependent developing countries, variation
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that cannot be attributed simply to differences in income. Chapter 1 argued that this
variation can be explained by variations in regime type and monetary policy framework.
In this chapter | provide empirical evidence to support this argument.

The literature on the resource curse has suggested that autocrats in resource-
dependent countries stay in power in part through a process called the rentier bargain
whereby citizens reduce demands for democratization in exchange for receiving certain
goods and services from the government. In spite of the robustness of this finding, there
has been little work investigating the types of government spending that sustain this
rentier bargain or the role of the state in these contexts more broadly. | argue that
spending on tertiary education is central to the rentier bargain. The next section reviews
existing literature on rentier states and the role of the rentier bargain. Subsequent sections
outline a plan for testing the centrality of tertiary education spending to the rentier

bargain and present results of the statistical analysis.

2.1 Investment in tertiary education
There is wide variation in amount and type of investment in tertiary
education across resource-dependent developing countries. Levels of spending on tertiary
education range from Saudi Arabia’s very generous scholarship program to Botswana’s
two public universities. There is also variation in how tertiary education is provided; that
is, whether it is distributed widely as a public or in a more targeted way. Lastly, there is
qualitative variation in the type of tertiary education that is provided to citizens, and

especially in the connection between tertiary education and employment.
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What explains this variation in investment in tertiary education across
resource-dependent countries? Chapter 1 outlined a theory of investment in tertiary
education in the context of resource dependence. It argued that in resource-dependent
countries spending on tertiary education is related to concerns about unemployment and
is determined by political regime type and exchange rate arrangement. Regime type
determines whether tertiary education will be provided widely or in a targeted way and
whether there is a connection between state-sponsored tertiary education and public
sector employment. Exchange rate arrangement determines the level of investment, with
countries with a flexible exchange rate arrangement expected to spend less on tertiary
education than those with a fixed exchange rate arrangement.

Figure 2.1 summarizes spending and enrollment on tertiary education
across developing countries. On average, resource-dependent developing countries
devote about 0.50 percent of their GDP to tertiary education. However, as is evident in
the graph, there is wide variation in levels of spending across resource-dependent
developing countries. This cross-country variation deserves an explanation that is
separate from existing explanations regarding the provision of education in the
developing world which have largely focused on the provision of primary education and

on the use of education spending as a redistributive tool.
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Figure 2.1: Public spending and enrollment on tertiary education across resource-
dependent developing countries
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In this chapter I conduct a large-N panel investigation of 57 resource-
dependent developing countries over the twenty year period from 1998 to 2015. These
countries present variation across the dependent variable, investment in tertiary
education, as well as across the two independent variables of interest: political regime
type and monetary regime type. Because both political regime type and monetary regime
type vary within country over time as well as across countries, the data are best
summarized by country year. There are 1824 possible observations of resource-dependent
developing countries. Of these, 1219 are authoritarian and 605 and democratic.

| argue that under conditions of resource dependence, government

investment on tertiary education will be higher in countries with a fixed exchange rate
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arrangement than in countries with a flexible exchange rate arrangement. | further argue
that this investment in tertiary education is related to concerns about unemployment and
to the special role of the state in resource-dependent countries as intermediary between
the economy and society. As a result, in autocracies tertiary education is distributed as a
private good and tied to public sector employment whereas in democracies it is
distributed as a public good and there is no direct connection to employment. In the
following two sections I clarify the key concepts employed in this dissertation and

present statistical evidence in support of my argument.

2.2 Statistical models: key concepts and measures

| use multivariate cross-sectional analysis to test the effect of regime type
and exchange rate arrangement on investment in tertiary education across resource-
dependent developing countries. | use an ordinary least squares (OLS) model with fixed
effects as this is what is optimal given the data. The main assumption of OLS is that the
error terms are not correlated and have equal variance (Beck 2001). To check whether
this assumption holds for the data in this chapter | conducted a visual test for
heteroskedasticity, plotting the error terms against the expected value. The data appear
homoscedastic in this test and thus an appropriate fit for OLS. Though there is
disagreement on whether a fixed-effects or a random-effects model would best capture
the processes at work, most large-N work in resource-dependent countries has included
fixed effects in regression analysis (e.g.; Ross 2001; Jensen & Wantchekon 2004).

Moreover, for time series cross sectional models such as the ones presented here it is
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clear that fixed effects are the most appropriate (Hsaio 1986). In the case of this study the
units are fixed (countries seldom change) and unobserved factors are assumed to be time-

invariant.

Population of the study

As described in Chapter 1, the population of the study are resource-dependent
developing countries. These are countries are in which the government derives a
substantial part of its income from rents from the sale of natural resources. These
countries are different from other countries because of the special role that the state plays
in receiving and distributing the rent. To create the list of resource-dependent countries
that will be included in the study I consider three factors. First, whether it is an
independent state. Here | consider whether it has membership in the United Nations. If it
does, it is included in the study and if it does not, it is excluded. This first criteria was
adopted to exclude 74 places for which the World Bank collects data but that are not
independent countries with control over their own budgets (e.g., Puerto Rico, French
Guyana.)

Second, | consider whether the country is a developing country. There is no
universally agreed upon definition of “developing country.” Moreover, in 2016, the
World Bank abandoned its dichotomous categorization of countries as “developed” or
“developing” but maintained country groupings by income (lower income, lower middle
income, upper middle income and high income) (World Bank 2016). Two other

multilateral institutions, the International Monetary Fund and the United Nations, both
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treat “developing” as a residual category. The IMF defines “emerging and developing
countries” as a category made up of countries that are not “advanced.” (Nielsen 2011.)
The United Nations has no established rule for determining whether a country is a
developing country or not. It considers Europe, North America, Australia, Japan and New
Zealand as “developed” and all others as “developing” or “in transition” (UN 2013).
Lastly, the World Trade Organization offers yet another approach: it relies in countries to
“announce for themselves” whether they are “developed” or “developing.”

For the purpose of this study | follow the IMF and the UN in defining developing
countries as a residual category. | define developed countries as countries that are
simultaneously “high income” in the World Bank’s categorization and are members of
the Organization for Economic Cooperation and Development or the European Union.
Defined this way there are data for 164 countries of which 36 are advanced and the rest
are developing?.

OECD and EU membership are taken into account because unlike income,
membership in these changes only very slowly over time and only in one direction (no
country has opted out of either organization so far.) This is important because it prevents
a country from having one country-year drop out of the group because of fluctuations in

income that year, a phenomenon very common among resource-dependent countries.

2 Following this criteria the following are advanced countries: Australia, Austria, Belgium,
Canada, Chile, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany,
Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan, Korea, Lithuania, Luxembourg, Malta,
Netherlands, New Zealand, Norway, Poland, Portugal, Slovak Republic, Slovenia, Spain,
Sweden, Switzerland, United Kingdom, United States.
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Including OECD membership as criteria for whether a country should be considered
“developed” serves a second purpose. It allows for the inclusion of a number of oil-
producing countries in the Middle East, Latin America and Africa that have at times risen
to “high income” because of fluctuations in the price of oil (e.g., Saudi Arabia 2004-,
Equatorial Guinea 2007-, Trinidad and Tobago 2006-) but that would not otherwise meet
most definitions of advanced industrial country. One consequence of using this criteria to
define developing countries is that Chile and Mexico, the only two Latin American
countries that are members of the OECD, fall out of the sample. Though they are not
included in the statistical models, the argument presented here would apply to these two
cases as they meet other definitions of “developing country.”

Third, 1 consider whether a country is resource-dependent as defined by Haber
and Menaldo (2011) or by Barma, Kaiser, Minh Le and Vifiuela (2012). | chose these
because they specifically relate to the idea of resource dependence. Though these two
studies are not the only ones to list resource-dependent countries, they are the ones that
provide the most comprehensive list of resource-dependent countries. Consequently, if
the country is listed as resource-dependent on either of those publications, the country is
included in the population. If not, the country is excluded. Because | take resource
dependence as a condition, it is operationalized as a constant: a resource-dependent
country is included in the population of the study for the entire period of the study (1998-
2015). After applying all these criteria, 57 developing countries fit the definition of

resource-dependent.
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Independent variables

There are two principal primary independent variables of interest in this analysis:
regime type and exchange rate arrangement. Regarding the first one, | am interested in
how regime type and monetary exchange arrangement relate to public investment in
tertiary education in dependent developing countries. Though regime type is an
important variable in many studies of resource-dependent countries, most of these studies
conceive of regime type as a dependent variable. In these studies, as is the case in studies
of regime type more broadly, there is significant disagreement over how to conceptualize
regime type. On the one hand, some scholars argue that regime types exist across the
spectrum (Collier and Adcock 1999; Diamond 2002) with many stops in between
autocracy and democracy. On the other hand, another group of scholars argues that
regime type is a binary within which we can classify all countries as democratic or non-
democratic (e.g., Alvarez et al 1996). There are further distinctions within each camp
regarding which aspects of civic life (elections, freedom of speech, etc.) are considered
essential for a regime to qualify as a democracy. The argument proposed here does not
make predictions about the effect of degrees of democracy on public spending or about
the effect of different types of autocracy on public spending.

The argument is simply that to the extent that leaders are held accountable in
competitive elections in an even playing field they will make different decisions from
those leaders that do not face such accountability and competition. Consequently, | adopt
a dichotomous measure of regime type. [ use Geddes, Wright & Franz’s indicator of

autocracy. This indicator is more limited in its temporal and special coverage than the
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rescaled Polity2 indicator adopted in other studies (e.g., Kaufman and Segura-Ubiergo
2001), but has more clear coding rules than the rescaled Polity2 indicator does.

Table 2.1: Discrepancies between GWF indicator of regime type and the rescaled
Polity 2 indicator

Polity?2
GWF Autocratic | Democratic | Total
Autocratic | 1152 106 1258
Democratic | 67 499 566
Total 1219 605 1824

Geddes, Wright & Franz’s indicator and the rescaled Polity2 indicator and differ
in some cases. There are 482 country-years for which the GWF indicator is missing®. In
the cases where the GWF indicator is missing, the corresponding rescaled Polity2 score
was substituted: a country-year was classified as autocratic if it received a Polity2 score
of 6 or less and democratic otherwise. Even after addressing missing observations there
are some differences between the GWF and the rescaled Polity2 indicator. These
differences are summarized in Table 2.1. The list of country-years affected is included in
the appendix.

The theoretical expectation is that resource-dependent developing countries with
authoritarian regimes will distribute tertiary education as a private good whereas their
democratic counterparts will do so as a public good. In this chapter | operationalize these
separate categories by analyzing enrollment numbers. | would expect that higher

enrollment numbers correspond to the distribution of tertiary education as a public good

® There are no observations for Bahrain, Brunei Darussalam, Equatorial Guinea, Jamaica, New
Guinea, Qatar, Sao Tome and Principe, and Trinidad and Tobago.
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whereas lower enrollment numbers correspond to the distribution of tertiary education as
a private good.

The second independent variable of interest is exchange rate arrangement. As is
the case with political regime type, monetary regimes tend toward one of two ideal types.
On one hand are arrangements in which the country adopts the currency of another
country (most commonly the US dollar) and gives up monetary policy independence
completely. On the other are free floating currencies, those for which the value of the
currency is set by the market through supply and demand. In this measure too there is
ample disagreement regarding coding of exchange rate regimes. The debate includes
disagreements on the number of categories to use and how to define those categories. On
the one hand, the International Monetary Fund and a number of studies relying on their
coding use more nuanced definitions that result in an expanded number of categories
(e.g., Goldjfan & Valdés 1999). On the other, scholars interested in the relationship
between exchange rate regime and policy choices tend to employ dichotomous measures
of exchange rate type (e.g., Broz 2002; Shambaugh 2004).

This study more closely relates to the latter group, accordingly I use Shambaugh’s
(2015) classification of exchange regime types. This classification focuses on the
volatility of the exchange rate to divide country-years into pegs and non-pegs. Though
Shambaugh’s classification differs from a number of other existing classifications,
including that of the International Monetary Fund, his approach is the most appropriate
for this study as it focuses on the relationship between exchange rate and monetary policy

autonomy (Shambaugh 2004) which is the dimension that is of interest to this study.
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Following this coding, out of the 1560 country-years for which data are available roughly

two-thirds (1086) are floats and a third (474) are pegged. Table 2.2 summarizes the

distribution of the country-years included in the study across the two independent

variables of interest.

In the case of monetary regime types the expectation is that investment in tertiary

education will be higher in countries with fixed exchange rates than in countries with

flexible exchange rate arrangements.

Table 2.2: Distribution of country-years across independent variables

Democracy Autocracy Total
Flexible 552 268 820
Fixed 573 167 740
Total 820 435 1560

Dependent variables

The outcome of interest is investment in tertiary education. As outlined in Chapter
1, the theory makes predictions about three dimensions of investment in tertiary
education: level of government investment, how the education is distributed, and whether
it is tied to employment. | operationalize government investment in tertiary education
using spending on tertiary education as a share of GDP and enrollment rates for tertiary
education. | operationalize the distribution of tertiary education by analyzing enrollment
figures. | explore the connection to employment through qualitative analysis in the

following chapters.
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Data on spending in tertiary education were taken from the World Bank’s
EDSTATS database. EDSTATS provides data on spending on tertiary education as a
share of government spending, as a share of GDP, and as a share of public education
expenditure Data on spending in tertiary education as a share of GDP captures the
importance of government spending on tertiary education relative to the size of the
economy, which is relevant to this study. EDSTATS has a high rate of missingness, a
problem all studies of education in the developing world must contend with. To get
around the high rate of missingness | employed two strategies. First, | created a measure
of absolute spending on tertiary education by removing the denominator from all the
available measures of spending on tertiary education (that is, multiplied the share by
GDP, government spending, or government spending on education, as appropriate.) |
then compiled all of these into a single measure of spending on tertiary education in
constant 2010 US$. To make the quantities comparable and relevant to the study |
reintroduced GDP into the denominator. Second, | used multiple imputation to check for
the robustness of the results. The distribution of this variable is presented in Figure 2.2.

Table 2.2: Exchange rate arrangement and public spending on tertiary education

Public spending on tertiary education (% of GDP)
Exchange rate arrangement | Mean Std. Dev. Freg.
Flexible 0.8822 0.54182 193
Fixed 0.93985 0.63604 143
Total 0.90674 0.58357 336

An initial inspection of this dependent variable against exchange rate arrangement
reveals that the hypothesized relationship might exist, though the standard deviations are

too large for the means to be truly informative. Table 2.3 reports the distribution of the
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spending variable against its corresponding explanatory variable, exchange rate
arrangement.

A second set of predictions from the theory concern whether public investment in
tertiary education is distributed broadly as a public good or in a targeted way as a public
good. The best indicator on which to compare this outcome would be admission criteria
to public higher education institutions and the location of those institutions. Broad
provision of public tertiary education should be associated with the existence of
numerous institutions distributed across the territory with admission granted on merit.
Provision of tertiary education as a club good should correspond with targeted locations
of higher education institutions and admission decisions made on something other than
merit. Because the provision of tertiary education is understudied relative to other levels

of education, such data are not available.

Figure 2:3: Public spending and enrollment in tertiary education
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The next-best measure of how tertiary education is distributed are enrollment
rates in this level of education. Enrollment rates for tertiary education are taken from
Varieties of Democracy. The VDem data use Barro and Lee’s (2015) long-run measure of
tertiary enrollment as a base. Barro and Lee’s data is reported in five year intervals.
Varieties of Democracy interpolates the data by imputing information from UNESCO’s
database. This is the most complete information on tertiary enrollment. Tertiary
enrollment data are available for 594 country-years. Enrollment data relate to the idea of
whether education is being provided as a public or a private good: if education is
provided as a private good we would expect lower enrollment rates and vice-versa. The

distribution of enrollment adjusted for population size is shown in Figure 2.3.

Table 2.3 Regime type and enrollment
Enrollment in tertiary ed.
Regime Mean Std. Dev. Freq.
Autocracy 587009 1318095 798
Democracy 979822 1410404 302
Total 694854 1354820 1100

Here again the distribution of the dependent variable is consistent with the
theoretical expectation: the mean enrollment in democracies exceeds mean enrollment in
autocracies. Again the standard deviations within each group are large (Table 2.4).

The two quantitative dependent variables described in this chapter are
summarized below (Table 2.5). As was described at the beginning of this chapter, there is

ample variation across each of the dependent variables of interest.
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Table 2.5: Summary of dependent variables

Variable Obs | Mean Std. Dev. | Min | Max

Public spending on tertiary education

(fraction of GDP) 467 |0.00479 | 0.00319 |0 0.022994

Enrollment in tertiary education 1100 | 694854 | 1354820 | 368 | 9446408
Controls

The statistical models include control variables designed to capture the
factors most commonly associated with investment in education. The first control
variable is income. Data on GDP per capita in constant 2010 US$ were taken from the
World Bank’s World Development Indicators. Income has long been argued to be a
predictor of investment on education, though not of investment in tertiary education
specifically.

The second control variable is population, again taken as the natural log of
data available in the World Development Indicators. Population is an obvious predictor
of public spending, with governments having to spend more as their populations grow.
When possible, I include two additional controls that are relevant for enroliment in
tertiary education: share of the population between the ages of 15-24. The former is
intended to capture the share of the population that would be most likely to benefit from
an investment in tertiary education. The share of the population that has completed
secondary education and is of tertiary education age correlates positively with spending
on tertiary education. However, such level of detail is not available for the majority of the

countries that comprise the population of this study, so share of the population aged 15-
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24 is taken as the next-best alternative. The latter is likely to affect enrollment as most
universities in developing countries tend to be in urban centers.

Additionally, I control for the size of the government, using an indicator
that captures the share of government spending relative to the total economy. | expect
that countries with larger public sectors will also have higher investment in tertiary
education. Controlling for the size of the government is standard on studies of social
service provision.

The last control variable captures the amount of rents from natural
resources available in the country, in a per capita basis. For this, | took World Bank data
on rents from oil, natural gas, and minerals as a share of GDP for most countries
beginning in 1995. Using the World Bank’s data on population, | created a variable that
captures rents from oil, natural gas, minerals and coal per capita. The rents per capita data
correlates at .95 with Ross’s measure of value of oil and gas production per capita; at .98
with Haber and Menaldo’s (2011) measure of income from natural resources and at 0.42
with Smith’s (2017) rent leverage measure. The variable created from World Bank data
was chosen over alternatives because it covers a longer time period than the other data

sets do.

2.3 Hypotheses and expected effects
What type of spending do governments engage in in under these conditions? In
Chapter 1 I argued that concern about unemployment is a characteristic of resource-

dependent countries and provided a review of the extant literature that supports this
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claim. I argued that the combination of regime type and exchange rate arrangement
determines investment in tertiary education such that four configurations are possible.

These are summarized in Table 2.6.

Table 2.6: Expectations of strategies for investment in tertiary education

Democracy Autocracy

Flexible Private participation Patronage politics
Low investment in a public | Low investment in a
good private good
High enrollment, lower Low enrollment, low
spending spending

Fixed Training tomorrow Elite education
High investment in a public | High investment in a
good private good
High enrollment, high Low enrollment, low
spending spending

From this table I derived four hypotheses, which are restated briefly below.

H1: When democratic leaders in resource-dependent developing countries have
monetary policy tools available, they pursue lower investment in tertiary education to
address employment concerns. The ruler allows space for private sector actors to meet
additional demand. There is no direct connection between tertiary education and
government employment.

H2: When autocratic rulers in resource-dependent developing countries have
monetary policy tools available, they pursue lower investment in tertiary education to
address employment concerns. The ruler targets tertiary education to supporters. There is

a direct connection between tertiary education and government employment.
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H3: When democratic leaders in resource-dependent developing countries do not
have monetary policy tools available, they pursue higher investment in tertiary education
to address employment concerns. There is no direct connection between tertiary
education and government employment.

H4: When autocratic rulers in resource-dependent developing countries do not
have monetary policy tools available, they pursue higher investment in tertiary education
to address employment concerns. Tertiary education is targeted to supporters. There is a
direct connection between tertiary education and government employment.

In the following sections | probe the data to provide evidence of the effect of
regime type and exchange rate arrangement on investment in tertiary education in
resource-dependent developing countries. | present results of statistical analysis designed

to test these hypotheses.

2.4 Statistical analysis

The results partially support the theoretical expectations. | present statistical
models that support the hypothesis about the effect of regime type, and exchange rate
arrangement on investment in tertiary education in resource-dependent developing
countries. The expectation that regime type affects spending on tertiary education is
borne out in the analysis, as is the expectation of the effect of exchange rate arrangement.
Below I present statistical tests on each of the two dependent variables: spending and

enrollment.
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Statistical tests on enrollment

The theoretical expectation is that autocratic rulers in resource-dependent
countries will distribute tertiary education in a targeted way whereas democratic leaders
will distribute tertiary education more broadly. As discussed earlier, enroliment is an
imperfect indicator of this outcome, but it is the closest approximation. Using enrollment
data as an indicator of how tertiary education is being distributed runs into one major
problem: the indicator provides no information about the source of funding for the
enrollment. That is, a country could have very high enrollment rates because it has an
expansive private education system, which is unrelated to government spending. | log the
dependent variable in the model so that it resembles a normal distribution.

| find evidence that under conditions of resource dependence democracies enroll
more students in tertiary education than autocracies do, all else equal, though the results
are not statistically significant in a fixed effects model. This is likely because the key
explanatory variable (regime type) changes only slowly over time, making it hard for it to
appear statistically significant (Beck & Katz 2001.) Running the model with random
effects confirms that this is likely the reason for the high p-value. The controls are
significant and signed in the way that would be expected.

Data on one of the controls (population between the ages of 15 and 24) are
available only for a smaller subset of countries than data on other indicators. When this
control is dropped, the number of countries in the model expands and the effect still
holds. Interestingly, rents per capita were not a significant predictor of enrollment in

tertiary education. The model is also robust to using the rescaled and the full Polity2 scale
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as alternative specifications of the dependent variable, suggesting that the results are not
impacted by the cases in which the coding differs. The results hold when the rent
leverage measure is substituted for the rents per capita measure. The results of a model

omitting the control variables for which data is missing at a high rate are also presented in

Table 2.6.

Table 2.7: Effect of regime type on enrollment in tertiary education

Enrollment in tertiary education (log)
Variables Fixed effects Random effects
0.0356 0.0790*
Regime type (-0.0471) -0.047
0.394*** 0.298***
GDP (log) (-0.0618) (-0.0554)
1.487*** 1.133***
Population (log) (-0.114) (-0.069)
0.00314 -0.00155
Government (% of GDP) (-0.0039) (-0.00384)
Population ages 15-64 (% | 0.0547*** 0.0740***
of total) (-0.00554) (-0.00459)
4.27e-05*** 1.63E-05
Rents (per capita) (-0.0000137) (-0.000013)
Constant -25.39*** -18.32***
-1.5687 -0.979
Observations 876 876
R-squared 0.768
Number of countries 51 51

Standard errors in parenthesis
*** p<0.01, ** p<0.05, * p<0.1
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Statistical tests on spending

The theoretical expectation is that rulers in countries with a fixed exchange rate
arrangement will invest more in tertiary education than rulers in countries with a flexible
exchange rate arrangement. Spending on tertiary education as a share of total government
spending is the indicator that best captures this concept. While the mean government
expenditure by countries with a fixed exchange rate appear to be similar to that of those
with a flexible arrangement. A graph of government expenditure as a share of GDP, an
indicator that covers a greater proportion of country-years, shows a larger difference

between countries with flexible and countries with fixed exchange arrangements (Figure

2.4).

Figure 2.4: Spending on tertiary education in resource-dependent developing
countries by exchange rate arrangement

(] ~ -
.

8
L

6
L
3
L

4
|

Expenditure on tertiary ed (% of GDP)
1 2

Expenditure on tertiary ed (% of total gov)

2
L

T%E

Flexible Fixed Flexible Fixed

| find evidence that under conditions of resource dependence countries with fixed

exchange arrangements allocate more funds to tertiary education than countries with
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flexible exchange rate arrangements. Exchange rate arrangement correlates with spending
on tertiary education as a share of GDP such that a move from a flexible regime to a fixed
one results in an additional 0.11 percent of GDP being allocated to tertiary education.
Given that mean spending on tertiary education as a share of GDP is 0.90, this effect that
is large. The effect is also statistically significant. It is interesting that the effect of rents
from extractible natural resources is statistically significant but signed in the opposite
direction: more rents correlate with less spending on tertiary education. This surprising
effect can be interpreted as evidence in support of the idea that including a measure of
rents in a model does not accurately capture whether a countries in the model are
resource-dependent or not. The results of these models are presented in Table 2.8.
Finally, given the large number of missing observations for education spending in
my dataset, | also considered the possibility that there was a problem with sample
selection bias. Earlier | addressed this by removing the control variables that had the most
number of observations missing. As an additional check, I repeated the two models using
multiple imputation estimates. In these models, unobserved values for education spending
and the control variables were imputed using the AMELIA program developed by
Honaker et al. (2003) and King et al. (2001). In these models, as in the listwise deletion
estimates reported above, the effect of democracy on enrollment is large and statistically
significant. Likewise, the effect of exchange regime type is also statistically significant

and in line with theoretical expectations.
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Table 2.8: Effect of exchange rate arrangement on government expenditure on

tertiary education

Government expenditure on tertiary education
(% of GDP)

Variables Fixed effects Random effects
0.111%** 0.111%**

Exchange rate arrangement (-0.0329) (-0.0324)
-0.012 0.00671

GDP (log) (-0.103) (-0.0775)
-0.00546 -0.0275

Population (log) (-0.347) (-0.0935)
0.0329*** 0.0345***

Government (% of GDP) (-0.00837) (-0.00759)
0.0374*** 0.0351***

Population ages 15-64 (% of total) | (-0.0122) (-0.00884)
-4.52e-05*** -3.83e-05***

Rents (per capita) (-0.0000161) (-0.0000146)
-1.52 -1.456

Constant (-4.778) (-1.18)

Observations 292 292

R-squared 0.212

Number of countries 38 38

Standard errors in parenthesis
Kok p<0.01’ *%x p<0.05, * p<0'1

Lastly, | check that the effect of regime type and exchange rate arrangement is

specific to tertiary education. The preceding chapter discussed the ways in which fiscal
policy, government spending in particular, would be constrained under a fixed exchange
rate arrangement. If the effect is not specific to investment in tertiary education we
should see rulers in countries that have fixed exchange rate arrangements also investing
more in the provision of other social services. If the effect is specific to investment in

tertiary education we should see that exchange rate arrangement does not have a positive
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and significant effect on other areas of social spending. To test this idea | use data on

spending on health as a share of GDP. Data are taken from the World Bank World

development Indicators (2017). Spending on health is chosen for two reasons. First, it is

an important category of social services and one that has been studied extensively.

Resource-dependent countries have been shown to spend less on health (Karl 2007) but

to achieve good outcomes across several indicators (Davis 1995). Second, the series on

health spending is more complete than series on other components of social spending.

health

Table 2.9: Effect of exchange rate arrangement on government expenditure on

Public health spending (%
GDP)
Fixed Random
Variables effects effects
Exchange rate arrangement | 0.0248 0.0255
(-0.0705) (-0.0707)
GDP (log) 0.521*** | 0.205*
(-0.158) (-0.117)
Population (log) -0.29 0.0951
(-0.321) (-0.168)
Government spending (% of
GDP) 0.0647*** | 0.0615***
(-0.0122) (-0.0118)
-5.92e- -7.68e-
Rents (per capita) 05** 05***
(- (-
0.0000254) | 0.0000238)
Constant -4.408 -2.707
(-3.299) (-2.096)
Observations 650 650
Number of countries 0.095
R-squared 48 48

Standard errors in parenthesis

*** p<0.01, ** p<0.05, * p<0.1
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| repeat the analysis substituting spending on health as a share of GDP for
spending on tertiary education as a share of GDP. | find that exchange rate arrangement
does not have a significant effect on spending on public spending on health. The result
holds even when fixed effects are removed from the model, suggesting that the effect of

exchange rate arrangement is specific to spending on tertiary education.

2.5 Summary

This chapter investigated variation in investment in tertiary education across
regime types and exchange rate arrangement in resource-dependent countries. It
presented empirical evidence that in this context, democratic leaders enroll more students
than their autocratic counterparts, all else equal. It also presented evidence that in the
context of resource-dependent developing countries rulers in countries with fixed
exchange rate arrangements invest more in tertiary education than rulers in countries with
flexible exchange rate arrangements. A third prediction of the theory regarding the
connection between tertiary education and employment is perhaps best explored in the
context of case studies where qualitative and quantitative analysis can be combined to
explore the hypothesized mechanisms.

The following chapters explore these ideas in the cases of Venezuela, Ecuador,
and Qatar, all resource-dependent developing countries that were also included in the
analysis in this chapter. Venezuela presents variation in regime type over time as it
transitioned from democracy to autocracy while maintaining a flexible exchange rate

arrangement. Ecuador presents variation in exchange rate arrangement over time while
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maintaining a democratic government. Qatar is included as a case of autocratic
government and a fixed exchange rate arrangement. Qatar shares these two characteristics

with Saudi Arabia, whose ruler’s words were included in the beginning of this chapter.
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Chapter 3
Venezuela: resource dependence, unemployment and
investment on higher education

“I am happy because just as corn grows, so too
in our universities a Venezuelan student
movement is growing.”’

Hugo Chévez

Al6 Presidente, June 2009

Visitors arriving to Simén Bolivar International Airport in Maiquetia,
Venezuela, are greeted by enormous red banners celebrating the country’s achievements
in higher education. They proudly announce that the country has the fifth largest
university enrollment in the world. The airport is on the Caribbean coast, about an hour’s
drive north of Caracas, the capital. On the road between the airport and downtown
Caracas visitors will traverse mountains through tunnels. Visitors arriving during the day
will notice shantytowns covering the mountains on the right and left of the road, an image
of poverty that contrasts with the announcements of prosperity at the airport. Then, to the
right is a baseball stadium. The stadium is home to the local team, the Leones, but
officially forms part of the campus of the Universidad Central de Venezuela, the
country’s largest public university. A few blocks away a tall building proudly announces
its association with a second university. This is the main campus of the Universidad
Bolivariana de Venezuela, one of the country’s newer universities. The tall building, its
home campus, used to be the headquarters of the national oil company. The two
universities share a neighborhood but could not be more different in all other respects.

These two campuses are examples of the different approaches to investment in tertiary

67



education that politicians have pursued in Venezuela. Universidad Central de Venezuela
IS an institution that was part of a partially private system. Admission into the university
was very selective and admissions decisions were made on academic merit. Because the
public university system that the university belonged to could not absorb all the demand,
private competitors emerged, including a few in the same neighborhood. In contrast,
Universidad Bolivariana de Venezuela is an example of the patronage politics model.
Admission to the university is targeted to supporters of the regime. Students and the
regime maintain a relationship whereby citizens show support of the government and the
government privileges them for admission and government jobs.

In the previous chapter | presented cross-national empirical evidence that in
resource-dependent developing countries authoritarian governments enroll fewer students
in tertiary education than democratic governments do, all else equal. I also presented
evidence in support of the idea that concern about unemployment might drive part of this
investment and that the investment varies across countries depending on exchange rate
arrangement.

In this chapter, | examine the hypothesis explored in the previous chapter using a
case study. Examining these processes within a single case allows me to use qualitative
evidence in addition to quantitative evidence to fully explore the hypothesized
mechanisms. In this chapter | test three ideas. First, that under democratic rule and a
flexible exchange arrangement investment in higher education was low and private actors
came to fill the void left by underinvestment in a strategy described here as private

participation. Second, that under autocracy and a flexible exchange rate arrangement
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investment in tertiary education is in response to concerns about unemployment. Third,
that there is a connection between public tertiary education and public sector
employment.

Venezuela has experienced different regime types and exchange rate
arrangements. Prior to 2005, Venezuelans lived under democratic rule before a transition
to autocracy. Both of these experiences were under a flexible exchange rate. Table 3.1

summarizes the trajectory of the country.

Table 3.1: Regime type and exchange regime type in Venezuela

Democracy Autocracy
Flexible 1958-2004 2005-Present
Fixed Prior to 1983 1952-1958

Though Venezuela has experienced variation along both dimensions, some of the
variation happened in a period prior to state ownership and state control of oil. This
anteceding period falls outside the scope conditions of the study as explained in Chapter
1. The analysis in this chapter focuses on the periods during which Venezuela was under
democratic rule and a flexible exchange rate arrangement (1983-2004) and autocratic rule
and a flexible exchange rate arrangement (2005-present.) The theoretical expectations for

this period are summarized in Table 3.2.
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Table 3.2: Theoretical expectations for higher education in Venezuela

Democracy Autocracy

Private participation Patronage politics
Flexible 1983-2004 2005-Present

Training tomorrow Elite education
Fixed 1958-1983 1952-1958

3.1 Venezuela as a resource-dependent country

Venezuela is a resource-dependent country. The country has the world’s largest
oil reserves, estimated at 297 billion barrels. Income from oil has been the largest
contributor to government revenue since at least the nationalization of the oil industry in
1976. Oil exports account for more than 80% of all exports in the country. It has the sixth
largest rent leverage figure of any country in the world (Smith 2017).

Venezuela has been studied extensively as an example of a resource-dependent
country (e.g., Karl 1987; Karl 1999; Dunning 2008). Until 2000, most research on
Venezuela concentrated on identifying factors that allowed for democracy to thrive in an
oil-dependent country. In more recent years, studies of Venezuela have shifted to focus
on clientelistic spending funded with oil revenues (e.g., Penfold-Becerra 2007; Smilde &
Hellinger 2011), on the transition back to autocracy (e.g., Brewer-Carias 2010); and on
populism (e.g., Ellner 2012).

. The country might have known early on that oil would not be the panacea it
appeared to be. Juan Pablo Pérez Alfonso, who represented Venezuela at the founding of

the Organization of Petroleum Exporting Countries, famously said of oil: “it is not black
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gold: it is the devil’s excrement. We are drowning in the devil’s excrement.” At the time
that Pérez Alfonso proclaimed this in 1976 Venezuela was a prosperous democracy. In
fact, at the time Venezuela was so rich that it had been invited by the International
Monetary Fund to a meeting of “super-rich” countries that might be asked to help with
the world’s economic recovery. The report on The New York Times noted that “poorer
countries like Great Britain, France, and Italy have not been invited.” (The New York
Times. July 26,, 1977). Yet, Pérez Alfonso was likely right. Oil dependence once credited
for bringing democracy to the country (Karl 1987) ultimately probably manifested itself

as a curse (Corrales & Penfold 2011).

3.2 Unemployment in Venezuela

Though initially the discovery of oil was a boon for the country, within a couple
of decades Venezuela started to feel the effects of Dutch disease. Venezuela’s most
significant oil reserves were discovered in the western part of the country in 1914. In six
years Venezuela rose to become the world’s largest oil producer (Tinker Salas 2009).
Shortly after that, the Venezuelan envoy to the League of Nations declared not only that
unemployment was “virtually unknown” in the country, but that the country was in fact
in need of “at least 2,000,000 white workers” (New York Times 1931). Though official
unemployment figures were not recorded at this time, we do know that the advertised
full-employment bonanza was short lived. In 1936, Arturo Uslar Pietri, a prominent
Venezuelan intellectual, wrote an editorial urging the country to stay away from relying

solely on “destructive” oil rents and asking instead that it “‘sow the o0il.” Reinvesting oil
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rents in agriculture, he argued, would save the Venezuelan people from becoming
“parasites and useless” (El Tiempo 1936).

Unemployment in Venezuela continued to increase during the years that followed.
By 1959 open unemployment was estimated at 13.4% (Pernaut Ardanaz and Ortiz 2008).
Three years later, 14.2% of the workforce was unemployed (Hassan 1967). The increase
in unemployment paralleled an increase in dependency on oil. Whereas in 1930 oil
income accounted for 22% of per capita income, by 1950 the figure had risen to 47% and
then to 60% of per capita income when the country transitioned to democracy (Tugwell
1975). The increase in unemployment came despite a dramatic increase in public sector
employment from 7,000 in 1935 to 47,000 in 1941 and 95,535 in 1954 (Phillip 1982, p.
293). The increase in unemployment was followed by a significant drop in workforce
participation in the 1970’s, and then stagnation in the 1980’s, despite rising female
participation in the workforce.

In the democratic era, President Carlos Andrés Pérez during his first term in office
announced a policy of full employment (“politica de pleno empleo”). As part of this
policy, mere months after his election to office in 1974, President Perez, issued a decree
mandating that all elevators in public spaces (limited not just to government buildings but
also including office buildings, shopping centers, etc.) be operated by people hired
specifically for this task. Thus it came to be that there were still elevator operators in
Venezuela twenty-five years after the occupation became the first in the United States to
be replaced entirely by automation (Bessen 2016). The occupation of elevator operated

continued to exist in Venezuela not because there was a need for it, but because of
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government intervention. A separate decree was issued that same year directing public
establishments to hire restroom attendants for all public restrooms (Urquijo Garcia 2005).
To this day, Venezuelans offer the image of the elevator operator when asked about
employment and unemployment in the country (Interview 12).

An abundance of evidence suggests that unemployment is a concern in
Venezuela. The 2015 Latinobarometer survey showed that a majority of Venezuelans
(51.75%) were concerned or very concerned that they would be unemployed within the
next twelve months and an additional 22.75% did not have a job at the time of the
interview. Additionally, nearly half of Venezuelans said they would be willing or very
willing to protest for higher wages and better working conditions, with 23.67% saying
they would be “very willing” and only 27.17% saying they would not be at all willing.
Additionally, public opinion surveys in the country have shown that Venezuelans believe
that it is the government’s responsibility to ensure employment. The 1996
Latinobarometro poll found that 68.8% of people in Venezuela thought that it was the

government’s responsibility to provide employment.

3.3 Regime type in Venezuela

Politicians, whether autocratic or democratic, want to stay in power (Bueno de
Mesquita el al 2003). To do so, leaders in democratic regimes provide benefits to a large
segment of the population with the expectation that these satisfied citizens will extend the
politician’s time in power through their vote in regular elections. Politicians in autocratic

regimes don’t face free and fair elections. The problem for autocratic politicians is that in
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this context it is near impossible for them to know whether they are safe in their position
because they cannot know whether citizens are satisfied. If citizens are dissatisfied,
autocratic politicians can repress manifestations of that dissatisfaction, but they cannot do
this all the time. To solve this problem, leaders in autocratic contexts need to anticipate
potential sources of instability and act to prevent them.

| argue that unemployment is a potential source of instability for democratic and
autocratic politicians in the context of resource dependence. Autocratic politicians,
however, respond to this in a different way than democratic politicians do. Specifically,
two factors determine the differences between democratic and autocratic politicians’
responses to unemployment: the size of their support base and their time horizons.

The size of the politicians’ support base, their selectorate, determines what
options might be most effective in addressing unemployment. Democratic politicians
who need a larger support base to stay in power need to think of solutions that can
effectively address the employment concerns of a large group of people. Autocrats, who
rely on the support of a narrower base, need only to address the employment concerns of
a smaller group of people. Spending on tertiary education is an effective way to address
this issue for a relatively small group of people, whereas other policy options, like the

elevator example, can impact a larger group.
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Figure 3.1: Regime type in Venezuela
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Politicians’ time horizons also determine how they choose to address
unemployment. Democratic politicians stay in power for a shorter amount of time than
democratic politicians do. Democratic politicians should thus be concerned primarily
with immediately addressing unemployment, whereas autocratic politicians need to also
worry about unemployment down the road. Again, investing in tertiary education is an
effective way to quickly address unemployment for a small group of people, and
probably an effective way to address long-run unemployment. Other policy options might
be more effective at reducing large-scale unemployment more quickly than expanding
tertiary education.

Venezuela has had experience with both regime types (Figure 3.1). Oil exports
took off during the government of Isaias Medina Angarita (1941-1945), the first

democratic president of the modern era. The country then had an experience with
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autocracy during from 1952-1958, when General Marcos Pérez Jiménez was in power?.
The overthrow of Pérez Jiménez was followed by a long period of democratic rule that
led many analysts to consider Venezuela an exception to the resource curse and “the
political darling of the development set” (e.g., Karl 1987: 63). There was another reversal
in regime type when, shortly after his election, Hugo Chéavez Frias modified the rules of
the game to compromise free and fair elections. Once again, the country experienced
non-democratic rule, which continues to the present day.

Since 2005, the autocratic regime ruling Venezuela has held regular elections,
although the playing field is very uneven. Chavez’s rule after 2005 came to be a perfect
example of a competitive authoritarian regime. Chavez combined the politicization of
state institutions with access to nearly unprecedented oil revenues to skew the playing
field in his favor (Levitsky and Way 2011: 178; Corrales & Penfold 2007). To stay in
power, Chavez distributed income from oil through social programs (known as the
misiones), which included a mix of local public goods and private goods (Rosas,

Johnston & Hawkins 2014).

% The first autocratic period (1951-58) is not considered in this analysis for two reasons.
First, there are obvious data availability problems, especially regarding estimates of
unemployment and enrollment. Second, oil wasn’t nationalized in Venezuela until 20 years later,
so the mechanism of accruing rents and its consequent effect on unemployment and hypothesized
effect on government spending would have worked a different way. Indeed, failing to account for
changes in the structure of the oil industry across time is a criticism of historic studies of the
resource curse (Andersen and Ross 2013).
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Chévez passed away in 2013 and was succeeded through an election by Nicolas
Maduro, the man he had singled out to continue his legacy. Under Maduro income from
oil decreased owing to a combination of mismanagement of the oil industry and a decline
in oil prices. Nonetheless, Maduro has continued many of his predecessor’s programs. In
fact, in his campaign for a second-term he explicitly promised to continue the misiones

programs if he won (Correo del Orinoco; May 5, 2018).

3.4 Exchange rate arrangement in Venezuela

Venezuelan currency significantly appreciated in the 1920’s, following the
discovery of oil in the Lake Maracaibo region. Since then, governments have
implemented a number of monetary policy measures to contain the effect of Dutch
disease. The country abandoned the gold standard in 1930 and in 1934 pegged the
national currency, the Bolivar, to the dollar. The currency underwent a landmark
devaluation in 1961 that set the value of the dollar at Bs. 4,30, a rate that was sustained
for decades. Then, on February 18, 1983, a democratically elected government
announced a major currency devaluation. This marked the end of Venezuela’s
commitment to a peg.

The numerous devaluations and changes in exchange rate regimes demonstrate a
concern with the effect of oil on the currency and an attempt to address the problem using

monetary policy (Table 3.3).
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Table 3.3: History of exchange rate regimes in Venezuela

Period Classification Government
July 23, 1941- July 1, Peg to the US dollar Democracy (1941-1952;
1976 1959-1976) and Autocracy
(1952-1958)
July 1, 1976- February 28, | Peg to the US dollar; dual Democracy
1983 market
February 28, 1983- July Freely falling/Managed Democracy
1996 floating
July 1996- January 2002 Pre-announced crawling Democracy
band around the US dollar.
February 2002- February | Managed floating Democracy
2003
February 2003- Present Peg to the US dollar; dual Autocracy
market

Since the Bolivar was once again pegged to the dollar in 2003 and exchange
controls were implemented, the government has undertaken 13 devaluations of the
currency (Table 3.3). This is possible because though it is nominally independent, in
Venezuela under autocracy the central bank was dependent on the regime. Hugo Chéavez
took measures to undermine the independence of the bank, using reserves to fund
government projects and all but depleting the country’s sovereign wealth fund (Kaplan

2011: 135).

As president, Chavez pursued a series of laws that undermined the independence
of the central bank. The law against illicit exchange transactions, for example, granted the
government monopoly over all currency trades (Corrales 2015). Though in theory this
law could have helped the bank manage the exchange rate more effectively, in practice it
further undermined the credibility of the bank and expanded the black market for foreign

currency. In fact, a few weeks after the law was announced a new website
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(dolartoday.com) was launched to keep track of the value of the US$ on the black market.
On the first day that the website published this information, 33 days after the law was
announced, the US$ was worth 9.92 bolivares fuertes: double the official rate at the time
(4.30 BsF). In spite of these devaluations, the currency remains one of the most

overvalued in the world (Bank for International Settlements 2016.)

Table 3.4: Devaluations in Venezuela since 2003

Date Action

February 5, 2003 1,600 Bs/US$ (1.6 BsF/ US$)

February 9, 2004 1,950 Bs/US$ (1.95 BsF/US$)

March 2005 2,150 Bs./US$ (2.15BsF/US3)

January 2008 2.15 BSF/US$ (Three zeros are eliminated

from the currency and the currency is
renamed Bolivar Fuerte (BsF) ).

January 8, 2010 2.60BsF/USS$ for “priority sectors” and
4.30BsF/US$ for all other sectors.

June 9, 2010 5.30BsF/US$ for all sectors except
“priority sectors.”

December 30, 2010 4.30BsF/USS for all sectors (“priority
sector” designation is eliminated)

March 2013 6.30BsF/US$

January 2014 6.30BsF/USS$ for “priority sectors”
11.36BsF/US$ for other sectors.

February 2014 6.30BsF/US$ for “priority sectors”
12BsF/USS$ for all other sectors (limited
availability)
170BsF/US$ (auction)

September 2015 6.30BsF/US$ for “priority sectors”

13.50BsF/US$ for all other sectors
(limited availability)
199BsF/US$ (auction)

March 2016 10 BsF/USS$ for priority sectors
206 BsF/US$ for all other sectors
(floating)
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Venezuela had flexible exchange rate arrangement between 1989 and 2005 and
then again after 2010 according to the Shambaugh (2015) classification. Other datasets
on exchange rate arrangements also classify Venezuela as having a flexible arrangement
with a fixed arrangement period between 2006 and 2009 (llzetki, Reinhart & Rogoff
2017). Though the period under a fixed arrangement was short it had the characteristics
of a credible peg: there was no loss of central bank independence (Garriga 2016) and the
country’s creditworthiness did not suffer. In 2009 Venezuela had a B2 rating from
Moody’s and a B+ from Fitch: the country seemed on track to meet its debt obligations,
an important factor in the credibility of fixed exchange rate arrangements.

Though Venezuela did undoubtedly experience a short period under a fixed
exchange rate, this short period did not affect its investment in tertiary education for three
reasons. First, while the peg was credible, the peg ended with the president announcing a
100% devaluation, hardly a move that signifies that the interruption to the peg will be
brief. This contrasts sharply with the other two cases: Qatar, has defended its peg against
very adverse circumstances and Ecuador does not have the option to devalue. Second,
while there was an official peg, the government also had in place exchange rate controls,
which created a second “black™ market for US dollars in which the price of the US dollar
was floating. The pegged rate then, was not available to everyone the way it had been
during the country’s previous experience with a peg in the 1970’s. Third, the experience
with the peg was too short-lived for it to have had any effect on investment in tertiary

education, a process that is more forward-looking and harder to alter.
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Venezuela then in effect has a flexible exchange rate arrangement during the
period under study. The possibility of using monetary policy levers is present in
Venezuela to a degree that it is not in other countries that have a pegged arrangement.
That is, in Venezuela, unlike in dollarized countries like Ecuador and true pegged
countries like those of the Gulf Cooperation Council, the government has options beyond
fiscal policy to address unemployment. The availability of other tools partly explains how
the expansion of higher education in autocratic Venezuela was carried out. It was an
expansion that did not appear to have been designed with a view toward other economic
opportunities in the future, but rather out of concern for the survival of the regime.
Tertiary education in Venezuela during the autocratic period was characterized by
targeted expansion, connections to public sector employment, and underfunding.

Venezuela, like other resource-dependent countries, has experimented with a
number of different exchange rate policies. Roughly, the country had a credible fixed
exchange rate arrangement until 1983 and a mixture of floating arrangements, nominal
pegs to which it was not committed, and occasional real pegs after that. Given the
impressive number of changes in the arrangement, Venezuela would be best described as

a case of flexible exchange rate arrangements, especially in the post-2000 period.

3.5 Higher education in Venezuela
In analyzing the case of Venezuela | seek to test three ideas from Chapter 1. First,
that under democratic rule and a flexible exchange arrangement investment in higher

education was low and private actors came to fill the void left by underinvestment in a
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strategy described here as private participation. Second, that under autocracy and a
flexible exchange rate arrangement investment in tertiary education is in response to
concerns about unemployment. Third, that there is a connection between public tertiary

education and public sector employment.

Private participation

Table 3.5: Universities in 1958

University Location Date opened Rule
Universidad Central | Caracas 1721 Colonial rule
de Venezuela

Universidad de Los | Mérida 1785 Early Republic
Andes

Universidad del Maracaibo 1891 Ignacio Andrade
Zulia

Universidad Central | Barcelona 1937 Eleazar Lopez
de Venezuela- Contreras
Centro Regional

Barcelona

Universidad Santa Caracas 1953 Marcos Pérez
Maria Jiménez
Universidad Caracas 1953 Marcos Pérez
Catdlica Andrés Jiménez

Bello

Universidad de Valencia 1958 Marcos Pérez
Carabobo Jiménez
Universidad de Cumana 1958 Marcos Pérez
Oriente Jiménez

In December 1958, at the start of a period of democratic rule there were 8
universities in the country of seven million people (Table 3.4). Though the number might
seem low by today’s standards (Paraguay, a country with a similar population to that of

Venezuela in 1958 is home to 54 universities) it was comparable to other countries at the
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time. Colombia, for example, had twice as many inhabitants as Venezuela (14.1 million)
and 17 universities.

In the years that followed, tertiary university in Venezuela expanded from 8
universities in 1959, to 92 tertiary education institutions in 1985 and 141 institutions® in
1998 (OPSU 2001.) The biggest expansion of tertiary education during the pre-Chéavez
period occurred during Carlos Andrés Pérez first term in office (Figure 3.2). The increase
in the number of institutions accompanied the introduction of another tertiary education
program, the Fundacion Gran Mariscal de Ayacucho credit and scholarship program.
Under this program, the government sponsored higher education abroad for some
Venezuelan students on the condition that they then return to the country and work in the
public sector. This expansion through public institutions and scholarships occurred
almost in tandem with the nationalization of the oil company. Tertiary education then
stagnated over the following period even though the population of the country doubled.

According to the theory outlined in Chapter 1, in the case of Venezuela we should
expect a partially private system during the democratic years, a result of the combination
of lower investment and higher enrollment, and a transition to a system with lower
enrollment and equally low spending in the autocratic years. In addition, we should also
expect differences in the relationship between the government and the institutions

providing tertiary education in the country. | expect that under democracy the universities

% It is worth noting that though all the institutions that existed in 1958 received the official
designation of “university”, in the years following the government drew distinctions between nine
different types of tertiary education institutions. For simplicity, all of the institutions are referred
to as “universities” in this project.
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enjoyed greater autonomy than under autocracy, and that while public universities on
occasion have an adversarial relationship with the government, the relationship is one of
mutual support under autocracy. Specifically, | expect that under autocracy graduates of

these universities will be preferred for public sector employment upon graduation.

Figure 3.2: Universities opened in Venezuela
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Romulo Betancourt (1959-1964)
Raul Leoni (1964-1969)

Rafael Caldera (1969-1974)
Carlos Andrés Pérez (1974-1979)
Jaime Lusinchi (1984-1989)
Carlos Andrés Pérez (1989-1993)
Rafael Caldera (1994-1999)
Hugo Chavez (1999-2013)
Nicolas Maduro (2013-)

Luis Herrera Campins (1979-1984)
Ramoén J. Velazquez (1993-1994)

Under autocracy, investment in tertiary education in Venezuela has been
characterized by a lack of independence for the institutions and an understanding that the
state will employ the new graduates. Under democracy, investment in tertiary education
was much less and did not have the same relationship of dependence. Under autocracy,
graduates of the new universities expect that the government will employ them whereas

under democracy beneficiaries of the investment in education had the obligation to repay
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the government by working in the public sector. Under democracy, the expectation was
reversed, as exemplified by the scholarship program: the government expected the

graduates to work for it and not the other way around.

Figure 3.3: New public and private universities under democracy, Venezuela 1978
- 1999
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Investment is tertiary education under democracy resulted in a partially private
system. Every year (for which data are available) newly opened private universities
outnumbered new public ones (Figure 2). As is characteristic of this type of system,
enrollment was relatively high and subsidization was relatively low, meaning that the
expansion in enrollment had to be accommodated by private institutions, not public ones.

Indeed, in 1984 the government moved to create a national system for admission to

85



public institutions. The national academic aptitude test (Prueba Nacional de Aptitud
Académica) was coordinated by the Consejo Nacional de Universidades (National
Council of Universities). The test in effect limited admission to public institutions: top
performers on the national test were granted admission to public universities; the rest had
to seek admission to private universities or abandon the idea of attending college.

Every year that the national test was admitted some percentage of students did not
gain admission to public institutions, a clear sign that demand for higher education (or at
least public higher education) was larger than the available supply. The government
responded mostly by issuing accreditations to a number of private institutions in an effort
to meet the demand for higher education. The result was that private education grew
much faster than public education during this period. This is a strategy to pursue large
enrollments at a lower cost, as described in the private participation model.

Universidad Montedvila, a private Catholic university in Caracas, illustrates this
process well. The university was approved by the democratic government of Rafael
Caldera in 1998. A professor that remembers the early years of the school recalls that
“prior to 2005 there was an expansion of higher education, but it was an expansion of
private higher education” (Interview 19). When it opened, the year before Chavez was
elected, Universidad Monteavila offered students four majors. The university plan called
for the university to expand to offer a school of medicine and a school of engineering a
few years after opening. Then in 2006 university officials asked the ministry of higher
education for permission to open these new programs. The request was denied.

According to the president of the university at the time, after 2006 no more private higher
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institutions were accredited and none received permission to expand. Enrollment in this

period, the autocratic period, grew from an expansion of public tertiary education.

Patronage politics

With the turn to authoritarianism, tertiary education in Venezuela shifted from the
private participation system described above to a patronage politics strategy. In this
section | test the idea that tertiary education in this context was used to address
unemployment and that public tertiary education was provided as a club good distributed
to supporters and connected to public sector employment.

Under autocracy, tertiary enrollment and the total number of higher education
institutions in the country expanded. When students graduated high school in Venezuela
in 1976, the year the oil industry was nationalized, they had a choice of 75 universities in
the country. Forty years later, young people account for roughly the same share of the
population than they did in 1976, but now there are 524 universities where they can
study. That is, universities grew seven-fold since the nationalization of oil, a growth
unparalleled in any other area of social spending in the country. Meanwhile, neighboring
Colombia is home to a population one and a half times that of VVenezuela but has only
about half the number of tertiary education institutions (288).

| examine this expansion in relation to unemployment at the subnational level.
The unit of analysis in this case are Venezuelan states. The expectation is that states
experiencing increases in unemployment will be more likely to house new universities

than states not experiencing rising unemployment. The dependent variable is a binary
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capturing whether a public university was created in a given state in a given year. The list
of public universities in Venezuela was taken from Oportunidades de Estudio en
Venezuela (2015), which provides information on the name and location of public and
private schools in the country. The list includes 282 public tertiary education institutions
and 222 private ones. Information available on this list was complemented with
information from each of the universities’ websites to compile the final list of 302 public
institutions in 23 states. The date of the universities’ foundation was taken from the print
version of Oportunidades de Estudio en Venezuela (2004). When the date of creation of a
university was not recorded in this book, it was obtained from local newspaper searches
for either the event of the university opening its doors, the university celebrating an
anniversary, or the university graduating its first class. In the event that the only
information available was the graduation date of the first class, it was assumed that the
university opened its doors five years prior (as most bachelor’s level-equivalent degrees
in Venezuela require five years of schooling) or three years prior, (in the case of technical
schools). If there was no information available online, an attempt was made to contact the
university via phone. Data on the year of foundation were collected for 278 (out of 302)
public universities. Other than the universities’ responsiveness, there do not appear to be
any systematic differences between the universities for which data were collected and
those for which data were unavailable.

For the independent variable, state-level unemployment data were collected from
the offices of the National Institute for Statistics (Instituto Nacional de Estadistica) in

Caracas. Change in unemployment in a given state was calculated by subtracting the rate
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of unemployment in a state in a given year from the rate of unemployment in that state in
the preceding year.

| include standard controls in the model: population, GDP and oil income. Data
on oil income per capita are taken from Haber and Menaldo (2011). Though the figures
on oil income do not capture the concept of resource dependence as well as measures of
income from rents specifically, the concept of oil income is related to oil rents and does
address the idea that governments have more or less income at their disposal. Haber and
Menaldo’s data is available only until 2005. Oil income per capita for the period from
2006 to 2014 was calculated using data on the price of oil (BP Statistical Review of
World Energy), oil exports (Venezuelan energy ministry) and inflation (US Federal
Reserve). Data on state population were taken from the Instituto Nacional de Estadistica.
GDP per capita information was taken from the World Bank World Development
Indicators database. As in the previous chapter, these controls are consistent with those
used in other studies of spending on education and spending under resource dependence.

The model confirms the hypothesis: unemployment is a good predictor of
university expansion under autocratic government in Venezuela. It tests the hypothesis at
the subnational level. Here we are interested in whether increases in unemployment in a
given state are a good predictor of whether the government will invest in opening a
university in that state. The dependent variable is whether a public university was created
in that state in a given year. The independent variable is changes to the unemployment
rate in that state. The results of a logit model with fixed effects are reported below (Table

3.6)
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Table 3.6 Effect of local unemployment on public universities opened in
Venezuela by state (2006-2013)

Coefficient

Change in state | .196177**
unemployment

rate (.0956873)
QOil income .00052
(.0004637)

State population | -0.00000556e*
(0.0000031706)

N 168

Standard errors in parenthesis
*** n<0.01, ** p<0.05, * p<0.1

| included standard controls in the model: population, GDP per capita, oil rents
per capita, and a lag of the dependent variable. Population data are state-level whereas oil
income is a national-level variable that changes by year but not from state to state.
Population data are a state-level variable because in Venezuela most college students live
with their parents or family members while they attend college; that is, it is uncommon
for a student to travel to another state to attend college (Angulo and Castro 1990). In
cases in which students move to attend college, they most often move into the capital
district. Because of this, population at the state level and not population at the country
level could be a determinant of whether a public university was created in a given state in
a given year. Funding for public universities, on the other hand, comes from the central

government; consequently, it was appropriate to control for oil revenues at the national
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level. A fixed effects model is appropriate because there is wide variation between states
over time, especially in the independent variable of interest.

The type of expansion of public tertiary education under autocracy in Venezuela
highlights why enrollment rates are the best available but not the best possible indicator
of whether tertiary education is provided as a public good or as a club good. More
citizens were enrolled in tertiary education in Venezuela than had been under democracy;
however, the means of accessing this public service had changed. Admission to tertiary
education was no longer a meritocratic process, but a process of proving support to the
government and committing to maintaining that support at least for the length of the
degree program. As one scholar in Venezuela explained, “if the numbers say that
enrollment went up, enrollment went up. The problem is with the ineffectiveness and
poor quality of the institutions.” He added that Venezuela has not participated in
standardized tests since the early days of the government of Hugo Chévez, adding “the
government doesn’t measure educational outcomes because that is against the revolution
[a term Chavez and Maduro used to describe their own regimes]. The revolution cannot
be measured. It has intrinsic value” (Interview NUMBER). This idea perfectly captured
autocratic Venezuela’s approach towards the provision of tertiary education: the goal was
not to create a workforce for the future or have better universities or more research: the
goals were the universities themselves, the students themselves.

The government of Hugo Chavez adopted a patronage politics strategy for the
provision of tertiary education. Private participation in higher education was restricted as

described in the above example of Universidad Monteavila and new higher education
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institutions were created with different admission criteria and different goals. Admission
to the expanded public university system was also through the national aptitude test,
though with the expansion of available spots the process was less competitive than
before. In addition, there were now other ways of gaining admission to public
institutions. Students who did not qualify via the standardized test could gain admission
by enrolling in “levelling” programs offered at most of the new universities (but not the
existing public universities). Students in these programs could then move on to regular
courses and obtain a degree. Another option was to exploit informal institutions and
relationships. A student at a public university in Caracas, for example, signed up for and
took the national test, but based on his scores was not selected for admission. “I got a
spot at Universidad Experimental de las Artes (UNEARTE, one of the new universities)
by coming all the way here,” a student explained. “I had someone write my name down
on a list of people interested in attending” (Interview 29). Another student explained that
she gained admission through the census: “I brought my census information to the
university and they admitted me.”

In addition to meeting the nominal criteria for admission students at the
newer institutions were expected to show some degree of government support. As one
academic who studies social services in Venezuela explained, “nobody is sure how [the
universities] can measure this, but there is certainly a bias: at a minimum, students
enrolled there cannot be overtly against the government” (Interview 16). In the rare event
that students express a preference for the opposition, they are harassed at their

universities (Interview 18).
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In practice, there is a clear expectation that students show support for the regime.
Students at these universities are required to attend events in support of the government.
Attendance makes up 25% of the grade in some courses and includes attendance to
government events (Interview 27). “For example, recently there was an event for the
Vice-Dean of the Caracas campus,” explained a student in a university in the western part
of Venezuela. “This event was scheduled at a time when I had class, so I had to go to the
event instead of going to class.” Attendance is mandatory even when the event is
unrelated to the course or the subject area such that often “there is no benefit to attending
these events” (Interview 16). Students willing to do more for the government get
additional benefits. One university offers students the opportunity to join the militia.
Students who decide to join are given housing and early access to the cafeteria in
exchange for “service to the university,” which includes taking a leadership role in pro-
government events (Interview 26).

Students are also penalized in other ways if they do not show sufficient support
for the government. A graduating class at Universidad Bolivariana de Venezuela had its
commencement suspended after students were heard shouting anti-government slogans at
the university. Explaining his decision to cancel the graduation event the Vice-Dean of
the institution said that he wanted to know who the offenders were “not as a threat, but
because they know we have to have a political stance.” This kind of expectation of
government support has extended to the public institutions that were created before the
expansion. At Universidad Central de Venezuela, the flagship institution of the country,

students that have participated in anti-government demonstrations have also been
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penalized. Student leaders from this institution organized students to protest against the
government in a wave of protests that began in February 2014. “We knew the protests
were working when the President of the University refused to recognize that our group
had won the elections for student council,” explained a student leader (Interview 7).
Another student leader explained that this fear of reprisal from the university led to an
estimated 80% reduction in attendance to protests (Interview 8).

At the newer universities, the responsibility to show support for the government
rests on the universities themselves, which then must ask the students to participate in
whatever activities are required. At another public university, the dean received
information from the government about how many students needed to participate in a
given event. The dean would then task a coordinator with rounding up the required
number of students (Interview 29). Students officially did not have to attend, but as was
the case at the other university, they would be marked down on attendance if they did not.
“If you missed four classes (or events) you failed the course. One of the events that I had
to go was a mourning event after the death of Chavez.” Buses were made available for us
to attend and we had to go, the student explained (Interview 29).

Graduation ceremonies for (ostensibly civilian) universities were sometimes held
at military installations with the students wearing red berets characteristic of government
supporters instead of graduation robes and hats (Interview 26). They also normally have a
high ranking government official present. Chavez himself attended a number of
graduation ceremonies, often using them as an opportunity to give political speeches. At

one commencement ceremony in October 2007, Chavez spoke of the need for everyone

94



to vote “in one block™ in the upcoming referendum in support of a revision to the
constitution. The speeches also mentioned employment. In that same speech, he spoke of
the need for the universities to create “socialist enterprises” explaining that the graduates
and students would go on to form “a national production army.”

In addition to providing education, the new universities also brand people as
government supporters. One student explained that she had wondered what would happen
if the regime ends. “If there is a change in government [regime], will my degree still be
valid? Will a new government [regime] recognize my degree?” (Interview 13). This
branding as government supporters then helps connect them to jobs, and people in these
jobs win elections for the regime. A pollster explained, “the more public employees there
are, the more the regime wins elections” (Interview 25).

This connection to employment is key to the new universities. Students
graduating from these universities expect that the government will repay them by offering
them employment upon graduation. Degrees from the new universities are not received
favorably by private employers, so the new graduates depend on the government. “In [my
field] there is a rejection of people who graduated from my university,” explained a
student (Interview 26). The government does offer some paths for employment for these
graduates and does prefer them over graduates of other universities. One student
recounted that she was offered a job at the public sector via twitter. She was involved
with a pro-government organization on campus and tweeted often in support of the
government. Then “two days before the last day of school,” someone from a ministry

contacted her via twitter to ask for her resume and offer her a job. “It’s interesting that I
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ended up working at the ministry not through my mom [who works at another ministry]
but through twitter” (Interview 14).

“Everyone starts working when they’re at the university,” explained a recent
graduate. “Professors see how the students act and then they recommend them [for
employment]. When I started my job at [ministry] I didn’t do anything. I had to come up
with things to do. Other friends are in similar positions [at other ministries]” (Interview
22). A student at a different public university that expected to graduate within a year said
“I haven’t given much thought to what to do after graduation. Everyone here graduates
and goes to work at PDVSA [the state-owned oil company]” (Interview 14).

The stories of these students illustrate the patronage politics strategy: supporters
are targeted for admission to public universities where they receive low-quality education
but are rewarded with a public sector job. As students and as public sector employees
they are expected to show support for the government or risk losing the benefit they are

receiving.

3.6 Summary

This chapter investigated the conditions under which authoritarian leaders spend
on tertiary education. It argued that in the context of resource dependence, authoritarian
leaders in countries with flexible exchange rate arrangements provide tertiary education
following a patronage politics strategy. It leveraged the case of Venezuela to provide
evidence that spending on tertiary education differs in amount and type between

autocracies and democracies. It presented evidence of increased spending in higher
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education under autocratic rule in Venezuela and related this spending to concern about
unemployment in the country.

Venezuela is an interesting case in which to study higher education and
unemployment because it presents variation in regime type. Politicians in Venezuela,
whether democratic or autocratic, have the opportunity to use both fiscal and monetary
policy to pursue their goals. This is because while the country’s currency is nominally on
a peg, it has experimented with other currency arrangements and even within the peg has
undertaken numerous devaluations. The majority of resource-dependent developing
countries do not have this flexibility regarding monetary policy. The next chapter
explores investment in tertiary education in the context of a true fixed exchange rate

regime, dollarized Ecuador.
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Chapter 4:

Ecuador: Unemployment and higher education in the middle of the world

)

“There is no unemployment in the country. It’s not true.’
Rafael Correa, President of Ecuador (2007-2017)
October 2015

Rafael Vicente Correa received a doctorate in economics from University of
[llinois- Urbana-Champaign in 2001. Mr. Correa’s dissertation, titled “Three essays on
contemporaneous Latin American development”, argued that neoliberal economic
reforms implemented in much of the region in the 1990’s were neither necessary nor
growth inducing. After completing his doctoral studies, Mr. Correa went on to re-join the
faculty of the department of economics at the Universidad San Francisco de Quito in his
native Ecuador, where he had been teaching prior to attending graduate school. Mr.
Correa went on to become involved in politics and in November 2006 was elected
president of Ecuador. As president, Mr. Correa carried out a reform of the higher
education system in the country that included an evaluation of the very institution where
he had been teaching before his election. Whereas Ecuador had pursued a private
participation strategy in the years before dollarization, under democracy and a fixed
exchange rate regime the governments of Mr. Correa and his predecessor pursued a
training tomorrow strategy that included reforms to the very system where the president
had taught.

In this chapter | examine the case of Ecuador. Ecuador is likewise a resource-

dependent country but a democratic one. In contrast to Venezuela, which | examined in
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the previous chapter, Ecuador has had both a flexible exchange rate arrangement and a
fixed exchange rate arrangement. As a resource-dependent democracy with a fixed
exchange rate | expect Ecuador to have high enrollment and high spending on higher
education. Additionally, I expect that the government will play a larger role than in the
case of a democracy with a flexible exchange rate. As outlined in Chapter 1, | argue that
decisions about higher education are driven by policymakers’ concern about the potential
for unemployment in the country. In resource-dependent countries, including in Ecuador,
the state acts as the intermediary between the economy and society. This mediating role
is clearly seen in the regulation and provision of higher education, which occupies an
important place between citizens and productive employment.

Ecuador has experienced change along both of the dimensions theorized to affect
investment in tertiary education: regime type and exchange regime type. It experienced
autocratic rule prior to 1979 and democratic rule thereafter. It had a (mostly) flexible
exchange rate arrangement prior to 2000 and the strictest fixed arrangement after that.

Table 4.1 summarizes the trajectory of the country.

Table 4.1: Regime type and exchange regime type in Ecuador

Democracy Autocracy
Flexible 1979-2000 Prior to 1979
Fixed 2000-Present Never

The trajectory of tertiary education in Ecuador can be divided into three periods:
an autocratic period, a period under democracy and a flexible exchange rate arrangement,
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and a period under democracy and a fixed exchange rate arrangement. The first period
under autocracy falls outside of the scope of this dissertation. According to the theory
outlined in Chapter 1, we should expect that the second period corresponds to private
participation higher education system in which enrollment is higher than under autocracy
but public investment is lower than under a fixed exchange rate arrangement. The third
period should correspond to a training tomorrow strategy with greater spending and a

smaller role for private actors.

Table 4.2: Theoretical expectations for higher education in Ecuador

Democracy Autocracy

Private participation Patronage politics
Flexible 1979-2000 Prior to 1979

Training tomorrow Elite education
Fixed 2000- Present Never

4.1 Ecuador as a resource-dependent country

Ecuador is a rentier state; its government relies heavily on oil rents. As one
politician explained, “Ecuador is a resource-dependent country: the problem is that we
don’t have enough oil” (Interview 10.) The country sits on top of eight billion barrels of
oil reserves and produces over 500 thousand barrels a day (OPEC 2017). The country’s

oil and gas reserves, though significant, are dwarfed by those of other countries in the
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region, which might explain why the country is so seldom studied as a case in studies of
resource dependence. Ecuador’s population is around 16 million citizens, which means
that the country’s per capita reserves stand at close to 500 barrels. That number is about
six times higher than Mexico and four times higher than Malaysia, both countries that
have been studied in the context of resource dependence.

Ecuador is included as a resource-dependent country in most major studies of the
problem, including Ross (2001), Dunning (2008), Haber & Menaldo (2011), Barma,
Kaiser & Min Lee (2012). In Ecuador, oil rents have accounted for 10 percent or more of
GDP since 1980 (World Bank 2017). They account for about 30 percent of government
revenue (Banco Central del Ecuador 2018.) Even during the recent decline in oil prices,
revenue from the extraction of oil has continued to account for at least 10 percent of
government revenue. These figures suggest that while understudied as such, Ecuador is a
resource-dependent country by the definition of resource dependence put forth in Chapter
1.

Ecuador has been an oil producing and resource-dependent country since the
beginning of the 20th century. The British company Anglo-Persian Oil discovered oil in
the Amazon region of Ecuador in 1911. Commercial extraction began in 1921 and by
1925 the country had begun to export very small quantities of oil. Ecuador’s oil
production took off in earnest in 1972 when American oil company Texaco completed
Ecuador’s first pipeline from the eastern jungle to the Pacific coast. Ecuador joined the
Organization of Petroleum Exporting Countries a year later, becoming its twelfth

member. It is one of only two countries in Latin America to be part of the organization.
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The other is Venezuela, a founding member. Though Ecuador suspended its membership
in OPEC in 1992 citing high membership fees (two million dollars per year) and the
cartel’s refusal to increase the country’s production quota (New York Times Sep. 18,

1992), it rejoined a few years later, in 2007.

Figure 4.1: Contribution of income from oil to government budget
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As is typical of resource-dependent developing countries, in Ecuador the state
mediates the relationship between the oil sector and the rest of the economy, which
affects its role in society. The oil sector is run by Petroecuador, a state-owned enterprise
created in 1989. Petroecuador is the largest company in the country: by income from
sales, Petroecuador is larger than the next ten companies combined (EI Universo.

December 27, 2015). Oil has a special place in the imagination of Ecuadorians as well.
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When asked about the importance of oil to the country Ecuadorians frequently relay the
story of how the first barrel of oil extracted from the Amazon region was rolled around
the streets of Quito so all could see (Interview 1; Interview 4). The barrel was then put on
a military tank and taken to a military school, Colegio Militar Eloy Alfaro, where it
remains to this day (EI Comercio; June 26, 2012). At the time, General Velasco Ibarra,
the president of the country, remarked that the oil represented “a decisive and significant
contribution to [Ecuador’s] accelerated economic and social development.”

This has not come to be: nearly a century after citizens celebrated the first
barrel of oil the economic and social progress envisaged at the time has not materialized.
The country has, however, made progress on the political arena: it has been able to
achieve democratic governance even as it relies on rents from the extraction of a natural
resource, a feat that though common among resource-dependent countries in Latin

America is still mostly thought of as a rarity among resource-dependent countries overall.

4.2 Unemployment in Ecuador
In 2017 Ecuador announced that its unemployment rate of 5.2% is the lowest in

South America, a feat for any country but especially for a small, oil-producing country

with a per capita GDP around $6,200. More interestingly still, Ecuador announced its

near historic low unemployment during an economic downturn: the IMF had estimated

that the economy contracted by 2.3% last year and would contract 2.7% in 2017. Such

low unemployment rates in the face of a recession go counter to the economic theory,

which predicts that as economic growth goes down, unemployment goes up.
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When asked about this, economists in the country quickly point out that the low
unemployment numbers are probably true, but that they mask another reality of the
employment situation in the country: underemployment. This problem has to do with
how unemployment is defined for statistical purposes. A government official at the
national statistics agency explained how unemployment is calculated. First, the agency
measures the working age population, defined in Ecuador as those who are 15 years of
age and above. Then these people are asked if they have worked at least an hour: those
who have are not unemployed. As the government official explained, this question helps
you capture “people who are employed but don’t know it” (Interview 12.) Lastly you ask
if they are willing and ready to work: if they are, they are unemployed. An economist and
former legislator explained the outcome of this process: “In our country if you sold one
juice in one corner one time, you are not unemployed” (Interview 2.)

The low unemployment numbers are masking a problem in the country.
Employment outcomes are important for the country and are of concern to politicians and
policymakers. An official at the government statistics agency explained that the three
most important indicators they produce are the poverty rate, inflation and unemployment.
“We have to explain why these numbers went up or down” (Interview 12.) A former head
of the statistics agency added, “I believe the number that the president cares the most
about is the unemployment number, then the poverty rate. You have to know what the
unemployment rate is” (Interview 27.)

Unemployment is a concern for policymakers and it affects decisions about

investment in higher education. The head of the government entity that oversees higher
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education explained: “the topic of employment is fundamental to us. When we offer a
degree that is not needed in the country that generates unemployment and
underemployment” (Interview 16). He contrasted this with degrees that are relevant to the
country which lead to a big jump in income, adding “these people have no trouble finding
employment.” In 2009, the mode of the salary for employed people with a high school
education is between $200 and $299 a month (45.7%). In contrast, the largest share of
employed people with a college education were those earning on average between $500
and $799 per month (27.5%) (INEC 2009). Put another way, in Ecuador, the average
monthly income for a high school graduate is $388; the average monthly income for a
college graduate is just over $700. Both were above the minimum wage which was $240
at the time.

In Ecuador the government has to balance concern about underemployment and
unemployment with the realities of how it can address this potential problem. On the one
hand, the policymakers cannot use monetary policy to generate employment. On the other
hand, fiscal policy tools largely depend on the availability of income from oil which itself
is tied to world prices over which the country has no control. These issues don’t balance
easily. As a top official in the ministry for planning in Ecuador explained, dollarization
“generates confidence” and protects the commercial interests of the country. But it also
means that you can’t devaluate, which “creates a problem.” Oil income by itself cannot
be seen as the solution to the problem because Ecuador is “in the international game of
oil prices.” The change has to come from a change in the “knowledge matrix. We have to

produce technical knowledge. We have to innovate” (Interview 19).
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Efforts to push for a move away from the oil sector and towards innovation have
not been successful. In 2004-05, groups that supported then-candidate Rafael Correa
came up with an idea to move away from oil production. The country would basically ask
advanced industrialized countries to pay for it to not drill for oil in a part of the Amazon
rainforest called Yasuni Ishpingo-Tambococha-Tiputini (Yasuni ITT), a national park in
Ecuador. The project was meant to help Ecuador become a “post-o0il” country. Yasuni
ITT involved convincing other countries to place money in a trust in an amount
equivalent to what Ecuador would get from the sale of the oil that is located in this part of
the country. The amount was estimated at $3.2 billion. Ecuador would then use the
money in the trust to invest in a move away from oil production, including a change to its
energy matrix. The president of the commission to create this fund explained that the
commission was able to line up the funding for the project just ahead of the UN Climate
Change Conference in Copenhagen in 2009. However, at the last minute the government
pulled out of the deal. The president of the Commission remembers president Correa
announcing his decision and saying “please tell the donors to shove their coins down their
ears.” (Interview 23). The decision not to forgo oil production is hardly surprising. The
government has decided to instead seek other avenues to generate income and protect
employment. This is consistent with government actions under democracy in the country,
summarized by one business person as being a country that is “hyper-protective of

employment” (Interview 23.)
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4.3 Regime type in Ecuador

Ecuador’s experience with autocracy and democracy parallels that of many other
countries in the region. The country had a first experience with democracy in the early
part of the 20th century, followed by a military dictatorship and then democratization
during the third wave. The autocratic period in Ecuador covers two military dictatorships:
the Junta of 1963-1967 and the Junta of 1972-1979. At the end of the second Junta,
Ecuador became the first country in South America to democratize from a military
dictatorship. (Colombia never experienced a dictatorship and Venezuela’s brief
dictatorship had ended in 1958.) Since transitioning out of the military autocracy,
Ecuador has continued to be a democracy.

Presidents in Ecuador are elected for a four-year term. Though voters in 2015
approved a change to the constitution that would allow for indefinite re-election of the
chief executive, the rule does not go into effect until 2021. Politicians are elected to the
presidency in a two round system. To avoid going into the second round, a candidate
must either win more than 50 percent of the vote in the first round or 40 percent of the
vote and come at least 10 percentage points ahead of the runner up. That is, to be elected
president of Ecuador a politician must secure the support of at least half of the electorate,
a very wide support base. Once elected, politicians can expect to be in power for four
years, though a few presidents have remained in power much longer: Rafael Correa was
in power for ten years (2007-2009; 2009-2013; 2013-2017) and José Maria Velasco
Ibarra was in power a combined thirteen years (1934-1935; 1944-1947; 1952-1956;

1960-1961; 1968-1972). Velasco Ibarra served the longest term in Ecuadorian history,
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though all of his terms pre-date democratization. Correa served the longest continuous
term, though he did have to face reelection so that even if they remained in power for a
decade, he faced short time horizons.

Though the level of democracy has eroded in the country eroded through 2016
(McClintock 2018), the country is still an example of a democratic, resource-dependent

country for the period from 1979 to the present.

4.4 Exchange rate arrangement in Ecuador

Ecuador presents variation over time on exchange rate arrangement. From 1884
until 2000 the country’s currency was the sucre, named after independence hero Antonio
José de Sucre. After Ecuador abandoned the gold standard in 1937, it pegged the sucre to
the dollar and imposed exchange rate controls. The exchange rate remained stable for
decades until the economic crisis of the 1980’s forced the government of Osvaldo
Hurtado (1981-1984) to undertake a major devaluation. Between 1983 and 2000 the sucre
depreciated severely. In 1983 the exchange rate was set to 42 sucres to the dollar: by
1999 the rate was around 10,000 sucres to the dollar. Three crises led to this dramatic
outcome: a currency crisis, a banking crisis, and a debt crisis (Montiel 2014).

Ecuador’s currency crisis was brought about by a sharp appreciation of the real
exchange rate. Ecuador tried to address this through the implementation of an exchange-
rate stabilization program in 1992. In the six years that followed the country’s currency

was adjusted frequently first moving from a managed float to a crawling band and then
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through a number of changes to the band. In spite of these adjustments, by 1998 the sucre
had appreciated by forty percent

The banking crisis was fueled by a regulatory environment characterized by lax
oversight that allowed weak banks to persist. Compounding this, the currency crisis
brought about capital flight as citizens tried to find a way to save their money from losing
value over night. This capital flight fed the banking crisis. The government’s attempts to
manage the currency crisis also fed the banking crisis. In 1999 in a bid to defend the
sucre, the Central Bank of Ecuador sold reserves and raised overnight rates to a high of
170 percent. The high overnight rates only exacerbated the problems for the banks,
creating a vicious cycle.

The banking and currency crisis combined were reflected in an increase in the
debt to GDP ratio of the country such that by the end of 1995 Ecuador’s outstanding bond
debt was about a third of its GDP (Kaplan 2013: 175.) In August 1999 Ecuador defaulted
on its loans by suspending interest payments on Brady bonds and Eurobonds. This
sovereign debt crisis in turn affected the currency and the banking crises as the country
lacked the resources to defend the currency or intervene to save the banks. Perhaps most
importantly, the sovereign debt crisis affected the credibility of the country such that once
currency depreciation was identified as the key transmission mechanism in the crises the
only option left was to forfeit monetary policy independence through dollarization.

The decision to dollarize was announced on January 9, 2000. At the time The New

York Times referred to this as “the economic equivalent of a Hail Mary pass.” The
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Economist called it “a last-ditch move by a desperate politician” (The New York Times,
Jan. 16, 2000; The Economist, Jan. 13, 2000). When the country adopted the US dollar
as its official currency in 2000, it set the final rate at 25,000 sucres to the dollar.

Jamil Mahuad had come into power in August 1998 promising to create 900,000
jobs and to invest in education (New York Times Aug 11, 1998). The decision to
dollarize, though probably the right one, made it difficult for the country to fulfill the
promises under which he was elected. A few days after dollarization was announced,
President Jamil Mahuad was ousted in a coup led by a powerful indigenous group and
leftist parties. The military supported the coup. President Mahuad was later found guilty
of embezzlement and sentenced in absentia to twelve years in prison. The charges are
related to the economic measures taken to save the banks during the crises, which
adversely affected ordinary citizens while protecting the owners of the banks.

Even though Mahuad’s tenure was brief, he implemented a change that has had
staying power. Ecuador still uses the US dollar as its official currency. Though there is
occasionally discontent with it, politicians acknowledge that it would not be feasible to
revert the dollarization at least in the “short to medium term”, as President Correa himself
explained (EI Comercio Jan 17 2017.) President Lenin Moreno, elected in 2017, stressed
during his inauguration speech that dollarization will continue to be the policy of the
country, saying “we will remain dollarized. We will remain dollarized. I repeat one more
time: we will remain dollarized.” (El Comercio May 24, 2017) Fixed exchange rate

arrangements are very common among resource-dependent countries, but less so among
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democracies. Ecuador is one of very few resource-dependent countries that has a fixed
exchange rate arrangement and is a democracy.

Since 2000, politicians in Ecuador have to face the potential unemployment
problem using only fiscal policy tools. As explained in Chapter 1, politicians generally
are able to use both fiscal policy tools and monetary policy tools to try to increase
employment in the country. This is not the case in Ecuador. When the country adopted
the US dollar as its official currency, it relinquished all control over its monetary policy.
This in turn left policymakers with only one set of tools to address unemployment: fiscal
policy tools. The government of Correa was proud of how it used these tools, which
include investment in tertiary education. In a speech in 2015 then-president Rafael Correa
remarked “in spite of the immense adversity that we have had to face with this
straightjacket called dollarization, we have done so [sic] extremely well; we have

preserved employment” (El Universo Oct 29, 2015.)

4.5 Higher education in Ecuador

The government of Ecuador lists 346 higher education institutions operating in
the country. These are divided by level of institution and type of financing. Level of
institution refers to the type of degree that the institution is able to confer. There are three
types of institutions by degree: technical, pedagogical or technological college;
bachelor’s institutions; and graduate institutions. By financing institutions can be public,
private, or “fiscomisionales”, a category that refers to institutions that are private but

receive some funds from the state. The breakdown of institutions existing in the country
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is presented in Table 4.3. Because information on whether universities offered graduate
degrees was not complete, the last two categories (bachelor’s and graduate) were
collapsed into one named “universities”. Fiscomisional schools were collapsed into the

private school category for the same reason.

Table 4.3: Higher education institutions in Ecuador by level and type (2017)

Public Private Total
Technical, 156 121 290
Pedagogical and
Technological
Colleges
University 28 28 56
Total 184 149 346

Private participation

As with higher education elsewhere in the region, the origins of tertiary education
in Ecuador date back to the colonial period. The country’s first university, Universidad
Central del Ecuador traces its origins to three Catholic seminaries founded in Quito in the
XVI century. In 1786 the seminaries became the Real Universidad Publica Santo Tomés
de Aquino de Quito. In 1826 its name was changed to Universidad Central de Quito to
comply with President Simon Bolivar’s mandate that all the provincial capitals have a
university. Ten years later its name was changed again to Universidad Central de Ecuador
to comply with President Rocafuerte’s (1835-1839) reforms. It has retained this name.

The Universidad Central de Ecuador was the country’s only higher education institution
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until 1859, when a regional university, Universidad Nacional de Loja was created. Three
more universities opened shortly after that.

One hundred years later, in 1959, the government’s budget contemplated funding
for only eight higher education institutions. Including the small amount set aside for
scholarships, the government budgeted about 26.2 million sucres to higher education,
roughly a fifth of what it was spending on all levels of education combined. Higher
education expanded rapidly in Ecuador during the 1960’s and 70’s after the discovery of
oil. During this period, the number of higher education institutions grew dramatically:
thirty-three new higher education institutions were created, most of them public. By the
time the country transitioned to democracy there were 50 higher education institutions
operating in the country. Of these, 40 were public institutions, almost (18) were
institutions that could grant at least a bachelor’s degree.

Ecuador’s military dictatorship prepared to transition to democracy through the
drafting of a new constitution, which was approved through a referendum in 1978. This
constitution, the first one in the country’s modern democratic history, mandated funding
levels for education nearly identical to its immediate predecessor, expanded only to say
that “at least” 30 percent of ordinary income should be used to finance education and
literacy campaigns (Ecuador Const. 1978 Art. 71)°. It also proposed that education is a
“primordial responsibility” of the state, rather than a right as it had been previously

(Ecuador Const. 1978 Art. 27). The country’s second democratic constitution twenty

® The term “ordinary income” is not clarified in the text.
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years later set the funding levels at “no less than 30% of ordinary income” (Ecuador
Const. 1998 Art. 71).

This requirement was lost in the following democratic years, as the “lost decade”
of Latin America also affected tertiary education in Ecuador through lower funding
(Instituto Interamericano de Cooperacion para la Agricultura 2006). The number of
higher education institutions in the country increased, but population growth was greater
than the growth of higher education. Only 23 higher education institutions were created
during this decade. The result was that by 1988 out of a country of nearly ten million only
212,701 people had a college education (about 2.1% of the population) (INEC 1988). For
comparison, consider that in the US one in five White adults had a Bachelor’s degree in
1988 (US Census 2016).

The following decade, the 1990’s, was a period of rapid expansion of private
tertiary education. In particular there was a marked increase in the creation of private
tertiary education institutions below the university level, technical institutes. This
expansion was not paralleled by an expansion in publicly-funded institutions of the same
level (Galarza Lopez 2004). There was also a difference in the focus of these institutions.
The private and semi-private institutions emphasized degrees in areas such as
“administration, tourism, computer science, international commerce, design and
marketing” for which there was a high student demand in the areas where they were
located (Galarza Lopez 2004.) In contrast, publicly funded institutions focused on careers
oriented toward the “re-primaritization” of the economy, including “agriculture,

aquaculture, livestock, agroindustry” (Galarza Lopez 2004).
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Evidence of this rapid expansion of private higher education is that in the
1990’s in Ecuador you could enroll as a student at Stanford or Harvard. These were not
Ecuadorean campuses of the prestigious US institutions, as is the case with Georgetown
and Texas A&M in Qatar as we’ll see in the next chapter. Rather, these were two of
many higher education institutions that mushroomed in the country during this decade.
Many of these had names that attempted to conjure up prestige, such as Instituto Técnico
Superior Stanford and Instituto Técnnico Superior Harvard Comput. Others had names in
English -Instituto Técnico Superior New Generation, Instituto Técnico Superior Life

College- and even, almost inexplicably, Instituto Tecnoldgico Superior Speedwriting.

Figure 4.2: Higher education institutions created in Ecuador (1980-2000)
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In summary, the period under democracy and a flexible exchange rate
agreement was characterized by a preference for lower levels of subsidization and lower
spending on higher education, resulting in a partially private system with a very limited
role for the government. Figure 2 illustrates the number of higher education institutions
created in Ecuador during this period. As is clear from the figure, growth of private

education far outpaced growth of public education.

Training tomorrow
The state started to reclaim its role in higher education in Ecuador after

dollarization. This process began during the presidency of Gustavo Noboa (2000-03) and
continued through the presidencies of Alfredo Palacio (2003-2005) and Rafael Correa
(2007-2017). Two government strategies contributed to this expansion: more active
regulation of the higher education sector, and an expansion of public higher education.
The first move was for the government to forge a role for itself in the regulation of higher
education. This happened shortly after dollarization when in 2002, the government
created the Consejo de Eduacion Superior (Council on Higher Education, CES by its
acronym in Spanish) a government institution charged with the planning, regulation, and
coordination of higher education. Previous to this the universities had regulated through a
council in which they were the only participants, that is, “they regulated themselves”
(Interview 8).

The regulatory role of the state in higher education expanded further during the

government of Rafael Correa. One of the first actions of Correa’s presidency was

116



convening a constitutional assembly to rewrite the constitution of the country. The
process was celebrated by the participants as being necessary and inclusive (Interview 7,
Interview 16). The assembly met and in 2008 presented a draft constitution that was
approved by referendum in 2008. In addition to the constitution, the Assembly drafted a
series of “transitional dispositions” meant to provide guidance leading up to the full
implementation of the constitution. Included in these were two affecting higher
education. The first was the requirement that the government devote 6 percent of GDP to
education across all levels. The second was a requirement that the National Council of
Universities (parent of the CENAAES) determine the quality standards of all higher
education institutions with the aim of “purifying” the higher education system.

Two years later, in October 2010 Ecuador passed a new law governing higher
education, the Ley Organica de Educacion Suuperior (LOES, by its acronym in Spanish.)
The law further clarified the guidelines laid out by the constitutional assembly. In line
with theoretical predictions, the law stipulates that higher education is a public good that
should “respond to public interests and not be subservient to individual and corporate
interests” (LOES Art. 4). It further affirms that higher education is a right (LOES Art. 5).
Most importantly, the law outlines a requirement for quality of higher education
institutions (LOES Art. 93). According to this article higher education institutions should
be in relentless pursuit of excellence. The quality of the institutions will be evaluated
constantly (LOES Art. 94) and will be certified every five years through a process of

accreditation (LOES Art. 95). It charged the Council on Evaluation, Accreditation and

117



Quality Assurance of Higher Education (CEAACES, by its acronym in Spanish) with this
task. CEAACES in turn reports to the CES.

The result of the increased regulation of higher education was a contraction in the
number of private higher education institutions. The key insight of the report that
CEAACES delivered to the National Assembly in 2009 was to rank the universities in the
country from A to E. It identified 26 universities as being “Category E,” the lowest
ranking. The majority of the higher education institutions ranked “E” were relatively new
private institutions, though two public schools also made the list. The report noted that
the common denominator among these institutions was their “precarious infrastructure.”
This feature had led administrators and academics at more established institutions to call
these “universidades de garage” (“garage universities”). Consistent with the mandate
which produced it, the recommendation of the report was to “purify the system” of these
low quality institutions, though it also recommended that an exception be granted for one
of the public institutions that made the list. The government also adjusted funding to
institutions to include quality of education as a factor in determining how much got
allocated to each university. The president of one of the highest-rated institutions in the
country explained “with the [new] money I doubled the faculty ranks. Before the
situation was very precarious. Now we have [a good student-to-teacher] ratio.” (Interview
7).

The report was the first step: in March 2012, the Council announced that fourteen
out of the 26 institutions in the “E” category had been suspended. Combined, these

institutions enrolled 38,000 students, all of whom were left without a university
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overnight. The government assigned temporary administrators to these institutions who
were tasked with relocating the affected students. The closing of the fourteen universities
was probably not surprising to people in the country. The phenomenon of people being
able to “buy” degrees from private universities was well-known at the time. In 2016 a
government investigation found that 366 fake university titles had been registered with
the Ministry of Education. A police investigation led to the arrest of one woman who was
accused of running a ring that sold fake titles issued by a real university. She charged
between $1,000 USD and $10,000 USD to print degrees from an accredited public
institution (El Comercio; January 21, 2016). Another university was accused of selling
degrees to students that had not completed the requirements for their degrees. The
Universidad Cooperativa de Colombia en Ecuador issued 5,000 degrees in the ten years
that the institution operated in the country. A government official explained that it takes
four years for the first class to graduate, and that it would have been impossible for a
small university like this to produce this many graduates in six years (La Hora; April 11,
2010).

Nearly four fifths of the students affected were able to complete their students at
the university they had been enrolled in. Only the remaining fifth became “beneficiaries”
of the government’s contingency plan. Perhaps because the groups were small and
dispersed throughout different states or perhaps because the news was not a surprise, the
decision to close the universities did not spark any large-scale mobilization against the
government. In a press event explaining the government’s decision to close the

universities, Rene Ramirez, President of SENESCYT, the Secretariat for Higher
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Education, Science Technology and Innovation, explained that these universities were
“an academic fraud, a con on the hopes of fathers, and of many students.”

Though there was concern from the students at the affected universities, there was
not any backlash against the government. The case of Universidad Tecnoldgica America
(UNITA, by its acronym in Spanish) one of the closed institutions, illustrates this well.
UNITA was created in 1997, during the wave of expansion of private higher education in
Ecuador. Like many other small private institutions in the country, it did not have a
website and instead relied on a Facebook page for its online presence. The last post on
the school’s Facebook page says that after a successful march the president of Ecuador
had agreed to meet with the university’s directors and students. The post is dated April
2012. A small march was organized by the university to protest the government’s
decision to rescind accreditation from this university. The government did not reverse its
decision. At the time that it closed, the institution had 131 faculty members, of which
only 28 had master’s degrees, the rest had only bachelor’s degrees. The university offered
degrees in thirteen majors: most of them related to business administration. This focus on
degrees related to business administration was a concern for the government of Correa,
which maintained that “relevance” was crucial to higher education in the country.

The reform to the higher education law and the evaluation of higher education
institutions both fall under a series of social policies that were part of the Correa
government. In 2009, after being re-elected under the new Constitution, Correa released
the National Plan, dubbed the “Plan Nacional del Buen Vivir” (“National Plan for Good

Living”). This plan stipulated that higher education should be thought of as a public good
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the effects of which are felt by the whole society (Plan Nacional 2009). It further
stipulated that increasing access to this level of education should be a “national priority.”
The plan mandated that the focus of education at this level should be in areas related to
the economic development of the country. It emphasized that the state should have an
essential role in higher education, contrasting it with the “subsidizing and abandoning”
role it had played in the past (Plan Nacional 2009).

Almost in parallel to the move to contract the private higher education sector, the
government moved to expand its own role in higher education. On December 5, 2013
President Rafael Correa decreed the creation of a new university in the country, Yachay
Science and Technology Institute, known as Yachay Tech. The university’s name means
“knowledge” in quechua, the most-widely spoken indigenous language in the country.
The university’s stated mission is to position Ecuador as a global leader in science and
technology research within the next fifty years.

One of the key areas in which the government has exerted influence over higher
education since 2000 is in privileging certain fields of study over others. It has done this
both through regulation and through the expansion of public higher education. On the
regulation side, evaluation is used for this purpose. Higher education institutions were
evaluated by level of degree they offered. Institutos técnicos y tecnoldgicos, roughly
equivalent to community college and technical schools in the US, were evaluated on five
criteria: relevance, curriculum, quality of instruction, infrastructure, and institutional
environment. The relevance indicator was created as an operationalization of the

language in the existing laws governing higher education. The indicator was an index that
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included information on whether the institutes tracked their graduates, had an active job
board for graduates, and engaged in activities that included other areas of society. The
results for all the higher education institutions of this type combined showed that
relevance as defined above received the second worst scores out of the five indicators
analyzed (CEAACES 2016). The criteria for universities was slightly different. In this
case, the evaluation focused on a different set of five indicators: academy, academic
efficiency, research activity, organization, and infrastructure (CEAACES 2016b). The
focus at this level was on the creation of knowledge.

The privileging of certain fields of study is more obvious in the new institutions.
Yachay Tech focuses on degrees in the science and technology fields. It is one of three
“Mega-universities” created under Correa. The other three focus on the training of
teachers (Universidad Nacional de Educacion), education for indigenous populations
(Universidad Ikiam), and education for the arts (Universidad Nacional de las Artes.)
Other than Universidad Nacional de las Artes, none of the other institutions offer degrees
in the humanities, social sciences, or business fields. Government officials working on
the issue of higher education at numerous times described degrees in business
administration as “not needed in the country” (Interview 19, Interview 25). One bluntly
explained: “before there were a lot of people studying business administration and- what
do they do now? They are taxi drivers” (Interview 19). The president of SENESCYT
referred to these institutions, to the education of the past, as “fabricas de

desempleados”(“factories of unemployment.”) (El Telégrafo; Feb. 14, 2017.)

122



This concern for the expansion of the economy outside of the oil sector is
translated into the area of higher education as an emphasis on institutions that create
knowledge, rather than institutions that teach. Yachay Tech is a clear example of this.
The institution is focused on technology and life sciences and is part of a broader project
that hopes to create a silicon valley of Ecuador. In addition to the investment in public
institutions, the government has also invested in a scholarship program. As was the case
with the evaluation of higher education institutions, so too are scholarship applicants
judged according to four criteria: merit of the applicant, quality and prestige of the
university to which the student was admitted, progression, and relevance. Here again
relevance is defined in terms of how the proposed field of study aligns with Ecuador’s
economy. In the past ten years (2007-2017), the government has distributed
approximately 20,000 scholarships. These scholarships are part of the government’s role
in higher education. “The Constitution [of 2009] reclaims a role for the state in higher
education, the national plan sets the objective of tying it to the economy” and we execute
this plan, for example, through scholarships. (Interview 16). A high-ranking official at the
university explained, “we are preparing students for the jobs that are available and for
jobs that haven’t been created yet;” adding “we cannot graduate engineers for the mining
companies of ten years ago.” (Interview 16).

As theorized, the government has privileged spending on higher education over
other types of spending. An official at the government institution that administers
scholarships explained “despite the economic difficulties [from the downturn in oil

prices] scholarships continue to be a priority. We have been one of the sectors that has
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been least affected by this.” (Interview 20). An administrator at a public university
echoed this idea adding “fiscal adjustment affected local governments and mega-projects
[infrastructure projects].” He explained that the only way that the reduction in
government spending had affected his university was through a delay in the transfers,
clarifying that the institution was still expected to receive funding at the levels it had been

promised (Interview 20).

4.6 Summary

This chapter further investigated the conditions under which policymakers spend
on tertiary education. It explored the role that democracy and a fixed exchange regime
play on government’s investment in higher education in the context of resource
dependence. It leveraged the case of Ecuador to advance the argument that spending on
tertiary education differs in amount and type between autocracies and democracies. It
presented evidence of lower public investment in higher education under democracy and
a flexible exchange rate arrangement. It related public investment in higher education to
concerns about unemployment. It also explained how a fixed exchange regime affects
government investment in higher education.

Ecuador is an interesting case in which to study higher education and
unemployment because it is an understudied resource-dependent country that has a fixed
exchange regime system and democratic governance, a rare combination in resource-
dependent countries. Democratic policymakers in Ecuador have not had the opportunity

to use monetary policy to pursue their goals since 2000. Instead, policymakers have had
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to experiment with fiscal policy tools to address the potential for unemployment in the
country.

Ecuador is also somewhat of a rarity in that it is a resource-dependent democracy
with a fixed exchange rate. The following chapter explores the case of Qatar, a resource-
dependent autocracy with a fixed exchange rate, a more common occurrence among

rentiers
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Chapter 5:
Qatar: Wealth, Elite Institutions, and Unproductive Employment

“We are not doing it for the sake of
things to be different, or to be modern.
Education is a cornerstone

for our development and advancement.”
Sheikha Moza, CEO of Qatar Foundation

There is no Ivory Tower. Georgetown University’s campus is modern and sleek.
Everywhere the school seal is displayed: an eagle bearing the inscription “Utraque
Unum,” (“both are one”). The number 1789 is embossed under the eagle. It
commemorates the year that Georgetown University was founded in what was then
Georgetown, Maryland and is now Washington, DC. The ornate seal stands in contrast to
the architecture of the university. Georgetown University School of Foreign Service-
Qatar, SFS-Q for short, was not founded in 1789. Georgetown’s campus in Qatar opened
its doors more than two centuries later, in 2005. It currently enrolls around 250 students,
a small fraction of what the Washington, DC campus does. However, unlike the students
at the main campus, the majority of students at SFS-Q receive grants and financial
assistance from the government of Qatar, the country that hosts this gleaming campus.
SFS-Q is a perfect example of a university that is part of an elite higher education system
that combines small enroliments and high spending created under a strategy of patronage
politics.

In this chapter | examine the case of Qatar. Qatar is a resource-dependent country
with a fixed exchange rate arrangement, though in contrast to Ecuador, it is autocratic. As

explained in Chapter 1, I argue that employment and unemployment are a concern for
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policymakers in resource-dependent countries and that the ways in which they address
this vary with regime type and exchange rate arrangement. Regime type affects the ways
in which policymakers address these concerns through the size of their support base
(winning coalition) and time horizons. Exchange rate arrangement affects the ways in
which they can address these concerns because certain exchange rate arrangements limit
the options policymakers have to address domestic economic outcomes like employment
and unemployment. Table 5.1 summarizes the theoretical expectations for investment in
higher education in resource-dependent countries. Qatar corresponds to the lower-right

quadrant in this table.

Table 5.1: Types of public higher education systems under resource dependence

Democracy Autocracy

Flexible | Private participation Patronage politics

Low investment in a public good Low investment in a private good

Fixed Training tomorrow Elite education

High investment in a public good | High investment in a private good

In the previous chapter | examined the case of Ecuador, a resource-dependent
democratic country with a fixed exchange rate arrangement. | traced the trajectory of
higher education over time and presented evidence that under democratic rule and
dollarization the country’s higher education system became a partially private system
with a large role for the government. Qatar, unlike Ecuador, is autocratic. As an
autocratic country, Qatar’s policymakers depend on a narrow support base and face long

time horizons, in contrast to policymakers in Ecuador who depend on a wide support base
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and face short time horizons. As a resource-dependent autocracy with a fixed exchange
rate | expect the provision of tertiary education in Qatar to follow the strategy of
patronage politics described in Chapter 1; that is, a higher education system which
reflects policymakers’ decision pursue targeted enrollment and high spending. I argue
that decisions about higher education are driven by policymakers’ concern about
distributing available employment in the country. In resource-dependent countries,
including in Qatar, the state acts as an intermediary between the economy and society.
This mediating role is clearly seen in the regulation and provision of higher education,
which occupies an important space between citizens and employment.

In the case of Qatar, unlike in the preceding cases, there is no within-case
variation. Qatar has been an authoritarian state since its formation and remains so.
Likewise, the country has always had a strong commitment to a fixed exchange rate
arrangement, though the form of the arrangement has changed over time. In exploring the
case of Qatar, | have two aims. First, to apply the theory to a resource-dependent,
authoritarian country with a fixed exchange regime and show that in this context,
policymakers opt for lower enrollment and higher spending. Second, to test for the
importance of investment in higher education in resource-dependent countries. While
there is no within-case variation in regime type or exchange rate arrangement, there is
variation in the levels of income accrued to the country from the exportation of oil and
natural gas. This change over time offers the opportunity to test for the importance of

public spending on higher education relative to spending on other categories.
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5.1 Qatar as a resource-dependent country

Qatar is one of the wealthiest countries in the world, a feat owed at least in part to
its small size and large oil and natural gas reserves. At 4,468sq miles, Qatar is one of the
smallest countries in the world. It is home to about 2.5 million people, only about 12% of
whom are Qatari citizens: the rest are foreigners residing in the country. The country sits
atop 25.22 billion barrels of oil, or about 2.1% of the world’s total reserves (OPEC 2017).
On a per capita basis, this amounts to just over 10,000 barrels of oil per person living in
the country, or more astonishingly, over 80,000 barrels per Qatari citizen. Rents from oil
and natural gas are the principal source of income for the Qatari government, as is true
for all the country’s neighbors in the Arabian Gulf. In contrast to other resource-
dependent countries, oil and natural gas rents in Qatar are so plentiful, especially relative
to the size of the population, that the government does not tax its citizens at all though it
does collect customs duties and corporate income tax.

Qatar’s experience with oil and natural gas is not its first with resource
dependence. Before relying on these, Qatar’s main economic activity was pearling.
During that time, Sheikh Mohammad bin al Thani, father of the man known as the
founder of the country, remarked to a British expeditioner “we are all from the highest to
the lowest slaves of one master, Pearl.” Palgrave, the expeditioner, found the expression
to be true, remarking in his notes that “all thought, all conversation, all employment,
turns on that one subject” (Palgrave 1871: 387.)

When Qatar depended on pearling the relationship between the citizens and the

state and between the citizens and employment was very different from what it is under
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mineral dependence. Pearling, unlike the oil and gas sector, is a labor intensive industry,
not a capital intensive one. In this sense, it is more akin to dependence on agriculture. As
it was a labor intensive activity, the extraction of pearl necessitated the participation of
many people: nearly half the population of Qatar was employed in pearling. Prior to the
discovery of oil, pearling employed slaves and expatriates mainly from Oman’s Dhufar
region. Divers were paid by boat captains who in turn had received advances from pearl
merchants. Enslaved divers then had to turn most of their wages over to their owners,
whereas expatriate and Qatari divers were allowed to keep their earnings. The not-yet-
independent state barely intervened in these affairs at all except to tax the pearl ships.
These taxes on pearl ships, together with customs dues, formed the basis of government
revenue (Zahlan 1979).

When oil extraction began, these patterns were initially preserved. The oilfields
employed former divers, both slaves and expatriates, a practice that continued even after
Sheikh Ali Al Thani promised to abolish slavery. As was with the oil merchants, the oil
company paid wages to slaves who turned them over to their Qatari owners. In 1951,
Qatari workers went on strike to demand the expulsion of the Dhufaris, the group of
expatriate workers from Oman. The slave-holders, rather than directing their men to go
back to work, encouraged the labor unrest, calculating that higher wages and more jobs
would translate into more profits for them (Commins 2012). Sheikh Ali Al Thani
likewise benefitted from the strike, as he used it as an opportunity to renegotiate the oil

concessions with terms more favorable to Qatar in return for putting an end to the labor
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unrest. Sheikh Ali Al Thani’s management of the strike in 1951 was perhaps the first time
that the state intervened directly to protect employment in Qatar.

Though Qatar discovered its first oil field in 1937, the outbreak of World War 11
delayed the development of the oil industry in the country, such that Qatar did not export
its first barrel of oil until 1949. The influx of money from the exportation of oil affected
not just the relationship between the state and employment, but the role of the state more
broadly. With the new money, the government invested in infrastructure that was
necessary for the new economic activity: whereas before the advent of oil exportation
families had built their own roads under loose supervision by a central authority, now the
government built roads connecting the Dhukam field to Doha, and to the airport
(Wiedmann, Salama & Thierstein 2012) and provided basic public services like water
and medical care (Commins 2012). As part of this expansion of the provision of social
services, the government opened the first school in 1952 and developed an educational
system thereafter, a development that had been hindered until that point by Emir
Abdullah bin Jassim Al Thani’s lack of enthusiasm for modern education (Tsourapas
2016).

These developments preceded independence, which did not come until in 1968
Britain announced that it would terminate its defense commitments east of the Suez.
Qatar became independent in 1971 and the Al Thani family, a member of which had been
serving as Ruler of Qatar under British rule, went on to become to the ruling family.
Sheikh Ahmad bin Ali Al Thani declared independence from Great Britain in 1971 and

was swiftly deposed by his son Sheikh Khalifa bin Hamad Al Thani. The year it gained
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independence, vast natural gas reserves were discovered in the country. These reserves
would turn out to be more significant than the oil reserves. Qatar’s natural gas reserves in
the North Field are estimated at 25 trillion cubic meters, making this field the third largest
in the world. Qatar’s reliance on rents from oil and natural gas remained unchanged
following independence. Like many other oil producing countries including Venezuela,
Qatar incorporated its state-owned oil company in the 1970’s, Qatar Petroleum (QP). To
take advantage of natural gas resources, it also created a separate company, Qatar
Petrochemical Company Limited (QAPCO), now a leading producer of petrochemical
products. Together QP, QAPCO, and the other energy companies they are invested in

account for the majority of government revenue.

5.2 Unemployment in Qatar

Officially the unemployment rate in Qatar is 0.10%, perhaps the lowest in the
world. Given the number of citizens in the country this means only around 3,000 people
are unemployed. For comparison consider that the lowest unemployment rate in Europe
is that of Norway at 3.4%. In Africa it’s Benin at 2.4%. In Asia, Thailand is under 1%
and in Latin America, as seen in the previous chapter, Ecuador claims to have the lowest
rate. However, as explained in the preceding chapters, low unemployment rates often
mask other realities of the labor market.

In the case of Qatar, the very low unemployment number does not account for the
number of citizens who have chosen not to enter the labor market (Ross 2008; Fromherz

2012), nor does it account for “masked unemployment” (Herb 2012: 20). Masked
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unemployment in this context is the idea that there are many positions that are filled by
employees that are not engaged in productive work. Masked unemployment is created
through the same mechanisms as “real” unemployment, which were outlined in Chapter
1. That is, the combination of the capital intensive nature of the oil industry, and
problems related to Dutch disease prevent other sectors of the economy, especially
manufacturing, from becoming competitive and creating jobs. Where masked
unemployment differs from “real” unemployment is that in masked unemployment the
state is intervening directly to either create jobs that are not productive or create
legislation to mandate that private firms sustain jobs that are not productive.

In Qatar, the government does both. Qatar employs nearly 9 in every 10 citizens
of the country. This is possible because in Qatar the number of state employees is driven
not by demand for more bureaucratic work to be performed, but by the supply of labor. In
other words, the number of people employed in the public sector is determined by the
number of people the government needs to employ more than by a demand for additional
employees: by a demand for work more than by a demand for work to be done (Herb
2012: 20.) This expansion of the public sector, or at least expansion of public sector jobs,
IS counter to existing explanations that would predict that as an authoritarian country
Qatar’s public sector would be small (or at least small relative to that of a democracy)
(e.g., Boix 2001).

In Qatar the government is not only the employer of last resort: it is the employer
of choice. Qatari citizens, and male Qatari citizens especially, overwhelmingly name

public sector jobs as their most preferred jobs (Stasz et al 2007). Government
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employment is associated with more prestige, higher wages, and shorter work days.
People working in government departments received an average monthly wage of
QR24,824 (about US$6,800), a salary much higher than that of private sector workers,
who received on average QR7,352 (about US$2,020) per month (Labour Statistics
Bulletin 2015). Likewise, people working in the government sector work on average 39
hours a week, much less than private sector employees who work on average 50 hours
per week (Labour Statistics Bulletin 2015). This discrepancy in compensation and level
of effort between public and private employment belies the dual nature of public sector
employment in Qatar: jobs are simultaneously a standard exchange of labor for pay, and
in another, a way for the government to distribute income. Public sector employment is
seen by citizens of the rich oil-producing countries of the Arabian Gulf as a way to get
“their monthly payment form what amounts to the national oil trust fund” (Herb 2012:
18.)

The Qatari population is small. It is a minority relative to the overall population of
the state, and it is relatively homogenous. Like its neighbors in the Arabian Gulf, Qatar is
a Muslim-Majority country where Islam is the state religion. However, unlike some of its
neighbors, the majority of Qataris practice Sunni Islam, the largest denomination in Islam
by number of adherents. Over 90% of the citizens of the country practice this form of
Islam, with the other 10% adhering to Shi’a Islam. In other rich rentier states where the
Sunnis majority is not as overwhelming there are more pronounced cleavages between
adherents of Sunni Islam and adherents of Shi’a Islam. In Qatar, the state, led by the

ruling family, who are Sunnis, attempts to buy the support from its population, the

134



overwhelming majority of which are also Sunni to stay in power. Elsewhere, where the
state faces an ethnically heterogeneous population and access to more limited resources,
the ruler attempts to buy power by extending largesse only to the core support base of co-
ethnics to the ruler (Gengler 2015.)

In other words, in the resource-dependent countries of the Arabian Gulf, the
government distributes benefits through public sector employment. High level jobs in the
public sector and including in the oil industry are mostly reserved for citizens of Qatar,
for which they have been given preference since the very beginning of the oil industry in
the country. Indeed, it was one of the early oil concessions that compelled national
identification in the first place (Crystal 1990: 141.) Included in the concession was the
requirement that the company give hiring preference to Qataris. Prior to the existence of
rents that had to be distributed to the population of the state, there was no need to define
the population of the state. In a sense, there were no “Qataris.” When Qatar began
producing oil, the beneficiaries of this income had to be defined through citizenship.
Employment in the oil industry, and the public sector more broadly, was the way the
benefit was distributed to these citizens who saw themselves as deserving of the riches of
the country. Indeed, the 1951 strike demanding the expulsion of the Dhufaris called for
better pay for Qatari workers on the grounds that “they, being the sons of the soil under
development, deserve more than the others employed” (Salih Al-Mani, quoted in Crystal
1995: 141.)

Because public sector jobs are highly preferred by Qatari nationals, the

government has strived to ensure that Qatari nationals are in turn preferred for
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employment in the public sector. A series of policies implemented in Qatar have the goal
of increasing the participation of Qatari nationals in the workforce and in the public
sector specifically. In the early 1970’s, the country adopted a policy of Qatarization for
administrative posts in the government sector. As a result of this policy, four decades
later nearly half of public sector jobs are held by Qataris (Statistical Abstract 2016).

The next step the government took was to Qatarize the private sector. In 1997,
Emir Hamad bin Khalifa Al Thani decreed that firms in the private sector must ensure
that at least 20 percent of their employees are Qatari nationals (Winckler 2000). The
policy was refined again in 2000, when the Strategic Qatarization Plan was announced.
This plan is the most comprehensive one so far. The plan sets a target of 50% Qatari
employees in the energy sector by 2030. The energy sector, as described above, is
majority owned by the government, so that employment in this sector falls either under
the category of government employment or mixed employment depending on the specific
energy company where the employee works.

The plans and decrees are working. The Ministry of Energy and Industry holds
yearly meetings to review progress toward the goals of the Strategic Qatarization Plan. In
the most recent meeting, held in May 2017, the Minister of Energy and Industry
announced that the country “had achieved and maintained a Qatarization percentage of
29% [in the sector], on the road to reaching our goal of a 50% Qatari workforce” (Qatar
Tribune. May 15, 2017.)

Qatar has a very small population, but rulers in the country still worry about

unemployment. Qatar as a resource dependent country does not create many productive
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jobs. What jobs are available in the country are mostly in the service sector. These jobs
are not a good fit for Qataris who expect much higher wages in return for their labor. In
Qatar, the ruler’s concern is how to match citizens to jobs so that rents can be distributed
to them through public sector employment. Indeed, employment is guaranteed to Qataris.
Every Qatari citizen is guaranteed a job in a government ministry upon graduation from
secondary school or university. If a citizen were to lose his or her job, he or she would
continue to receive a salary and benefits until the government can find a comparable
public sector job for him or her (Herb 2012). Employment is far from the only benefit
that citizens of Qatar receive from the state. Qataris also receive land grants, preferential
mortgages, free healthcare and free elementary and secondary education, and additional
allowances for marriage and children.

Direct economic benefits in the form of state subsidized services like those
described above, however, are not enough to underpin the rentier bargain. In providing
employment, especially public sector employment, the government also distributes status,
which has been argued to play an important role in supporting the regime (Mitchell
2014.) That is, through public sector employment the government distributes not only
income but also immaterial rewards like prestige which are valued greatly by a
population that considers making over US$200,000 a year, living in a prime location,
driving a Lexus, and vacationing in London to be simply “very good” (Mitchell 2014). It
is also beneficial for the government to have citizens that are not idle as there are a
number of problems associated with unemployment or, as is more accurate in the case of

Qatar, with refraining from participating in the labor market. Among these is the
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possibility that the citizens that choose not to participate, particularly young men, might
gravitate towards alternative identities- even radical identities (Fromherz 2012).

In Qatar unemployment is not the problem. The concern of rulers in this context is
how to distribute rents through employment and how to target their support base for
employment. Through investment in higher education, the government targets and
prepares its support base for employment, effectively serving as an intermediary between
the economy and society. Through the provision of higher education and employment as
club goods, the government occupies its citizens and makes them dependent on the state.
While people outside of the rulers’ support base might also benefit from this investment
and from employment in the country, their benefit is not the intent of these policies. The
education and employment of non-Qataris matters for the economy of the country, but

not for the social contract between Qataris and their ruler, the rentier bargain.

5.3 Regime type in Qatar
Qatar is a constitutional monarchy ruled by an emir. In its entire history,
beginning in 1890, the country has had only eight rulers: five of them before
independence (Table 5.2). The Emir of Qatar is the most powerful position in the
country. It is held by a member of the Al Thani family, with the order of succession
determined by the family. In 1995, Sheikh Hamad bin Kalifa Al Thani deposed his father,

who had been in power since 1972.
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Table 5.2: Emirs of Qatar

Emir Rule
Sheik Mohammed bin Thani 1850-1878
Sheik Jassim bin Mohammed Al Thani 1878-1913
Sheik Abdullah bin Jassim Al Thani 1913-1949
Sheik Ali bin Abdullah Al Thani 1949-1960
Sheik Ahmad bin Ali Al Thani 1960-1972
Sheik Khalifa bin Ahmad Al Thani 1972-1995
Sheik Hamad bin Khalifa Al Thani 1995-2013
Sheik Tamim bin Hamad Al Thani 2013-Present

Under the reign of Emir Hamad Al Thani, Qatar attempted to portray itself as
more open and participatory political system, something many of its neighboring
countries were doing as well. Emir Hamad Al Thani undertook a number of reforms
aimed at modernization. During this rule, Qatar abolished the Ministry of Information
and created the Al-Jazeera news station, two important steps in increasing freedom of
expression, a necessary component of open political systems. Also during this period
Qatar established municipal elections and pioneered women’s political rights in the Gulf.
In the most recent elections in 2015, two women were elected to the Central Municipal
Council, a coordinating body for local councils. At the time that he announced the
reforms that introduced municipal elections, Emir Hamad remarked that he hoped the
country would achieve the “same level of democracy as Kuwait” in the new millennium
(Rathmel & Schulze 2012). Though Qatar and Kuwait have been celebrated at times for

their efforts to broaden participation in political processes, both continue to classify as
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autocracies in all political regime indexes. Indeed, Qatar’s Polity2 score remained
unchanged at -10 even after the reforms were implemented.

Rulers in Qatar have narrow constituencies and long time-horizons. Though there
are elections as described above, the position of Emir is not one for which someone is
elected, but rather a hereditary one. Outside of their family members emirs are
accountable at least to some degree to Qatari citizens, who they rule but do not represent.
Qatari citizens, however, number only about a third of a million and are a minority in
their own country of 2.5 million inhabitants. Thus, rulers of Qatar face very narrow
constituencies, a characteristic that allows them to target only a segment of the population
for benefits.

Emirs of Qatar have stayed in power for very long periods of time. Emir
Abdullah bin Jassim Al Thani, the longest serving emir, was in power for 36 years (1913-
1949). The shortest reign by an emir that of Sheikh Ahmad bin Ali Al Thani, was 12
years long. The current emir, Sheikh Tamim bin Hamad Al Thani, has been in power
since 2013 and is only 37 years old. The average rule of a Qatari Emir exceeds the
average rule for a head of state in any region, including in its own region where the mean
length of tenure for a leader is eight years. Rulers of Qatar face very long time horizons, a
characteristic that should make them concerned not just with immediate problems of
employment and unemployment but also with longer term labor dynamics.

Unlike Venezuela and Ecuador, Qatar has never experienced democratic
rule or a flexible exchange rate arrangement. It is a perfect example of a resource-

dependent autocratic country with a fixed exchange arrangement. This makes Qatar an
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excellent test for the theory. Qatar, however, is certainly not the only country that
presents all of these characteristics: all of the other countries in the Gulf Cooperation
Council (Bahrain, Kuwait, Oman, United Arab Emirates, and Saudi Arabia) are likewise
resource-dependent, autocratic countries with fixed exchange regimes. | chose the case of
Qatar because there is relatively more information available about this case, likely owing
to the aforementioned reforms. As is the goal of all scientific research, | expect that the
findings on Qatar apply to the other countries that share its characteristics, even beyond

the Arabian Gulf.

5.4 Exchange rate arrangement in Qatar

Qatar’s first official currency was the Indian rupee. At the time that Qatar
adopted the rupee, the rupee was also the official currency of Bahrain, Kuwait, and the
United Arab Emirates (then the Trucial States.) In 1959, India introduced the Gulf rupee
as a currency for use outside of India. The Gulf states complied and replaced their use of
the Indian rupee with that of the Gulf rupee. In 1966, India announced that it would
devalue its currency. Qatar, wanting to preserve stability, decided to abandon the rupee
and move towards having its own currency. Its neighbors did the same, ending the Gulf

rupee’s role era an international currency.’

" Interestingly, there have been recent efforts to revive the rupee as an international
currency. These efforts have again focused on oil-exporting countries. India’s Ministry of
Commerce and Industry has come up with a list of countries to target for rupee payments.
It lists almost all major oil exporting countries, including Venezuela and Qatar, as
potential targets (Reuters, Nov. 22, 2013.)
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Qatar, however, was not prepared to switch to its own currency. Rather than try
to remain on the rupee or accelerate the creation of its own currency, the government
made the decision to temporarily adopt the Saudi riyal as the official currency. The
government exchanged Gulf rupees at a rate of 100 Saudi riyals for 106.5 Gulf rupees. As
Saudi riyals replaced rupees, Qatar formulated a plan to create a currency union with
Dubai. By the end of 1966 enough Qatar-Dubai riyal notes had arrived so that Saudi riyal
notes in circulation could be converted. The new currency was exchanged at the rate of
106.5 Qatar-Dubai riyals for 100 Saudi riyals. The Qatar-Dubai riyal functioned as a
fixed currency as it was covered by the pound sterling. With the 1967 devaluation of the
pound sterling the two countries again faced the problem that they had in 1961 with the
devaluation of the rupee. As they had then, the two countries of the currency board were
seeking stability and so Qatar and Dubai agreed to maintain the value of their new
currency against gold to avoid devaluation (Molyneux & Igbal 2005.)

The Qatar-Dubai riyal was short-lived. Following independence, Qatar
created its own national currency and central bank in 1973. The Qatari riyal was initially
pegged to the value of gold, as had its predecessor. In 1975, Qatar abandoned gold and
instead pegged the riyal to special drawing rights (SDR), such that a Qatari riyal was
worth about 4.76 SDR. In 2001, the government issued a decree moving the riyal from a
peg against SDR to a peg against the US dollar, announcing a target of 3.64 Qatari riyals
to the dollar. The peg is highly credible: Qatar has never undertaken a devaluation. It
even resisted the pressure to devalue during the diplomatic crisis in 2017 brought about

by a Saudi Arabia-led embargo on the country.
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Qatar is a resource-dependent country with a fixed exchange rate arrangement.
The importance of the fixed exchange rate arrangement and commitment to avoiding
devaluation has been demonstrated time and time again. First by the country’s decisions
to adopt a foreign currency as its own and then abandon it when the currency devalued.
Then by the decision to peg its currency to the Pound Sterling and then to gold; to SDR;
and finally by the move to peg against the US dollar. The commitment of policymakers in
Qatar to maintaining the value of the riyal means that although they have not forfeited
monetary policy independence completely as in the case of Ecuador, they have very
limited monetary policy options for addressing domestic economic issues. Moreover, as
in the case of Ecuador, any move to use monetary policy to address domestic economic
concerns would likely have negative repercussions for commerce. Indeed, reacting to the
diplomatic crisis of 2017, Central Bank Governor Skeikh Abdullah bin Saoud Al Thani
assured audiences that Qatar had “sufficient foreign currency reserves to meet all
requirements,” which though not explicitly addressing the peg, hinted that devaluation

was not in the horizon (Reuters; June 18, 2017).

5.5 Higher education in Qatar
Higher education in Qatar is provided through a patronage politics
strategy. In this model, politicians trade off high enrollment rates for high subsidies and
relatively low costs (Ansell 2012). That is, elite systems are the result of the decision to
offer free or inexpensive education to a segment of the population rather than offer

slightly more expensive education to everyone. These tradeoffs are not possible across all
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social services. There are specific characteristics of higher education that allow for these
to occur. First, higher education, unlike primary education, is not a universally
recognized right. While there are a number of countries that have enshrined a right to
higher education in their constitutions, this is not the norm. Moreover, the Universal
Declaration of Human Rights contends only that higher education “shall be equally
accessible to all on the basis of merit” not that it shall be free or compulsory. Second, as
explained in Chapter 1, higher education can be distributed as a private good, in contrast
to other levels of education the provision of which is mandatory for the states, and to
other government services like safety and infrastructure which can only be distributed as
public goods.® These characteristics of higher education allow for the government to be
able to use it to target Qatari citizens and begin the pathway to employment in the public
sector.

There are sixteen higher education institutions in Qatar (Table 3). Of
these, the majority are partnerships between universities in the US and Europe and the
Qatar Foundation for Education, Science, and Community Development (QF). QF is
ostensibly a private, non-profit organization whose core mission is to support the
development of the country through investments in education, science and research, and

community development. In practice, funding for QF is allocated directly by the

8 Healthcare too is most often thought of as a public good but it can be distributed as a
private good. In Qatar the government provides both free healthcare for all Qataris
(public good) and the opportunity for some Qataris to get medical care abroad with
expenses paid for by the government (private good.) In 2012, the government spent
$329.6 million on citizens seeking medical care abroad.

144



government and the leadership role of the foundation is exercised by the current Emir’s
mother, such that QF is more a government institution than a private foundation. As an
institution, QF lists the American and European universities operating in Education City,
like SFS-Q, as its entities, whereas the websites for these universities describe their
relationship with QF as that of a “benefactor.” In practice, the schools operate
independently and carry out decisions about admissions and academics without input
from QF. However, QF intervenes to grant scholarships and grants to some students
attending these private universities, effectively targeting supporters.

There are only two universities that are wholly public, Qatar University and
Hamad bin Khalifa University. (Qatar Aeronautical College is also public but is a
technical school, not a university that can grant the equivalent of a Bachelor’s degree.)
All of the universities, including Qatar University, enroll both Qatari and international
students (or Qatari and non-Qatari students, as they are reported on official publications.)
Qatar University has the highest share of Qatari student enrollment (around 70%.) This is
perhaps because it is the only higher education institution that offers separate
environments for male and female students, a feature that is important for religiously
conservative students. Qatar University also enrolls the largest number of students,
around 14,000. Non-Qatari students participate at a higher rate at the Education City

campuses of American and European institutions.
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Table 5.3: Higher education institutions in Qatar by year of foundation

University Year created University Year created
Qatar University 1973 Georgetown 2005
University School
of Foreign Service
Qatar Aeronautical | 1977 University of 2007
College Calgary- Qatar
Virginia 1998 Northwestern 2008
Commonwealth University
School of the Arts
Stenden University | 2000 HEC Paris 2010
of Applied Sciences-
Qatar
Weill Medical 2001 Hamad bin Khalifa | 2010
College University
College of the North | 2002 Community College | 2010
Atlantic- Qatar of Qatar
Texas A&M 2003 University College | 2013
University London- Qatar
Carnegie Mellon 2004 Doha Institute for 2015
University Graduate Studies

Qatari graduates of both Qatar University and institutions in Education City can
expect to be hired immediately upon completion of their degrees, highlighting the clear
link between investment in higher education and employment in Qatar characteristic of
patronage politics systems. Celebrating the success of government investing in higher
education, at the 2014 commencement for Hamad bin Khalifa Al Thani University its
president commented on the importance of education to the “long term welfare” of the
country (Qatar Foundation; May 7, 2014.) On the university’s website the president of
the institution describes it as “the key of life”, opening doors to graduates, “giving them
access to development, growth, and prosperity.” This prosperity comes via public sector

jobs, as argued above.
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| have so far argued that investment in higher education in Qatar is important
because it paves a pathway to employment. There is, however, one counterargument; that
is that the development of tertiary education was necessary to develop lower levels of
education through backward linkages. Qatar only gained independence in the last
century. Thus, it didn’t begin the process of becoming a modern state capable of
providing infrastructure, health, and education until around the 1950’s. Diffusing primary
education should be expected to be a primary concern for new states. In 1952 Qatar, for
example, had only one normal school serving 50 students (Al-Koibasi 1979). To put this
in perspective, at the same time resource-dependent countries in Latin America had
already expanded to private primary and secondary education. When the first school
opened in Qatar it had to bring in people from other countries to work as teachers. The
first schools in Qatar hired Egyptians for these roles (Commins 2012). There is
complementarity between diffusing primary education and higher education, because it is
necessary to train teachers to be able to expand lower levels of education.

It is possible that since Qatar started providing primary education only three
generations ago, the government would need to expand higher education to train the
people necessary to staff the lower levels of education. An examination of the programs
of study offered in the country, however, reveals that while this might have been the
original intent, it is no longer the case. The country’s oldest university, Qatar University,
opened its doors a decade after independence as a College of Education. It remained so
until 2003 when Emir Hamad Al Thani decreed that the college become a full university

comprising six colleges: the original education college; and colleges for each humanities
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and social sciences; science; Sharia, Law and Islamic studies; engineering; and business

and economics. Even after the creation of Education City and the expansion of higher

education in Qatar, QU remains the only institution to offer degree programs in

education. Investment in higher education is likely then not being pursued as a strategy

to build up lower levels of education but to distribute benefits to citizens, as the theory

suggests.

Table 5.4: Number of universities in the GCC

Country Public Private Total # Offering

Universities Universities Universities teaching

degrees

Bahrain 19 4 23 0
Kuwait 1 8 9 2°
Oman 1 26 27 410
Qatar 1 11 12 11
Saudi Arabia | 27 45 72 2612
United Arab 8 50 58 5is
Emirates

57 144 201 38

% Kuwait University; Arab Open University
10 Arab Open University; Sohar University; Sultan Qaboos University; University of

Nizwa

11 Qatar University
12 Arab Open University; Arab East Colleges; Dar Al Uloom University; Prince Sattam
bin Abdulaziz University; King Abdulaziz University; Princess Nora bint Abdul Rahman
University; Shaqra University; Mahmaah University; Technical Trainers College; Dar
Al-Hekma University; Jeddah Teacher’s College; Umm Al-Qura University; Taif
University; University of Dammam; King Faisal University; Taibah University; King

Khalid University; Quassim University; Al-Jouf University; Jazan University; University
of Hail; Al Baha University; Najran University; The British University in Dubai; Hamdan
bin Mohammed Smart University; Jumeira University

13 United Arab Emirates University; Al Hosn University; American University in Dubai;
American University in the Emirates; Emirates College for Advanced Education
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This trend is consistent across most of the countries of the Gulf Cooperation
Council (Table 4.) The small number of degree programs in education in Qatar is not
indicative of inattention to education overall. In 2014 the country had 41,613 people
employed in education, the majority of which (30,302) were non-Qatari (Annual
Statistical Abstract 2014). Employment in the field of education falls outside the aims of
the Strategic Qatarization Plan, such that replacing expatriate workers with Qatari
citizens in this sector is not a priority.

Higher education in Qatar is important for the government because its provision
underpins part of the rentier bargain. As is true of most government spending in the
country, higher education (and education in general) is financed through rents from the
sale of oil and natural gas. It stands to reason that spending should fluctuate as income
from oil and natural gas fluctuates. That is, that investment in higher education might go
up as oil prices go up and then down when oil prices decline, as is true of most
government spending in resource-dependent countries. | argue, however, that investment
in higher education is so important in Qatar that the government might protect this type
of spending even in the event of a budget shortfall because of its importance of higher
education in the country is driven by its role in underpinning the rentier bargain by
providing a path to employment.

The primacy of investment in higher education in Qatar is evident when one
considers how much expenditure on education, and on higher education specifically, has
been protected from budget cuts following the drop in oil prices of the recent years. In

2015, oil prices plummeted: the bonanza of the previous few years came to a halt as
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prices fell below $40 a barrel. Around the world, policymakers relying on petrodollars to
fund government spending cut budgets to deal with the new leaner reality. Resource-
dependent countries announced budget cuts to deal with this unexpected budget shortfall.
Bahrain, Oman, Saudi Arabia, and the United Arab Emirates cut gasoline subsidies. Qatar
too announced a 30% hike in gasoline prices, something it had not done since 2011. The
fall in oil prices was dramatic and so too were budget cuts. Though the budget cuts
affected higher education, cuts to the education budget were lower than the cuts to
government expenditure overall.

Figure 5.1: Government expenditure on education and the price of oil

)
28 S
uw— 0O
o
2 — %
2 o
=0 kea
£8 g
S 3
g 8%
39 o)
oS O
§% e oh
[)) [©0O
5 / 5

o [0}
X o
o / lef
= <
[
E |te—t—
o o

o - L
c>> T T T T T T T T T Sl
O 2000 2002 2004 2006 2008 2010 2012 2014 2016

year

’ —=&—— Spending on education —&— Oil price

Figure 5.1 plots government expenditure on education against the price of oil.
Data on government expenditure on education were obtained by contacting the Ministry
of Development, Planning, and Statistics. The price of oil plotted in the graph is the price
of the OPEC reference basket. The graph shows a clear increase in government

expenditure on education between 2008 and 2015, as the price of oil increased. The
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government cut expenditure on education in 2016 in response to the fall of oil prices.
However, while oil prices dropped by almost 50% between 2015 and 2016 (from $96.29
to $49.49) the education budget was cut by only 12%. Total spending on education in
2016 amounted to almost 15% of government expenditure that year, a figure that far
exceeds average expenditure in advanced industrial economies, which is closer to 6%.

Figure 5.2: Enrollment in higher education and price of oil
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Data on government expenditure on education disaggregated by level of education
are not available in Qatar. The country does, however, collect enrollment data. These are
available beginning in 2000 with reports released on a yearly basis. Figure 5.2 plots
enrollment in higher education against the price of oil. Here again it is clear that the
dramatic fall in oil prices did not significantly affect enrollment in higher education. This

is likely due to three factors. First, the government protected investment in this area, as
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seen above. Second, the very nature of elite higher education systems means that their
enrollments are not large, so protecting them would be less expensive than protecting
enrollment in a mass public system, for example. Third, international student

participation was not affected by the price of oil.

Figure 5.3: Higher education enrollment and public sector employment
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The government’s investment in higher education is part of the rentier bargain
underpinning support for the regime in Qatar. The rentier bargain in this context also
includes public sector employment. For example, 650 students graduated from the
American and European universities located in Education City in 2016. Of these students,
44% were Qatari. Sheikha Moza, the CEO of QF and wife of the previous Emir, attended

the ceremony and presented each of them with a graduation ring. The graduates were
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described as having received degrees in “various specializations that have been hand-
picked to further the country’s economic advancement.” In the same speech, Sheikha
Moza directly connected the graduation outcomes to employment, remarking that “the
job market in Qatar is witnessing the positive impact that Qatar Foundation has had.”
(The Gulf Times. May 4, 2016.)

Graduation outcomes are related to public sector employment in Qatar.
Enrollment rates in higher education institutions in the country have grown almost in
perfect parallel to the employment of Qatari citizens in the public sector (Figure 5.3). The
increase in Qatari citizens employed in the public sector cannot be explained solely by
population growth. Whereas the number of Qatari citizens has grown by 24% since 2000
(from around 192,000 to 313,000), the number of Qatari citizens in public sector
employment has grown by more than twice as much at 52.1%. Likewise, the rate of
growth for the total labor force in the country (including foreigners) does not parallel the
growth of public sector employment for Qataris. The total labor force in the country has
more than quadrupled since 2000. The protection of enrollment and employment for
citizens during an economic downturn highlight the importance of this investment to

policymakers in Qatar.

5.6 Summary
Whereas higher education institutions in Qatar are sometimes listed alongside
other achievements of the country such as Al Jazeera, hosting the Asian Games, and

Qatar Airways, investment in higher education is not an achievement of external power
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projection, but rather an achievement of domestic politics that reinforces the rentier
bargain. While Georgetown’s campus in Education City is modern and inviting, it is
outstanding not for what it communicates beyond the borders of the small country where
its located, but for what it communicates within those borders. Qatari investment in
higher education is a strategy to address issues of employment and unemployment. The
resulting elite higher education system is one of patronage politics. It is the design of a
ruler with a narrow support base and long time horizons and an economy constrained by
a commitment to a pegged currency.

In this chapter I have presented evidence of the government’s commitment to
investment in higher education even in the face of an economic downturn. In the short to
medium term, commitment to investment in higher education in Qatar has reinforced the
rentier bargain. It remains to be seen whether in the long run education will become the

democratizing force that it has been for countries in the West.
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Chapter 6
Conclusions

Nicolas Maduro, President of Venezuela, announced in April 2018 that the
government would be opening a new public university, Universidad de Ciencias Politicas
Hugo Chavez. As its name suggests, the university will focus on teaching political
science and is named in honor of the previous president. The university will be housed in
what is now Yare prison, the penitentiary where Chavez was imprisoned after leading a
failed coup attempt in 1992. The building west of Caracas will have been the site of two
of the mechanisms thought to be crucial to authoritarian survival in resource-dependent
countries: repression and rentier spending.

This study examines on one type of social spending, tertiary education, and
compares the provision of this social service across countries. It argues that regime type
and exchange rate arrangement determine the provision of tertiary education in resource-
dependent developing countries. In doing so it provides insights into the components of
the rentier bargain and also into the provision of tertiary education under democracy, a
type of spending that is understudied relative to other social services such as healthcare,
primary education, and even pensions and unemployment insurance.

The central finding of this dissertation is that investment in tertiary education in
resource-dependent developing countries is often used as a strategy to address
unemployment. Levels of spending on tertiary, the scope of its distribution, and
connection to employment in the public sector vary with regime type and exchange rate
arrangement. Autocrats in countries with fixed exchange rate arrangements invest the
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most in tertiary education, pursue lower enrollments relative to democracy, and connect
public tertiary education to public sector employment. Investment in tertiary education is
a central part of the strategy to deal with unemployment. In contrast, democrats in
countries with flexible exchange rate arrangements invest less in education, pursue larger
enrollments, and do not tie public tertiary education to public sector employment.
Because rulers in these contexts have other tools available to deal with unemployment
and a much larger support base, investment in tertiary education is not a central part of
the strategy for addressing unemployment in these contexts.

Chapter 1 expanded on these ideas by presenting a theory of investment in tertiary
education in resource-dependent countries. It argued that variation in regime type and
exchange rate arrangement explain variation in investment in tertiary education in
resource-dependent developing countries. It identified four possible strategies for
investment in tertiary education in these contexts: private participation, patronage
politics, training tomorrow, and elite education. Private participation reflects the decision
to provide higher education widely at a lower cost. Patronage politics combines targeted
distribution, lower spending, and a connection to public sector employment. Training
tomorrow pursues higher enrollment and higher spending without a direct connection to
public sector employment. Elite education refers to targeted enroliment, high levels of
spending and a connection to public sector employment. The chapter connected each of
these strategies to a regime type and exchange rate arrangement. It also presented testable

hypothesis derived from the argument.
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The following chapter tested these hypotheses using statistical analysis. A key
contribution of this chapter was to define resource dependence as a binary condition and
to list the universe of cases included in the study. This contrasts with other studies of
resource dependence and even of the developing world more generally, which often use a
variable that measures the amount of rents accrued to the country to capture resource
dependence but does not separate out resource-dependent countries specifically. The
results of the statistical analysis confirmed some the predictions about spending and
enrollment, which were amenable to large-N statistical analysis but did not explore the
connection to public sector employment.

Chapters 3, 4, and 5 explored the hypotheses that could not be tested in Chapter 2.
They presented evidence of each of the four strategies for investment in tertiary
education. The private participation strategy was discussed in the context of Venezuela
(1958-2001) and Ecuador (1979-2000). In these cases the ruler sough to provide tertiary
education to a large segment of the population but did not invest sufficiently in it. To fill
this gap, private actors provide higher education to the citizens that did not or could not
participate in public education. The patronage politics strategy was discussed in the case
of Venezuela (2005-present). Here | presented evidence of a targeted expansion of
tertiary education under authoritarianism and of universities that provide support to the
regime in power. Ecuador (2000-present) served as an example of the training tomorrow
strategy. | discussed the larger role the state plays in tertiary education under democracy
and dollarization and contrasted it with the previous strategy of private participation.

Finally, the case of Qatar (1971-present) was presented as an example of the elite
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education strategy. | discussed the elite tertiary education institutions in the country and
their connection to employment in the public sector and support for the regime.

Whereas extant research on resource-dependent developing countries has argued
that authoritarian or democratic regimes engage in more or better distribution under these
conditions, there are few studies that systematically compare a category of public
spending across resource-dependent developing countries. This dissertation aimed to fill
that gap by analyzing investment in tertiary education and providing an explanation for
differences across this specific category of spending. In the case of Venezuela, for
example, the study explains that the new university is as important to the regime as the

prison it is replacing.

6.1 Implications for academic and policy debates
The research presented here helps to shed light into the challenges facing

resource-dependent countries as other countries move away from oil and toward more
environmentally-conscious practices. Already 195 countries have signed the Paris
Agreement under the United Nations Framework Convention on Climate Change,
committing themselves to plan for a mitigation of global warming and regularly report on
their efforts and progress on the subject. However, the world might still be a long way
from not having to rely on oil and natural gas. Consider that in the past decade (2006-
2016) world consumption of oil increased by 11.4 percent-- from 85,777 thousand barrels

of oil per day to 95,558 thousand bpd (BP Statistical Review of World Energy). This
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increase came after dozens of countries had already discussed and committed to reducing
greenhouse gas emissions.

It is possible that oil and natural gas consumption will decline in the
future. Indeed, for the first time the idea that the world might not need oil in the future
has become more popular than the idea that the world will run out of oil If oil and natural
gas consumption do decline, so too will rents accruing to resource-dependent countries.
In fact, in 2013 The Economist proclaimed that “the world’s thirst for oil might be
nearing a peak,” a direct contradiction of Hubbert’s (1956) famous prediction that after
the maximum point of oil extraction was reached, oil extraction would enter a decline
leading to depletion (The Economist; August 3, 2013). Peak thirst could be “bad news
for producers” even if it’s good news for everyone else. Understanding the determinants
of spending in these contexts will help us understand what type of spending might be
prioritized in this case.

The research presented here also advances our understanding of the
processes that created elite higher education institutions in a number of resource-
dependent authoritarian countries. The existence of these institutions has been explained
as part of these countries’ soft power projection, often comparing the creation of these
universities to other mega-projects like major sporting events. This is perhaps because a
few rich resource-dependent countries have undertaken both: Qatar invested in an elite
education system and also plans to host the FIFA World Cup in 2022. Azerbaijan
launched the Massachusetts Institute of Technology- Azerbaijan Fund and also hosted the

2015 European Games. Dubai hosts a campus of the Rochester Institute of Technology
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and also the 2020 World Exposition. Though there is significant overlap between
countries that pursue an elite education strategy and countries that host mega-events, |
have intended to show that the factors that contributed to the type of investment in
tertiary education that creates elite universities are internal to the country and not part of

a strategy to project soft power.

6.2 Limitations and areas for future research

The central purpose of this dissertation was to explain variation across one type of
public spending in resource-dependent developing countries. The dissertation leveraged
existing data and original fieldwork to test the idea that investment in tertiary education
in these countries varies with regime type and exchange rate arrangement and is related to
concerns about unemployment in countries that rely heavily on capital-intensive
industries like extraction of oil, natural gas, and minerals.

One of the most common problems of research in the social sciences, and of
research on developing countries in particular, is the extent to which generalizations are
limited by the scope of available data. Though this study benefits from limiting the focus
to a time period after oil nationalization (mid 1970’s), a time period for which data
availability problems are less pervasive, it has attempted to study countries that have
problems with data transparency and data availability. While this problem is common to
most social spending data in developing countries, it is especially acute for tertiary
education data. Part of the problems with data availability could be attributed to regime

type as democracies have been shown to be more transparent than autocracies (Hollyer,
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Rosendorft & Vreeland 2011) This is certainly true in the case of data on spending on
tertiary education, for example. Here close to two-thirds of autocratic country-years have
missing data, whereas the same is true only for 60 percent of democratic country-years.
The rates for other education indicators are worse: nearly 90 percent of autocratic
country-years are missing data for literacy rates compared with 82 percent of democratic
country-years, for example.

Indicators of investment in tertiary education have a high rate of missingness
which is problematic. One way to expand the scope of the study would be to focus more
narrowly on one region of the developing world and to use government publications from
each country to create a new, more complete dataset of investment in tertiary education in
that region. This approach would probably yield a larger number of observations but
suffers from its own limitations. First, not all countries report on the same indicators nor
do they do so with the same periodicity, so that comparing indicators across countries
would be difficult. Some countries, for example, report enrollment figures by academic
year but report spending figures by fiscal or by calendar year. Academic and fiscal years
vary by country, adding a further complication. The second problem with this approach is
that while it would expand the number of observations in one region it would constrain
the scope of the study across space. Expanding both in time (by collecting data from
government publications as described here) and space (by doing this for all countries in
the population) would be very costly and time consuming.

A further limitation relates to the case studies. I have included cases from two

regions in this study. Ideally 1 would want to study a case from each region to rule out the
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possibility that some unobserved factor related to that specific region is driving the
results. As explained in Chapter 2 there are certainly dozens of other cases in the
population of this study. Analyzing more of them in depth would have served to present
further evidence of the theory and confirm that the theory is generalizable. Exploring
other cases in depth would help to understand at what income levels rulers apply the
strategies described here. All of the countries included as case studies in this dissertation
are middle-income or above. It is likely that rulers in countries below a certain threshold
of income do not pursue investment in tertiary education or at least do not do so in the
manner theorized here.

In addition to expanding the research across time and space, future research could
expand to other dimensions of public spending. This research focused on one component
of social services, tertiary education, and tried to elucidate the factors explaining the
differences in how it is provided across resource-dependent developing countries. There
are other state-provided social services that might be determined by other factors. A more
thorough understanding of the rentier bargain and democratization in the context of
resource-dependent countries would require an understanding of the factors underpinning
the provision of other social services like primary education, health, and social safety nets
like unemployment insurance and pensions.

Lastly, the dissertation is also limited in its ability to address the connection
between public tertiary education and government jobs under authoritarianism. The
research on this area relies on interviews conducted in-country through snowball

sampling of public university graduates. | am aware that a survey of public university

162



graduates or employees of the public sector would have yielded more robust evidence in
support of this claim. Unfortunately, the conditions in Venezuela specifically did not
allow for such a technique to be used without great risk to the researcher and the subjects.
In an attempt to attenuate for the limited scope of the qualitative evidence interview
subjects included people from different geographical areas, different genders, and
differing socioeconomic status.

In summary, this dissertation seeks to explain the provision of a specific type of
social service, tertiary education, in the context of resource dependence. | have argued
that variation in regime type and exchange rate arrangement explain the differences in
provision of tertiary education in resource-dependent developing countries and that the
provision of tertiary education is a strategy to address potential unemployment in these
contexts.

Tertiary education is not the only strategy that rulers in resource-dependent
developing countries can pursue to address unemployment concerns. Studying other
aspects of labor dynamics in these countries could help us further understand the problem
of employment in countries that rely on capital-intensive industries. In addition to
variation in the provision of tertiary education, resource-dependent developing countries
also vary in the degree to which they provide protections for citizens employed in the
country. Bahrain, for example, demands that employers provide 60 weeks’ of salary to an
employee that is dismissed, whereas Kuwait asks for 15 weeks and the United Arab
Emirates for none at all (World Bank 2018). Rules about compensation and requirements

to hire local workers also vary by country.
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It would also be interesting to study the long-term effects of these strategies of
investment in tertiary education. If education is indeed a democratizing force, some of
these investments, particularly investments in scholarships for students to study in the
West, should bring about change when the students return armed with new knowledge
and experience. Around 125,000 Saudis, for example, are pursuing higher education in
the United States. Many of these students are recipients of scholarships that include a
requirement to return to their countries. It would be interesting to compare these students’
perspectives on the regime with those of their peers that studied in the Kingdom.

The Universidad de Ciencias Politicas Hugo Chéavez will open its doors this year
and graduate its first class within five years. Though ostensibly students of political
science, graduates of the new institution will likely be ill-prepared to study the domestic
conditions that created the education system of which their university is part. Students

and graduates of the university will be expected to show support for the regime and will

be rewarded with employment.
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Appendices

Table I: Resource-dependent countries in Haber and Menaldo (2011)

Algeria Estonia Malaysia Qatar
Angola Gabon Mauritania Russian Federation
Azerbaijan Guinea Mexico Saudi Arabia
Bahrain Indonesia Mongolia Tajikistan
Iran, Islamic Trinidad and
Belarus Rep. Morocco Tobago
Bolivia Iraq Namibia Tunisia
Botswana Jamaica Netherlands Turkmenistan
Cameroon Kazakhstan Niger Ukraine
United Arab
Chile Kuwait Nigeria Emirates
Kyrgyz
Congo, Rep. Republic Norway Venezuela, RB
Ecuador Liberia Oman Vietnam
Egypt, Arab Papua New
Rep. Libya Guinea Yemen, Rep.
Equatorial
Guinea Lithuania Peru Zambia
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Table Il: Resource-dependent countries in Barma, Kaiser and Min Lee (2012)

Algeria Ecuador Mauritania Saudi Arabia
Equatorial
Angola Guinea Mexico Sierra Leone
Azerbaijan Gabon Mongolia South Africa
Bahrain Ghana Namibia Sudan
Syrian Arab
Bolivia Indonesia Niger Republic
Iran, Islamic
Botswana Rep. Nigeria Timor-Leste
Brunei Trinidad and
Darussalam Iraq Norway Tobago
Cameroon Kazakhstan Oman Turkmenistan
United Arab
Chad Kuwait Papua New Guinea Emirates
Chile Kyrgyz Republic | Peru Uzbekistan
Colombia Lao PDR Qatar Venezuela, R.B.
Congo, Dem.
Rep. Libya Russian Federation Vietnam
Sao Tome and
Congo, Rep. Malaysia Principe Yemen, Rep.
Zambia
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Algeria

Angola

Azerbaijan (1993-)
Bahrain

Belarus

Botswana (1985-2015)
Cameroon

Chad

Congo, DR

Congo, Rep.

Egypt

Equatorial Guinea
Gabon

Ghana (1985-2000)
Guinea

Indonesia (1985-99)
Iran

Iraq (1986-2003)
Kazakhstan

Kuwait

Kyrgyz Rep

Lao, PDR

Liberia (1985-2003)
Libya

Malaysia (1985-2007)

Table I11: Autocratic country-years in GDW
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Mauritania

Mexico (1985-2000)
Mongolia (1985-93)
Morocco

Namibia

Niger (1987-91; 1997-1999; 2016)
Nigeria (1985-99)
Oman

Papua New Guinea
Peru (1993-00)

Qatar

Russia

Saudi Arabia

Sierra Leone (1985-98)
South Africa (1985-94)
Sudan

Tajikistan

Tunisia

Turkmenistan

Ukraine (2014-)
Uzbekistan

Venezuela (2006-)
Vietnam

Yemen (1987-)
Zambia (1997-2015, 2017-)
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Table IV: Democratic country-years in GFW

Bolivia

Botswana (1988-1991)
Brunei Darussalam
Colombia

Ecuador

Ghana (2001-)
Indonesia (2000-)
Iraq (2004-)
Jamaica

Liberia (1992-)
Malaysia (2008-13)
Mexico (2001-)
Mongolia

Namibia
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Niger (1992-96; 2000-)
Nigeria (1999-)

Peru (2001-)

Russia (2000-06)

Sao Tome and Principe
Sierra Leone (1999-)
South Africa (19992-)
Sudan (1986-88)
Trinidad and Tobago
Tunisia (2013-)
Ukraine (1989-2014)
Venezuela (1985-05)
Yemen (1985-89)
Zambia (1992-96; 2016)



Table V: List of interviews conducted in Venezuela

Number | Interviewee Date

1 Public university student leader Summer 2014
2 Private university student leader Summer 2014
3 Private university student leader Summer 2014
4 Private university student leader Summer 2014
5 Young opposition party operative/ Former Summer 2014

student leader
6 Private university student leader Summer 2014
7 Young opposition party operative/ Former Summer 2014
student leader

8 Public university student leader Summer 2014
9 Public university student leader Summer 2014
10 Public university student leader Summer 2014
11 Public university student leader Summer 2014
12 Young opposition politician Summer 2014
13 Private university student leader Summer 2014
14 Public university student leader Summer 2014
15 Economist Summer 2015
16 Academic, specialist in social services Summer 2015
17 Economist Summer 2015
18 Academic, specialist in social services Summer 2015
19 Academic, specialist in social services Summer 2015
20 Economist Summer 2015
21 Economist Summer 2015
22 Public university student, government Summer 2015

employee
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23 Former government official Summer 2015
24 Consultant Summer 2015
25 Pollster Summer 2015
26 Public university student Summer 2016
27 Public university student Summer 2016
28 Economist Summer 2016
29 Public university student Summer 2016
30 Public university student Summer 2016
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Table VI: List of interviews conducted in Ecuador

Number Interviewee Date

1 Opposition politician Fall 2016
2 Private university dean Fall 2016
3 Lawyer Fall 2016
4 Opposition activist Fall 2016
5 Statistics agency official Fall 2016
6 Retired military officer Fall 2016
7 Public university professor Fall 2016
8 Leadership person at education ministry Fall 2016
9 Public university professor Fall 2016
10 Constituent assembly representative Fall 2016
11 UNICEF official Fall 2016
12 Statistics agency official Fall 2016
13 Private university administrator Fall 2016
14 New public university professor Fall 2016
15 New public university professor Fall 2016
16 Leadership person at institute for higher education Fall 2016
17 Board member at new public university Fall 2016
18 Congressional staff member Fall 2016
19 Leadership person at ministry of planning Fall 2016
20 Administrator at public university Fall 2016
21 Researcher at public university Fall 2016
22 Education activist Fall 2016
23 Businessman, activist Fall 2016
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24 Teachers’ union leadership Fall 2016
25 Leadership person at institute for higher education Fall 2016
26 Leadership person at teacher’s union Fall 2016
27 Leadership person at government statistics agency Fall 2016
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