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Summary

The success of a developmental strategy based erextraction of non-renewable
resources is largely dependent on the share ohuvegecaptured by the state from the
extractive sector and the modalities that goverrimadopt to use and distribute those
revenues. In the last two decades, local populstéord subnational governments have
demanded a greater decentralisation of extractigastry (El) related revenues but the
modalities and mechanisms adopted varied widelgsaccases. This paper looks at the
existing criteria and reform modalities adoptedattmcate and use EIl revenues, and
examines the political bargains that enabled sisthlslition. The paper focuses on four
specific questions: a) How do central governmeheres (or distribute) the revenues
from extractive industries with different levels stibnational government (vertical
distribution)?; b) How do governments distributer&renues across extractive and non-
extractive jurisdictions at subnational level (zontal distribution)?; ¢) Which are the
mechanisms and rules adopted by governments toatdlahese resources?; and d)
What is the bargaining potential of subnationalriteties to demand a more
proportionate share of revenues?

We identify two critical dimensions that have arpant on redistributive outcomes: the
degree of bargaining power of subnational acto the alignment between national
and subnational political actors. We contend toatll actors with strong bargaining
power tend to obtain clearer and greater revenweirgh gains, but the political
alignment between national and local elites willddo produce, other things equal, a
better redistribution of revenues across produeimgj non-producing regions. We posit
that improved development outcomes may emergedonsext where revenue sharing
agreements result from elite bargains that comleiaenarked and flexible decision
making mechanisms and benefit the whole of the ladijpn, however more research is
needed. Finally, the paper identifies some knowdegaps regarding the effectiveness
of different decentralisation modalities to improdevelopment outcomes at the local
level.
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Introduction

The recent price and investment boom in the mirang hydrocarbon sectors has
triggered widespread expectations for greater emomcand social development,

especially among developing countries. The sucotssdevelopmental strategy based
on the extraction of non-renewable resources igelgrdependent on the share of
revenues captured by the states from the extractetor and the modalities that
governments adopt to use and distribute those uege(Bebbington 2012). This paper
acknowledges the existing dilemmas around the etraof revenues — in the form of

taxes or royalties - but focuses on the latter esjpiee criteria for the allocation and use
of extractive industries’ (El) revenues.

The choice of mechanisms for the use and distobutf extractive revenues is an
inherently political process. In the first placejnerals, oil and gas are frequently
concentrated in specific territories within the gwoing countries and the corresponding
populations are likely to demand a share of thegeds from the extraction as a form
of compensation for the use of their resourcesthadchegative externalities associated
with extraction: Secondly, minerals and hydrocarbons are non-rellewahich puts
additional pressure on replacing the extracted uregs with some investment in
perdurable assets, whether in the form of tandiloleexample physical infrastructures)
or intangible (e.g. education) benefits. The coratian of these different demands has
favoured a greater decentralisation of El-relatedenues in recent years, but the
modalities and mechanisms adopted to facilitateafislecentralisation varied widely
across cases. In this paper we contend that \@rigibes not only depend on country
specific characteristics of the extractive industny on technical considerations for
optimal distribution but also on the absolute aelhtive bargaining strength of local
governments and stakeholders. Specifically, we earthat the different distribution
modalities of natural resource revenues dependavorpblitical dimensions: the degree
of bargaining power of subnational actors and timkage between national and
subnational political actors.

In establishing the linkages between distributiegimes and political processes at

different jurisdiction levels, this paper explofear questions in greater detail:

* How do central governments share (or distribute)rdvenues from extractive
industries with different levels of subnational gavments (vertical distribution)?

* How do governments distribute EI revenues acrasgasijurisdictions, some of
which are extractive but others not (horizontatrdisition)?

* Which are the mechanisms and rules adopted by gosts to allocate these
resources?

» What are the policy responses, political strategresbargaining potential of
subnational territories to engage with central goweent authorities and demand a
more proportionate share of revenues?

This paper offers a political economy approach tmerstanding reform processes
around the distribution of EIl revenues. As sucliribgs a comparative perspective to
balance ethnographic case based accounts of refartmalso explores some causal
mechanisms absent in existing cross-country dtatisinalyses. The paper proceeds as
follows: Section 2 reviews the existing modalitiesles and practices with their pros
and cons for allocating and utilising resource newss at a subnational level in ten

! Depending on the property rights regime establisheddh eauntry, this may be a debatable point as in
some cases it is the central state that has a say imayheatural resources are extracted and invested,
whereas in others the decision making ability is in thedkaf the communities living in the area.
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countries worldwide for which we have identifiediable and comparable data on the
distribution of revenues. Sections 3 and 4 furtleplore the political factors
influencing the adoption of different revenue adlion formulas by looking at four
countries in the Andean region. The purpose ofetlsestions is to offer a more nuanced
understanding of thepolitical processthrough which key stakeholders in selected
countries bargain the allocation and distributibEbrevenues. Section 3 focuses on the
outcome of the reforms (dependent variable) adopteBolivia, Colombia, Ecuador
and Peru. Section 4 compares the different pdlifmetors leading to the adoption of
different distribution modalities (independent adnles). These two sections build on
original field research undertaken from 2010-2013 the four Latin American
countries® Finally, Section 5 summarises the key arguments$ ientifies some
knowledge gaps regarding the effectiveness of miffedecentralisation modalities to
improve development outcomes at the local level.

Modalities for the allocation and the use of resource
revenues

This section offers an overview of the main allcmatmodalities used to redistribute
El-related revenues from central to subnationalegowments (vertical distribution) and
across subnational governments (horizontal digiob)t A brief review of comparative
evidence available suggests that modalities vadeklyiand are displayed in complex
forms rather than pure types. These modalities tendeflect pre-existing political
cleavages and power asymmetries between centrab@nuhtional actors. In general
terms, the comparative evidence suggests thaheag is no relationship between the
unitary or federal nature of the country and tharshof transfers to subnational
governments, b) unitary governments prefer to devtd municipal rather than regional
governments, and c) the devolution mechanisms déature a mix of discretionary
devolution and redistribution formulas across pag and non-producing territories.

Vertical distribution of revenues from the El

Regarding vertical distribution of El revenues, Keg issue in order to get an effective
use of resources is to strike the appropriate balésetween a centralisation of revenues
that would help finance national policies and reddiscal volatility or financial
liabilities, and a sufficient level of devolutiohat would appease social demands in
producing regions. There are three criteria comsaaken into consideration when
deciding the share of El revenues that corresptmdabnational governments (Ahmad
and Singh 2003): a) matching (administrative) resgalities to the level of fiscal
transfers, b) ensuring a political equilibrium beem the centre and the periphery, and
€) managing volatile revenues.

a) Matching responsibilitiesAccording to this criterion, the volume of El a&dd

transfers should add to all other fiscal transfadis the revenues raised at the local
level, and be compared with the revenue that siudratgovernments need to fund the
public services they are responsible for (Schoeaer Smoke 2002). In practice, the

2 The authors conducted 130 semi-structured interviewsn(Bdlivia, 29 in Colombia, and 65 in Peru)
with current and former parliamentarians, ministers ofginernment, senior managers of mining and oil
companies, representatives of business associations, busoresdtants, NGOs, local and regional
authorities in mineral-producing regions and civil sociegdis. The processes of reform of tax and
redistribution policies in the extractive sector werertfan focuses of those interviews. In this paper, the
codes of the interviews have three parts. The firsetletters identify the country, the following figures
refer to the sequence of interviews within each coutiteythird part is the date in which the interview
was conducted.
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evaluation of the "appropriate” level of public Bees as well as the “matching
revenues” needed to fund them are difficult to sssend therefore subject to political
interpretations and intense bargaining. The leYelamands is particularly intense for
extractive territories that claim greater entitlenseto benefit from El related revenues.

b) Political equilibrium between centre and periphdn recent decades, the agenda of
good governance has privileged political decergasilon (Houtzager 2003). In countries
where the extractive sector plays an important, rdecentralisation has encouraged
demands from subnational governments for managary gf the proceeds from El.
Frequently this has been formulated as a “rightitthas been enshrined in the
constitutions of the countries (Ahmad and Mottu 20Ross 2007). Despite this general
tendency, policies in each country depend finaliytloe relative power of regional and
national political groups. The specialised literathas suggested that pre-existing levels
of fiscal and political decentralisation have remed the strength of opposition
parties/actors at the subnational level and inecashe pressure for greater
decentralisation (Falleti 2010) .

¢) Managing volatile revenuefRevenues from extractive industries have theniate
for inducing fiscal volatility in national and sudtional public finances given the
unpredictable nature of commodity prices (Ahmad &mgh 2003). To minimise the
impact of revenue volatility, some have advocatedeatralised management of El
revenues through a savings or a stabilisation fi#&iimad and Mottu 2003). This is
done partly to accumulate savings at the centxadl|édut also to protect subnational
entities from the liabilities of handling revenuéndfalls. If fiscal centralisation is not
technically feasible or politically undesirable, it recommended to devolve more
“stable” revenues that are independent from intéwnal prices in the form of royalties
(when these are calculated based on gross prodjciayment of licenses and other
fees. Finally, if the option is for the decentratisn of volatile tax revenue, it is
convenient to introduce mechanisms to stabilisefltv of resources (Davis et al.
2003).

A brief comparison of ten resource rich countrie &nd mining) for which reliable
and comparable data was collected, shows signifivzanations in the degree of
decentralisation of natural resource revenues.eTalsiummarises the distribution of El-
revenues, the type of revenues distributed to redistate and local government levels,
and the date of the last reform for Bolivia, Brazolombia, Ecuador, Ghana, ,
Indonesia, Mexico, Nigeria, Papua New Guinea anmdi.R&'e have grouped countries
according to their degree of decentralisation ofr&tenues: ajow if subnational
governments receive less than 10 per cent of staues (Ecuador, Ghana and Papua
New Guinea); bmediumif subnational governments receive between 10cpat and
50 per cent of the El-revenues (Colombia, Indon@sid Mexico ); and chigh if
subnational governments receive more than 50 parafethe El-revenues accrued to
the central government (Bolivia, Brazil, Peru arige¥ia)?

® These data tend to underestimate the participation afethizal government because generally they do
not incorporate all the types of El-revenues. Profitstafe-owned oil and mining companies are the most
salient examples of non-included revenues that are gensraiigged by the national government.
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Table 1: Models of decentralisation of El revenuesin selected countries*

Bolivia Brazil** (mirl?i?: ; and Nigeria C{&'ﬁ;ﬂ: Mexico Indonesia Ecuador Ghana Paé)ﬂ%l;laew
(oil and gas)| (oil and gas) gas) (oil) 2011) (ail) (oil) (ail) (mining) (oil and gas)
Royalties and Royalties and Royalties and  Total oil . Total ail Total ol Total ol . .
Type of revenue transferred IDH participation | income taxe§ revenue Royalties revenue revenue revenues Royalties Royalties
Date of thelast reform 2007 1989 2004 1999 2011 1978 2004 2010 1992-1999 998 1
Degr ee of decentralisation High High High High Medium Medium Medium Low Low Lo
S gﬁé"égf‘]'t . aligggeffj”n’g‘;” 37% 31% 45% 46% 52% 83% 85% 98% 91% 93%
E Regional/stat
2 egional/state
= 37% 45% 12% 36% 17% 3% 1% 5% 3%
g governments 48%
3 Local governments 26% 21% 43% 18% O 12% 1% 2% 2%
g Private landlords u 3% 0 O 0 0 O 2% 2%
Producing region/state 28% 45% 12% 13% O 3% 1% 5% 3%
10%
c & |Producing localities 13% 17% 5% | 0 6% 1% 2% 2%
S| 5 —— ,
EREE 5:;2'#;93 in producing 4% 38% 0 0 0 6% 0 0 0
28
3
S Total devolution 41% 66% 55% 13% 10% O 15% 2% 7% 5%
3
S g Region/state 9% 0 O 23% 17% 0 O 0 O
5| 8 38%
I | «© |Localities 13% O 0 18% 0 O 0 d O
>
IS
E Total formula-based 22% O O 41% 38% 17% O | O O

*  Some data on percentages reflect quantities for some specific years.
** |n March 2013 the Brazilian parliament approwedeform to distribute oil royalties more evenlyass the country; however, the law is currentlyamevision by the Constitutional Court.

Sources: Agustina et al (2012); Banful (2011); D&paento Nacional de Planeacién-Colombia (2012Ergyn Sector Management Assistance Programme (20@&lare & Suberu (2012);
Morgandi (2008)



The first striking feature is that decentralisatairEl revenues is not directly related to
whether the country has a unitary or federal adstraion. While some federal

countries like Brazil or Nigeria effectively alldeamore El wealth to their regions, the
federal country of Mexico transfers less than 20 qant of revenues. Conversely, the
formally unitary countries of Bolivia or Peru retlibute up to 55 per cent of their

revenues to subnational units. While the formalitemial organisation may not be a
decisive factor in the allocation, we would arghattfederal states would be better
equipped to effectively process the administra@vel fiscal demands of managing
natural resource revenues at a local level.

The second feature is that there is further vamats to which of the subnational
governments (regional, state or local level) atyuagnefit from the revenues. In federal
states like Brazil, Nigeria and even Mexico, théklnf the transfers go to the state level
government, probably because the central governimastto respond to the existing
fiscal decentralisation structure of these cousth&hen revenues are also transferred to
the local level as seen in two of the three cassgipnal or state level governments
receive more than twice the share of revenues ltdtati or municipal governments
receive (45 per cent to 21 per cent in Brazil aB8r cent per cent to 18 per cent in
Nigeria). In the unitary systems of Peru and Indomein which decentralization is a
relatively new policy, the distribution tends tovéar local level governments at the
expense of state level units (43 per cent for mpaiities compared to 12 per cent for
regions in Peru and 12 per cent compared to 3qmarin Indonesia). In Bolivia where
there was a more equitable distribution acrosshhee tiers of government (37 per cent
to the national government, 37 per cent to theoraigovernment and 26 per cent to
municipalities), the government introduced charajesed at gradually shifting revenue
transfersaway from regional level governmentgréfecturay. Rather, the president has
focused on financing cash transfer schemes formatlyninistered by municipal
governments but managed by the central governnidrégse changes in allocations
confirm the preference of national executives intarg countries to favour local
governments: “if confronted with the opportunity méed to decentralize, the national
executive prefers to do it toward the local leshce mayors pose less of an electoral
and financial threat than governors” (Falleti 204@). We will explore the political
dynamics and bargaining processes in Section dispaper.

The next criterion for distribution focuses on tthstribution of revenues among the
different territories, especially between the ottest host extractive activity and the
ones that do not.

Horizontal distribution of revenues from the El

A key discussion around the allocation of El reveswacross different subnational
jurisdictions focuses on whether to redistributeeraeies solely to territories that host
extractive activities or not, and whether the c@ntyovernment should reallocate
revenues through discretionary or institutionalisetes, such as the adoption of a
proportionality formula. The existing literature shaidentified three types of
mechanisms: a) direct allocation from the centralegnment; b) formula-based
participation, and c) devolution. In practice, ctri@s combine two or more criteria
when adopting reallocation formulas.

a) Allocation from the central government

In this scenario, central governments will seek centralise the macroeconomic
management of revenues to reduce the liabilities uatontrolled subnational

5
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expenditure. Government expenditures are usuahsterred on an annual basis in the
form of research and development or regional imgest funds. Governments could
also distribute available revenues through comipetitnvestment grants aimed at
supporting specific types of projects.

In principle, the adoption of competitive grant rhacisms by the central government
has the potential to reinforce pre-existing ecomoimequalities and power asymmetries
between subnational governments if some territow#h solid public finances have
greater expenditure capabilities or possess thbenieml ability to apply and win
competitive grants. On the other hand, when exeesitadopt equalising mechanisms to
compensate for regional disparities they may ofendoor to protracted negotiations
and further political divides.

b) Formula-based participation

Through this mechanism subnational governmentsveeepre-determined share of the

revenue raised nationally. A formula set by lawed®sines both the amount to be

allocated and the obligation of the central govesntio transfer those resources to both
producing and non-producing territories. The défdgrneeds and characteristics of each
jurisdiction can be factored into the formula tamgensate for pre-existing inequities,

the size of the population and, in some casestath@ap. The allocation formula can

also reflect different variables on government gerfance, such as the fiscal effort of

each territorial unit.

While formulas can become more complex to refleffeidnt dynamics, the ultimate
challenge for policy makers is to ensure fairness efficiency. Excessive complexity
can trigger conflicts regarding the interpretatiohthe formula, counteracting any
marginal gain in terms of equity and efficiency.w&ver, formula-based participation,
even if well designed, can also have some drawbdtksduces the flexibility of the
central government to manage the macroeconomidecig@ls associated with Els and
does not take into consideration the geograph@aice of tax revenue.

C) Devolution

Devolution involves the transfer of revenue, orrapprtion of it, to the jurisdiction
where the income has been generéted.the case of revenues from El, devolution
makes the producing regions, and sometimes thagehttst some infrastructure for
exploitation (mainly ports), the only recipients tohnsfers. This mechanism aims to
compensate the producing regions for negative ealigéies linked to extraction and the
need to adjust infrastructure and public serviaedhe presence of mining and oil
operationgBrosio 2003).However, the concentration of transfers to prodgaiegions
might generate three types of problems: a) inetyéletween producing and non-
producing regions, b) problems of revenue volgtilin producing regions, c)
discouragement of collection of local taxes andodi®n in the allocation of resources
at the local level because of the abundance osfieas

The implementation of devolution mechanisms reguinglentification of the
jurisdictions that should be prioritised. The feliag two criteria are the most
frequently used: a) the geographical origin of iéenue, and b) territories affected by

* According to Ahmad and Mottu (2003, 228), this mechanism is kraswfderivation” but we prefer to
use the term “devolution”.
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negative externalities linked to extractibithe criterion of origin tries to compensate
the loss of natural capital (the mineral) with ficgal transfers to the governments of the
territories where the extraction takes place. Smahsfers should in principle help to

develop other types of capital (human, physica,)eb enhance the developmental
potential of those territories. Frequently, thécstpplication of this criterion leaves out

neighbouring jurisdictions that are also affectgcektraction. The criterion of negative

externalities tries to solve this limitation. Ik&s into account environmental damage,
but also the need to improve physical infrastriesyroads, the electrical grid, etc.) and
to scale up public services in order to responithédikely increase in population due to

immigration from other regions of the country.

Table 1 shows significant variation in the existingpdalities for distributing EI
revenues across similar territorial units (horizbulistribution). First, there are different
models of horizontal redistribution within similéevels of decentralisation. At high
levels of decentralisation, countries like Boligiad Nigeria use devolution mechanisms
for producing districts and formula based mechasidNigeria prioritises the principle
of formula-based participation of all the subnagilbgovernments and restricts the funds
going to the producing states (K& Diongue, Giraagd Renouard 2011), whereas
Bolivia has adopted a formula based mechanism kowaledistribution to non-
producing states, but prioritises devolution.

In contrast, Brazil and Peru prefer formulas theatalve revenues back to the producing
region or state and localities in producing regiovhile Peru has maintained the
priority of transferring El-related fiscal revenusvards the producing regions only,
Brazil has moved in the opposite direction to aisolude jurisdictions providing

infrastructures that are essential to the extraditivities: the ports from which oil, gas
and minerals are exported, and territories cros$sedoads, pipelines, and railways.
Furthermore in Brazil, congress has adopted newl&mpn in 2013 to redistribute oil

revenues among all federal states and is currentlye process of approving a law that
allows the use of oil related revenues in educasiector expenditure. However, the
three producing states (and original beneficianiedevolution) have stopped the law’s
implementation through an appeal to the constitati@ourt (Reuters 2013; Fick 2013).

In countries with a medium level of decentralisatad El-revenues, revenues tend to be
distributed through a combination of devolution dadnula based mechanisms. While
the identification and selection of the affectectaa in all cases is challenging,
Colombia has moved in the direction of Brazil framsystem that concentrated the
transfers of royalties on the producing regions tmixed system in which most of the
royalties are distributed among all the subnatiqumadictions. In Indonesia, oil-related
transfers go exclusively to the producing areas\ipces and districts), but 50 per cent
of the value of these transfers is discounted fitbm ordinary transfers that these
provinces and districts should receive from theomal government (Morgandi 2008,
23-24). More recently, a percentage of the El-reeers given to the jurisdictions
adjacent to the producing ones. However, theser@ifrequently generate grievances
because negative externalities do not coincide wiie boundaries of official
jurisdictions. This fact opens the way for continsoclaims making from those
populations that perceive themselves to be excldded fiscal distribution. Only in
Mexico, El-revenues are proportionally distributetoss the entire country through an
allocation formula.

® Those territories are usually identified with those hositifigastructures needed for the exploitation or
transportation of minerals.
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In countries with low levels of El transfers (EcoadGhana and Papua New Guinea),
only a small part of revenues is devolved to praawcegions. In Ecuador, subnational
governments (provinces and municipalities) bengfitem fiscal decentralization since
the mid-nineties, but this devolution did not irdduthe specific transfer of El revenues.
With the advent of the commodities boom after 20804 government further
centralised the distribution of revenues, and euaiy diminished the political
importance and fiscal relevance of the producimgpores.

In the next section we will further explore how ttiéerent political strength and party
alignment of subnational political actors helpedretforce or revert the centralising
tendencies of the government.

Rules for the use of El-transfers at subnational level

In most of the countries, El-related transfers wbrgtional jurisdictions come along
with rules for their use. In some cases the subnatigovernments are mandated to
spend a percentage of the amount transferred icifepsectors such as education or
health (for example in Bolivia). However, the mestmmon rule is to spend a high
proportion of El-transfers in capital investmento(Bia, Brazil, Ecuador, Ghana,
Mexico and Peru). Two reasons are behind theseictests. First, it is deemed
necessary to replace the natural capital thattraebed by other types of capital in order
to avoid the loss of productivity after the exhawstof the mineral resource (Auty
2004). The second reason relates to the volatifiimcome (Ahmad and Singh 2003). It
is risky to use El-transfers to pay recurrent cbstsause the amount of funding varies
according to the price of minerals in internatiomerkets.

These two reasons support decisions to prioritisestment in physical infrastructure
provided that it demands diminishing recurring sost the opposite is true, and there
are high maintenance costs associated to new tnfcasre, it is likely that this type of
investment may not be sustainable in the long Tine tendency to invest in physical
infrastructure may also undermine public investmantuman capital (education and
health) and in the strengthening of institutionkhdugh both types of investments have
the potential to improve long-term productivityeyhgenerate recurring costs because
they are intensive in terms of human resources staff costs. This bias against
investment in human and institutional capital cdoddsolved, at least partially, with the
introduction of stabilisation mechanisms that alloaving a relatively constant flow of
resources over a longer time.

Some countries (for example Colombia) have triesittultaneously advance flexibility
and efficiency in public spending by formulatinget of goals for the improvement of
social indicators and by mandating subnational gowents to invest in those sectors
until they reach these goals. The idea of linkisgdl transfers to the achievements of
results seems appropriate. However, the implementaf these ideas has at least two
problems: a) when the goals and the strategiestieee them are set from the central
government it generates a de facto recentralisaéiod b) usually there is insufficient
data and mechanisms to monitor the evolution ofasawdicators at the local level.

The next two sections explore in greater detailpbiitical processthrough which key

stakeholders in four different countries made dpebargains to define the allocation
and distribution of El revenues. Section 3 focusesthe outcome of the reforms
(dependent variable) adopted in Bolivia, Colombiguador and Peru. Section 4
compares the different political factors leadinghe adoption of different distribution
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modalities (independent variables). This sectionldsuon original field research
undertaken during the last three years in the ffatin American countries.

Distributing El revenues in the Andes

The Andean region offers a unigue “natural expenithesetting to analyse in a
comparative perspective, how political actors iffiedent institutional settings sought to
redistribute El revenues accrued from the commeslitioom in the past decade. Much
of the existing literature exploring the politicahanagement of natural resource
revenues has focused on detailed case study analysbmparative studies based on a
large number of cases to understand the fiscal stnplathe commaodities boom. Yet,
case studies tend to over-emphasise country spetifiracteristics while large analyses
tend to oversee the causal impact of political dyica on reform processes. The
comparison between the Andean cases of Boliviapi@bia, Ecuador and Peru offers
an alternative research strategy to understandeaatgy detail the impact of political
incentives and institutional constraints on differéscal arrangements. Previous to the
commodities boom, these countries shared some bmstdutional and political
features that had influenced the redistributionnatural resource revenues across
different levels of government. However, the refgrrocesses to manage and distribute
El revenues evolved in unique ways. The next twassations present the similarities
and analyse briefly the different policy outcomes.

Similar starting points

Bolivia, Colombia, Ecuador and Peru shared at l8aste important features with a
potential to affect the redistribution of El-revesu Firstly, these countries embraced
ambitious decentralisation reforms along politide¢cal and administrative lines since
at least two decades earlier (O'Neill 2005; Fa2éti0). This move was prompted by re-
democratisation and decentralisation tendencies Idwate, which mobilized
constituencies at the local level demanding foatgegovernment responsiveness and
accountability. While all Andean countries adoptdid/erse fiscal and political
decentralisation formulas in the 1990s, not alheim decided to decentralise El-related
fiscal revenues. Governments in Bolivia, Colombmal deru transferred a substantial
share of El revenues to subnational units, whare&suador, only a negligible share of
El revenues was devolved to producing provincesdrtases were there provisions to
benefit other areas outside the producing districts

The second commonality is that all countries beeeffrom a dramatic increase of
mineral and oil prices that started in 2004 andethsuntil 2012, which produced a
dramatic and unexpected surge in fiscal revenueall tases, the fiscal boom prompted
central governments to extract more wealth fromBhsector through stricter taxation
regimes and/or through the adoption of changekarcontracts between the companies
and the state (Vivoda 2009). Countries like Boligiad Ecuador undertook important
legal reforms to quasi nationalise the sector @& and 2010 respectively) and to
increase the share of hydrocarbon revenues thatteriirms should pay to the national
treasury (Grupo Faro 2012; Velasquez 2011). Thesigomwents of Colombia and Peru
were also under popular pressure to increase théuaden on mining companies,
however they opted for attracting new investmerthi extractive sector over the long
run (Arellano-Yanguas 2012; Rudas Lleras and Esgiimora 2013).

® Only in 2011, the government of Ollanta Humala introdusehe new taxes on mining companies’
profits. However, their actual impact was very motierdhe Colombian parliament passed in December
2012 a reform of the law regulating the corporate taigged at reinforcing the fiscal contribution of
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The third similarity resulting from the commoditid®om was the attempt of the
national government to strengthen its control dakerallocation and use of El-revenues
(Dickovick and Eaton 2013, 3). In Colombia and P@mesidents and important sectors
of the public openly questioned the wisdom of denw fiscal transfers to producing
regions, partly because windfall revenues reve#iledweaknesses of some recipient
governments to make efficient use of new resoufeesy, Olivera, and Restrepo 2012;
Arellano-Yanguas 2011b). The public in Ecuador d@ulivia called for a better
distribution of revenues across subnational jucisoins to redress existing economic
and social inequalities. In the context of growdtegnands for reforming the distribution
of El-revenues presidents perceived the bonanza agpportunity to expand or regain
political capital and use some of these revenuesgjtalise wealth through the adoption
of formula-based transfers or through the implemgo of social policies like
conditional cash transfers.

Different policy outcomes

Despite similar starting points, reform processegach country led to diverse policy
outcomes. Figure 1 illustrates different reformhgain the four Andean countries
depending on the degree of decentralisation (altreg X axis) and whether the
distribution mechanism tends to favour producingioms through devolution or
redistributes more widely through formula-basedipgation (along the Y axis). The
graph illustrates that the countries started frosinailar “cluster” of weak to medium
levels of fiscal decentralisation and a shared epegice for devolution formulas,
privileging extractive regions only. After reformsll countries have moved in
centrifugal directions, with Peru and Bolivia deeijpg the devolution of revenues to
the regions whilst Ecuador and Colombia recentdlidhie management of revenues in
the hands of the executive and at the expensebofasional governments. The reform
trajectories also produced different policies adeuy to their redistributive effects.
Judging by the distribution formula adopted, we uargthat Peru and Ecuador
maintained devolution formulas to benefit extragtierritories only, whereas Bolivia
and Colombia have adopted more redistributive féasitio share the El wealth with
non-producing territories as wéllThe following pages explain the nature of reform
outcomes in greater detalil.

mining and oil companies. However, fiscal experts reportttteatreform has not achieved its objectives
due to the existence of design flaws (Rudas Lleras antledEdamora 2013).

" This may appear a harsh statement to evaluate the usereidfiues in Peru and Ecuador, since the
central governments may use some of the El wealth to femisitof a redistributive nature such as
conditional cash transfers (Juntos and Bono Solidari@ogisely) or regional investment funds (Foniprel
in Peru). However, we do not reflect these expendituré&sgure 1, partly because cash transfers do not
redistribute across regions and Foniprel is designeefeanding efficiency instead of redistribution, but
also because these funds are not only funded by El revbaualso non-extractive fiscal sources.
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Figure 1. Patterns of reform in redistributive policies in Bolivia, Colombia,
Ecuador and Peru
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Bolivia

In Bolivia, the introduction in 2005 of the DireEax to Hydrocarbons (IDH) an extra
source of state revenue from the oil and gas sdetcititated changes in the distribution
of those revenues. Initially, the government arel Movement for Socialism (MAS) -
still in the opposition - supported a further ddcalirsation of this extra income to
municipalities and prefectures. However, givensit®ng presence across the country,
the MAS argued that a substantial part of the nBW kax should also go to non-
producing regions in order to equalise the trassfefr royalties. When the MAS
government came into power, it realised that itsinmpolitical opponents were
concentrated in the rich areas of the Eastern medioat used the royalties and the IDH
to build their own political base to stand up t® tMAS (Eaton 2011). Thus, the
government put forth a revision of IDH distributionteria that recentralised a part of
resource management to finance centrally sponssweidl scheme$The government
needed to overcome resistance from subnationatsadtcluding the MAS regional
bases that had gained power in many municipalémess the country and needed to
respond to local demands for defending the trasgi®arja Daza, Villaroel Bohrt, and
Zavaleta Castellon 2012). The MAS and the Federatib Municipal Associations
(FAM) negotiated the new criteria for distributirtbe revenues. They agreed on

8 Impuesto Directo a los Hidrocarburds the Spanish original version.
° Especially cash transfers for children and old people.
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maintaining the percentage of IDH revenue goingnianicipalities and reducing the
transfers to prefectures. This political move mauhtp neutralise a potential united
front made up of municipalites and prefectufesrinally, although the central
government directly manages part of the IDH, thveas a moderate equalisation, as the
total amount of transfers to the subnational gavemts increased, both for producing
and non-producing regions.

The results of the reform are difficult to assdisserms of the actual use of the transfers
and its impacts, as is the case in Ecuador, thedadata at subnational level does not
allow for a rigorous evaluation. At the moment,rth@are some partial attempts that
reach quite different conclusions. Some authorslight that the allocation of these
resources does not contribute to the developmeali®inative economic activities and
tends to lead to fragmentation of public investm@EDLA 2011). Wanderley and
Mokrani (2011) show that both municipalities anefpctures tend to support small
projects with relatively little impact. However, mhtijosa (2012) analyses the case of
Tarija and concludes that the hydrocarbon renfdstered investment in social services
that have been instrumental in the reduction ofepgv In all the cases, the authors
show concern about the sustainability of the fisfébrt due to the volatility of these
revenues.

Colombia

In 2011, Colombia implemented the most radical mefof revenue distribution among
the four cases. It involved a substantial equatisascross the different regions and
municipalities of the country, and also an impartdagree of recentralisation in the
management of the revenues. Three reasons expiiadk of power of oil and carbon
producing regions to seriously oppose the goversianove. First, for years the
government and some think tanks had been repothliegmisuse of the royalties
transferred to the producing regions (Perry, Oliyand Restrepo 2012). In some cases,
this misuse included the capture of the transfgrglégal groups such as drug cartels,
and paramilitary and guerrilla groups (Massé anch&@go 2013). Second, these regions
were not densely populated and due to the strongarsation of the country
mobilisations were not very likely to be sustainktbreover, there had been important
immigration flows into the oil and mining regionsat were said to undermine the
construction of a regional identity and the deveiept of collective action for the
defence of royalty transfet$In this context, the government sought to appreferms
with the support of legislative representativesrfroon-producing regions. Conversely,
legislators from producing regions were not abledavincingly sway public opinion
against recentralisation. Rather, they preferredntntain a low profile to avoid
antagonising the central government and soughtltb/ate the support of the latter’s
discretionary power to finance constituency dewvelept projects. Given that
parliamentarians’ re-election prospects in Colomiggended on demonstrating their

0 |nterview with former official of the FAM (BOL-002, 02112011).

" Rausch (2009) document the inflow of population into thie@bian oil territories and the subsequent
social and political transformations. Our field researcthe Meta region confirms these processes. The
population of Puerto Gaitan, one of the municipalities witlields, has increased from 17,000 in 2007
to more than 45,000 in 2013. These accelerated changes haivéskied the local capacity to build an
agenda for mobilization going beyond the demand of more job®iwil industry for the “new locals”
Interviews with the president of the Civic Committee\illavicencio (COL-27, 02-07-2013) and the
general manager of Puerto Gaitan (COL 17, 24-06-2013)
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capacity to serve their constituencies by extrgctiesources and favours from the
central government, they preferred not to blockptmposed reform¥.

It is still too early to evaluate the impact of thew National Royalty System (NRS).
However, regional participants in the Inter-ingtdnal Bodies for Management and
Decision (OCADsY and different experts are sceptical about thecieficy of the
system. In fact, they pointed out that the new raa@m has not addressed some of the
main problems of the old system: excessive fragatemt of public investment in
small-scale local projects that do not addressrtam deficits in public infrastructure -
for example the improvement of the national roativoek — and lack of coordination
among different levels of governméfit.

Ecuador

Traditionally, Ecuador has maintained a formal amjitstructure of government despite
historical regional differences. For most of itpublican history since independence,
the country elites from the main two (Coastal amtidan) regions alternated terms in
office while preventing other territories from se@ek greater access to central
government (Hurtado 1990). When municipal and negliagovernments pushed for
greater decentralization in the late nineties, ibw legislation (requiring the central
government to transfer up to 15 per cent of cemgtoakrnment revenue did not include
oil revenues.

With the advent of the boom in oil prices after 20the central government was in a
solid position to centralise the management ofeéwknues. This is partly because there
was no binding legislation requiring revenue st@giith subnational governments, but
also because, in 2005, congress eliminated manthefspending and earmarking
constraints set by the 2001 Fiscal ResponsibiliyvL(Mejia-Acosta, Albornoz, and
Araujo 2009). The formal recentralization in théoehtion and management of oil
revenues was furthered by another legislative nefavhich reallocated oil-revenues to
a Single Treasury Account (Cuenta Unica del Testiiaj was part of the national
budget (Mejia-Acosta and Albornoz 2010).

The set of reforms were adopted in the contextrofving citizen disaffection with
party politics at the national level and widesprsagport for the proposed reforms of
President Rafael Correa, especially after 2006.pldiigical opposition was too weak to
articulate an alternative revenue sharing propasdlthe oil producing districts lacked
the strong partisan representation or elite commextto bargain a more proportional
distribution of revenues. Instead, local and muypdti elites joined the central
government to access some resources and advaircevthepolitical careers.

In developmental terms, the outcomes of the reakration strategy are uncertain in
the medium-term. Regarding the impact at the |@oad|, there is no disaggregate data
to analyse the variation of social indicators ih mioducing regions. At the national
level, Ecuador has reduced its poverty levels &maitly over the last years, in line
with the other three countries studied. Howevercamtrast to Peru and Colombia,

2 The central government played with this in the negotiatioth@freform. Interviews COL-02, 09-05-
2013; and COL-06, 14-05-2013.

13«Organos Colegiados de Administracién y Decisidn’the original Spanish version.
1 Interviews COL-12, 19-05-2013; COL-28, 02-07-2013.
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redistribution of income through social policiesrésponsible for almost two thirds of
this reduction (ECLAC 2013, 56-58).

Peru

The Peruvian reform over the period 2001-2003 wifferdnt from the other three
countries. The combined pressure from actors indymimg regions and mining
companies fostered greater decentralisation ancecdration of the El-related transfers
in the producing regions. Most recently, the gowegnt tried to equalise the transfer
system, but it failed to build a coalition ablenbake the reform viable. The government
judged the regional resistance to be too stronged@heasons lie behind the political
strength of local and regional movements. Firs,tthnsfers received by municipalities
and regional governments in mining regions havepdtwelto construct the regional
identity around the defence of the local interesitispng which, mining-related transfers
stand out as the most important (Arellano-YangudslB). Second, with increasing
mobilisations and conflicts looming on the horizéime need of mining companies to
gain local consent to their operations grantedréiggonal and local authorities an extra
leverage in the negotiations around the transfé&rellano-Yanguas 2012). Third,
authorities in mining regions are only accountabléhe local population. The current
electoral system, with regional electoral jurisdios, weakened the influence of
national parties. Local political leaders frequgrghin popular support confronting the
policies of the central government. This situatfmomotes centrifugal tendencies in
which each region and municipality concentratesiterown interest (Tanaka 2005).
This disconnection between local and national feslihinders any attempts to equalise
distribution.

El-related transfers have created important inegesibecause during recent years, the
amount of transfers has been so substantial teagdkiernment cannot compensate the
differences through its ordinary transfers. Moreowifferent studies have shown that
those transfers have failed to improve the sitmatd the population living in the
mining regions:> Moreover, as it happens in other countries, thehaeism for the
allocation of resources incentivised fragmentatanpublic investment and lack of
coordination among subnational governments (AreH#anguas 2008).

Why do these four countries present so differentr@xpected policy outcomes? Which
actors or political institutions were key to triggdifferent policy responses? At which
point in the reform process have these changes taleee? The next section offers a
political economy framework to understand differ@olicy outcomes and presents a
systematic review of the country specific politipabcesses to reform the distribution of
El revenues at the local level.

Reform coalitions and redistribution of El revenues in
the Andes

We argue in this paper that the connecting link éxglains different reform trajectories
can be found in the configuration of distinct refiocoalitions in all four countries. This
section proposes a framework for analysing thedegests the framework using the four
Andean cases.

15 (Arellano-Yanguas 2011b; Loayza, Mier y Teran, and Rig@013; Ticci 2011)
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Bargaining reforms: A proposed framework

We argue that the different modalities for the rdisition of natural resource revenues
result from different political coalitions or aligrents of actors between national and
subnational actors. While we acknowledge the rplaged by organised social groups
and extractive companies in defining the territodastribution of El-revenues, the
paper focuses on the interaction of two politicatiables: the degree of bargaining
powerlé)f subnational actors and the linkage betwesional and subnational political
actors.

a. The degree of local bargaining power

We define “local bargaining power” as the capacitythe relevant subnational actors
(local mayors, provincial or state governors) tangsufficient leverage (influence,
blackmailing power) in their negotiations with thational government. The cases show
that subnational governments have greater levevaga-vis the centre if they have
previously benefited from El-related transfers,ytheave the capacity to mobilise the
population, and they have the capacity for disngptservices or obstructing the
development of strategic projects.

First, following Falleti’'s “sequential theory of dentralisation” (2010, 15-20), the
amount of El-related transfers previously receilsdthe subnational governments
affect the bargaining power of local actors ana dlseir political incentives to take
radical stances. Simply put, the more money thegive the harder it is to take money
away from them. There are two types of reasonsttli@. The first relates to the
construction of a local perception around extracts dispossession that needs to be
compensated. The estimation of the “adequate” cosgi®mn is difficult, but what is
clear is that hardly anyone would accept less tharamount received previously. As a
result, equalisation among territories is easiethiére are additional resources to
distribute and reduction of the amount of resoureesgived previously can be avoided.
The second reason relates to the policies thatasioloral governments develop with the
resources that they receive. In the best case, g public infrastructure and
improve social services that benefit the local pafon. However, even if services do
not improve significantly, the increase in publipeading and local employment
generates incentives for different sectors of tbeutation to come together in the
defence of the transfers. Not surprisingly, in Bialj Colombia and Peru, the political
life of localities and regions that receive highcamts of El-related transfers revolves
around the use and control of these resourcesléelyanguas 2011b; Laserna 2009).

Second, the local bargaining power also dependghencapacity to mobilise the
population, whether through electoral means orutjinosocial protest. Given that the
population in affected regions is not large enotmlaffect electoral outcomes, social
protest becomes the most powerful instrument to g@rgaining power (Fundacion
UNIR 2013; Defensoria del Pueblo 2013). In thattert) the defence of the transfers
that have been previously conquered and the peévcept any attempt to reduce the
transfers as an inacceptable grievance are imgodgasons to mobilise, but they are not
enough. People’s rooting in the territory and papublentification with the local
political institutions is conducive to popular midation. This regional identification is

8 The decision is made with the analytical purpose of progidgi more streamlined explanation of

political coalitions although indirectly, we acknowledge theuiafice of organized social groups as part
of the broader group of subnational political actorsengbs extractive companies are likely to affect the
bargaining power of national and subnational actors alike.

15



UNRISD Working Paper 20144

common in Peru and Bolivia, frequently linked te txistence of a particular regional
culture. However, the extraction of minerals andatiract economic migrants from
other regions in search of employment. When theee aasignificant percentage of
immigrants, as is the case in oil-producing regioh<olombia, it often reduces the
capacity for collective action on issues not disertlated to job opportunities.

Third, local actors’ capacity for disrupting semscor obstructing the development of
strategic projects also increases their bargaipmger. The capacity to disrupt some
key public services often depends on circumstantiaicidences such as the proximity
to highways or oil pipelines that could be blockd&locking the development of

strategic projects is mostly relevant with regardegions with rich mineral resources.
In many countries, companies and governments needave the social license to
explore and to exploit the deposits. The existeoicenineral reserves that could be
exploited in the future provides the local popwaas with an important leverage in the
negotiation with the central government. Compafiequently team up with the local

population to defend local interests in order tinghe social license and minimise
disruptions to their operations. The importancetii bargaining instrument also
depends on the political culture of each countryBblivia and Ecuador the use of
severe repression against popular protestors edtpdlitical costs that the government
tends to avoid. On the contrary, in Colombia, ttrersy militarisation of most of the

country makes the utilisation of social protest endifficult.

b. The linkage between local and national politicalcas

The second variable that determines the reformoows is the connection between
local and national political actors. The degreentérconnection influences the local

political actors’ access to resources and powee. Skfonger the connection the easier it
is for them to get projects, discretional transfénluence and space in the electoral
lists to jump to the national political arena. Hoee stronger connection also means
more dependency from the centre and less autonomyrsue political strategies aimed
purely to benefit their local constituency. The ajex or lower degree of connection

between local and national political actors is atdes of the polity and depends on
long-term historical process.

In order to make the analysis clearer, this stuahsers that the variable can take two
alternative values: disconnected and connected {@ele 2). This approach is a
simplification to signal that, in the disconnectaahnected continuum, some countries
are closer to one end than the other

During the last decades, Ecuador and Peru have twoegh a process of growing
disconnection between local and national politeetiors, while Bolivia and Colombia
have maintained a greater level of interdependéetyween the two levels, despite the
profound transformation of their political systeriibe next paragraphs illustrate briefly
the historical patterns followed by the four coiggrregarding the connection between
national and local political actors.

In Ecuador, political power has been traditionally dividedtween a powerful and
conservative political elite in the Quito Highlandad the influential economic and
more liberal elite of the coastal region based imayaquil. This de facto balance of
power ensured an ideological bipolarism that wa$eated in political alternation
(Eaton 2011). The division of power and resultingtitutional arrangements, however,
excluded the participation and benefits of the Aomaprovinces in the Oriental oil-
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producing region during the seventies and did hange with the return to democracy
in 1979. Only in the mid-nineties did the Confediera of Indigenous Nationalities of
Ecuador (CONAIE) emerge as a powerful umbrella oiggtion of highland and
Amazonian indigenous groups and a strong alteragtolitical actor with presence in
municipal governments and the national legislat(Basabe, Pachano, and Mejia-
Acosta 2010). Despite several attempts at politicahsolidation, the indigenous
PACHAKUTIK party did not become a consistent coatitpartner in the fragmented
Ecuadorian political scene. The presidential ebectf Rafael Correa, at the height of
the commodities boom in 2005, captured the pomiitamontent with traditional political
parties who played an instrumental role in the délthree previous elected presidents:
Abdala Bucaram (1996-1997), Jamil Mahuad (1998-2@0@ Lucio Gutierrez (2003-
2005). Correa was able to channel the anti-partgtiment and convened a
constitutional assembly to rewrite a new constiutin 2008. Paradoxically, Correa
used the antiparty discourse to fuel mistrust cal@uthorities and gradually replaced
or realigned independent local authorities with bign party supporters. With the
gradual realignment Correa has eliminated the nedzhrgain reforms or concessions
with local opposition actors and further pushed dorecentralisation of revenues or
administrative prerogatives that had been devolnethe mid-nineties (Mejia-Acosta
and Albornoz 2010).

The case ofPeru is very different. For several decades, Peruvialitigs has been
marked by fragmentation. The Velasco Alvarado’'sdlaeform in the 1970s and the
internal armed conflict between the Peruvian staid the Shining Path led to the
concentration of the political and economic eliteLima (Cotler et al. 2009, 13-23;
Manrique 2006, 24)’ In recent years, alternative political forces hamgerged in rural
areas and regions. Political parties’ poor repoitaéind decentralisation of tax resources
have triggered the emergence of a new type of ishite Local politicians no longer
need to be members of a party or demonstrate [thgiity to national political leaders.
As regional and municipal elections results undmescpreference is given to politicians
who demonstrate independence rather than obedtenparty discipline or any other
authority that goes beyond the local level theytmnAt the subnational level, politics
has become the playing field for local leaders atthconnections to national parties.
This has created conflicts between the centre agibms and between regions and
districts. Local leaders usually champion peoplésnands against higher levels of
governments, which allow them to build their ownifocal agenda.

In Bolivia, the origin of the current political map can bactd back to the return to
democracy in the 80s. The economic stagnation,irtiidementation of a extremely
radical stabilization package, and the power-skjaagreement between the two main
political forces debilitated the party system, tre@awider spaces for indigenous and
regional groups (Alb6é 2009). Furthermore, the eaaigocrisis boosted immigration
from mining areas and prompted Andean peasant®te no the city of El Alto and the
lowlands of Chapare, which became two politicalign@mic spots. Meanwhile, the
indigenous peoples’ organisations, especially thibased on the Aymara tradition,
made a strong comeback after decades of very wedkicppresence. With this
backdrop, Congress approved the Law of Populardiation put forth by the Gonzalo

" The Shining Path is a Maoist insurgent guerrilla organizaBetween 1980 and 1995 the violence of
the Shining Path and the subsequent repression from the Peaavigrswept the countryside, causing
terror, thousands of victims, and the frequent destruafdhe existing forms of political organisation

(Stern 1998). Some Shining Path’s squads continue active tatthgugh since the mid-1990s their
operational capacity has been progressively reduced.
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Sanchez de Losada administration as part of thee'staneoliberal agenda.
Paradoxically, this law, which focused on decergagion of the state, institutionalised
pre-existing areas of autonomy, transferred ressuto them and thus strengthened
regional movements and indigenous peoples’ andapésisorganisations (Alb6é 2002).
This was the breeding ground for the Movement fmei&ism (MAS), founded in 1995.
The MAS quickly spread to other rural areas betmeeoming the second most voted
party in the 2002 national elections.

In December of 2005, Evo Morales, leader of the MASN the presidential elections
heading a coalition of indigenous peoples’ orgaiosa, peasants and coca farmers’
associations, trade unions and some left-wing gro(dcNeish 2006, 237-238).
Although these pre-existing groups supported theSMyovernment, they maintained
their autonomy in order to pursue their own objedi In clear contrast to what
happens in Ecuador, the MAS cannot impose theicigslon their regional bases. As a
local leader in Potosi said when asked about theinands to the central government,
“initially we needed Evo to come to power, but nBwo needs us to stay in powef”.
The power of the regions is also reinforced becécmaservative citizens’ movements”
in the easterndepartamentoscontrolled by the economic elite became the only
meaningful political opposition (Eaton 2011).

Finally, in Colombia, the regional elites have been historically intedimaries between
the central state and the regional societies. Emral state was unable to control the
whole national territory and these elites, throdhkir adscription to one of the two
dominant parties (liberals and conservatives), esgmted the state in exchange of
having some room for defending their own interegatierrez Sanin 2010). The
decentralising reforms that started in 1983 tramséal this type of intermediation,
making it more complex and diverse across regibnsome territories, the traditional
elites were displaced by armed groups and groufis wierests in illegal economic
activities. In other cases, extractive companiesl agribusiness investors have
strengthen their stance at the local level, exgritnong political influence at local and
national level (Garcia Villegas and Espinosa Restr2011). Although there are very
diverse contexts, often these new elites maintakates with the centralised state.
They need some degree of support from the centtarty out their activities whatever
they are, while representatives in the nationaligrmaent need votes from local levels,
and frequently the money to finance their electosahpaign.

18 Interview BOL-022, 11-10-2012.
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Table 2: Analysis of policy reform outcomes according to the degree of local
bar gaining power and the connection between local and national political actors

Local bargaining power

Relatively strong Relatively weak

] N Peru Ecuador
Subnational political actors o o
disconnected from national politics Failed equalising reform,  Recentralisation reforms

greater decentralisation with low equalization

Bolivia .
) N Colombia
Subnational political actors  Moderate equalising _ .
connected to national politics reform with more Radical equalising reform

L with recentralisation
decentralisation

Source: Authors

Table 2 summarizes the argument presented in tkitios. Countries who
experimented a disconnection between national armhational actors (Peru and
Ecuador) moved along the devolution of El revertegsroducing districts with greater
decentralisation of revenue allocations where actzgre strong, but more centralised
management where actors were weakened. In case gbénational actors had
stronger ties to or influence on national elité® thrust of reforms moved towards the
adoption of greater redistribution of revenuesdaddit non-producing districts as well.
Furthermore, the degree of local bargaining powethér determined whether the
executive could recentralise the management okefnues as in Colombia or had to
accept a greater decentralisation in the managemstetad, as in the case of Bolivia.
The next section expands and explains these sosnargreater detail.

The politics of changing the distribution of El-revenues

This section examines how the political processHecid policy outcomes by
illustrating how the proposed two dimensions plagedindamental role in shaping the
bargaining process of reform in each of the foumntoes.

Ecuador: Unexpected (re)centralisation without
a formal equalization reform

Since the discovery of oil reserves in the 197¢sh® military, the Ecuadorian state
had maintained a centralised control over the etitna, allocation and use of oil
wealth. The transition to civilian government irettate 1970s did little to promote a
greater redistribution of oil wealth, partly becauke military maintained significant
influence over the Corporacién Estatal Petroleraafariana (CEPE), the state owned
oil company, and partly because the oil producinyvinces of the Amazon had, as
mentioned above, traditionally lacked a strongtpmali representation (Hurtado 1990).
The return to democracy however, was key to deakzersome of the political power
to subnational governments when municipal and pal elections were held in the
80s. The presence of party politics at the locakllefurther pushed the central
government for a wave of fiscal decentralisatiofonmas in the 1990s. The result was
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the adoption of a special law in 1997 (Ley EspedmlTransferencia del Presupuesto
Nacional para los Gobiernos Seccionales) whichsteared up to 15 per cent of central
government revenue to subnational governments @viggiosta and Albornoz 2010).

However, this special law did not determine if r@/enues should be included in those
transfers (CONAM 2006). By the end of the next diecat was estimated that only

around two per cent of the total oil-rent collecteyl the state went to subnational
governments (Grupo Faro 2009, 10-16). The meadnewenues devolved came from

three sources: a) the Fund for the Eco-developroktiie Amazon Region, generated
through the collection of one USD per every oilrbasold; b) the Substitutive Rents,

which are composed of a fee of five USD cents pardb transported through the

Trans-Ecuadorian oil-pipeline; and c) the Fundtfa Development of the Amazonian

Provinces that received a percentage of all thelg@md services purchased by the oil
companies in the Amazonian jurisdictions. By 200#,transfers from these sources
accounted for USD 97 million a year - compared ib Hillion accrued to the central

state (Grupo Faro 2009). The transfers benefited rthunicipal governments and

provincial councils of the Amazonian regions wheiles extracted and through which

it is transported®

If the political representatives of provincial ameunicipal governments could not
organise and mobilise to demand greater transfefsrd the commodities boom, it
became even more difficult to challenge the domieaof the central government that
directly benefited from the boom (Mejia-Acosta altlornoz 2010). President Correa,
who has been re-elected two times since 2006, tamhiglly strengthened his personal
political power and does not need the support bhational leaders. The new situation
has led to the disconnection of local and natigmditics and has yet more reinforced
Correa’s control over the management of naturaduee revenues. Firstly, the 2010
Hydrocarbons Law tightened the investment conditifor oil companies. The private
oil companies sign a service contract with theestatreceive a fixed fee for each barrel
that they extract. The state retains the ownersiiiphe extracted oil, assumes its
commercialisation, and keeps the profits from @ie sSecondly, the Hydrocarbons Law
established that the revenues from the “Eco dewedmp Fund” and the “substitutive
rents” would go into a Single Treasury Account, aged by the President, rather than
being distributed to the subnational governmenisalfy, the government approved a
bylaw in April 2012 to recentralise the allocatioh royalties and other oil revenues
(that amounted to just 0.8 per cent of the totatesincome from oil) to finance
investment projects in the extraction sites; theceive however, reserves the right to
decide which projects are to be supported. Thrdhighseries of reforms, the executive
has strengthened its power over the extraction alwtation of oil revenues while
undermining the bargaining power of the politicalposition, private companies and
subnational governments (Mejia Acosta and Albor2@x0).

With regard to future developments, Correa’s curpaiicies to promote international
investment in the mining sector could challenge éxreme centralisation in the
management of the El-revenues. The gold and capgeosits are placed in territories
more densely populated than the lowlands whereisoiextracted. Moreover, the
population in those regions has reacted to theseqprojects with open hostility. This
will probably lead to negotiations over compensai@and guarantees of profit shares
for the producing territories.

1 These benefit five of the 27 Ecuadorian provinces: Napo, rBhios, Pastaza, Orellana and
Esmeraldas.
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Bolivia: Moderate equalising reform (with more decentralisation)

Bolivia saw unprecedented social protests in 2008nd the so called “gas war” to
demand greater state participation in the extracind management of gas revenues
(Crabtree 2005). An agreement between oil compaamesthe government to export
gas to the US via a gas pipeline to the Chileastap@gered popular mobilisation. The
death of some demonstrators unleashed a wave t@fSpgdhat put an end to Sanchez de
Lozada’s government and forced him to leave thenttgun October 2003. The new
government of Carlos Mesa initially tried to appedise population with some minor
reforms. However, the popular pressure led by tbpposition leader Evo Morales
forced the government to call a referendum on Hréigipation of the state in the profits
from the exploitation of the gas. The result of teferendum went into effect with Law
3058, passed in May 2005. It introduced the IDHliract tax of 32 per cent on the
production value of hydrocarbons, in addition t@ texisting 18 per cent royalty
payments (see Table 3).

Table 3. Bolivia: Criteria for the calculation and distribution of royalties, national
gover nment shares and dir ect tax on hydrocarbons

Type: Criteriafor calculation Beneficiaries

Producing departamentas
InTarija, Santa Cruz, Cochabamba
and Chuquisaca

11% of hydrocarbons productio

0 .
Departamenté’ royalties in the departamento

1% of hydrocarbons productionDepartamentaf Beni (2/3)

National compensatory royalty ;e country Departamentaf Pando (1/3)

6% of hydrocarbons production

in the country National Treasury

National Treasury share

32% of hydrocarbons productionVarious public and private

|DH in the country institutions

Source: Authors’ elaboration based on Law 3058

The distribution of tax revenue from hydrocarborasvelso modified. Since 1972, the
prefectures of the producing departments receideger cent of the total production
value generated in their territory. In 2005, théate on Law 3058 dealt simultaneously
with increasing taxation and the redistributiontbé extra-income. At the time, the
Federation of Municipal Associations (FAM) propoghkdt, in addition to royalties, 20
per cent of the new IDH should be distributed amdémg country’s municipalities.
Finally, the parliament approved a version whichd diot establish distribution
percentages, thus postponing the issue.

Distribution of the IDH was later regulated in twtages in 2005 and 2007 through
Supreme Decrees 28421 and 29322 (see Table 4)td3eba setting the distribution
amounts were preceded by pressure from the ingergstrties. Mass mobilisations and
marches to La Paz also took place to defend thesrigf different departments. The
popular pressure was directed towards more dedisatran, increasing the bargaining
power of subnational jurisdictions. In general, tdebates did not take technical aspects
into account and decisions were made in respongeetoapacity for mass mobilisation
demonstrated by the various players. In 2005, theudsions took place in a climate of
marked instability and the laws were based on weakeements between

29 In Bolivia and Colombia, the terBepartamentaefers to the jurisdiction of a region.
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parliamentarian groups. After coming to power fallog elections in 2005, the
Movimiento al Socialismo (MAS), that had previoudligmanded more decentralisation,
pushed for an additional reform (Velasquez 2011).

Table 4: Distribution of IDH according to SD 28421 and SD 29322

Beneficiaries Per centages Distribution 2005 (SD 28421) Distribution 2007 (SD
29322)
: 12.5%
Producin X S S
departamgentos [proportional to - Mu_n|C|p_a.I|t|es 34.48% - Mu_n|C|p_a.I|t|es 66.99%
production] - Universities: 8.62% - Universities: 8.62%

Non-producing 31.25% [6.25 % - Prefectures: 56.9% - Prefectures: 24.39%
departamentos per dept.]

- 8.78 % Compensatory fund for municipalities (80%) and
universities (20%jlepartamentosvith the highest

population

- 8.78 % Fund for the development of indigenous people and
National 56,250, peasants.
Treasury e970 - 8.78 % Fund for the promotion of gas use

- Variable: Compensation for producer departments which
received less than non-producers

- Variable: the military and police.
- Remaining amount for the National Treasury

Source: Authors’ elaboration based on Supreme Decrees 28421 and 29322

The reform of IDH redistribution introduced by tihMAS government in 2007 had
visible political objectives and consequencesire Wwith the new government’s social
policy, part of the IDH revenues helped to finatioe social pension programme Renta
Dignidad, which grants a monthly benefit to eveyanver age 60. To bypass pre-
existing fiscal commitments, the government decited all IDH receiving institutions
should “give up” 30 per cent of the amount theyeventitled to finance the programme
(Miranda 2009). A related goal of the reform was uwdermine the opposition’s
capability to mobilise popular discontent agaime& tentral government by using IDH
revenues on social programmes. Finally, the prapoesdistribution of IDH revenues
sought to squeeze out the transfers allocatedet@iifectures (regional governments),
which is precisely where the MAS had encounteredsitnongest political opposition,
and instead increasing the participation of muaitiles, where the MAS had gained
important institutional power (see Table 4). Theswmportant in the eastern part of the
country, where municipalities and prefectures hatl 1§ collaborative schemes to
jointly finance some projects (Hinojosa 2012). Hyreement between the government
and the municipalities eroded this collaboratioatthalanced the MAS’ dominance.
The recentralisation attempt in Bolivia encountef@ther political opposition and the
result was a political compromise whereby the @rgovernment acknowledged the
need of a (more moderate) transfer of revenues tmiagipal and provincial
governments, but the central government retainedc#tpacity to fund and implement
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social programmes and ensured a better balancee®etproducing and non-producing
jurisdictions.21

Colombia: Radical equalising reform (with recentralisation)

The question of the collection and distribution adf and mining royalties has been
central to the Colombian politics for a long tinfdwe right of oil producing territories to

receive royalties goes back to the political canstn of 1886 (Torres Rico 2008, 29).
After different periodic changes, the political stitution of 1991, and later the Law
141 of 1994, established a new system of royathas regulated both the payment of
royalties and their distribution. These criteridfeted only minor changes until the
introduction of the new National Royalties Systen2011.

Tableb. Criteriafor distribution of royaltiesin Colombia

Beforethe 2011 reform After the 2011 reform (to be applied in
2015 and beyond)

Entities Per centage* Entities Per centage
Royalties National Fund 19.5% Pension Fund 9.8%
Port municipalities 8% SC|ence_, Technology  and 9.8%

Innovation Fund
Producing municipalities 25% §3:1”dng and  Stabilisation 29.4%
Proc_iucmg departments 47 5% Prod_u_cmg _ departments and 9.8%
(regions) municipalities

Regional Compensation 23 5204

Fund

Regional Development Fund  15.68%

Monitoring and control 2%

* This percentage is an average of different criteria that depend on the volume of production. Source:
Veladzquez Carrillo 2011: 78

Regarding the collection of royalties, the previmystem enforced the payment of
between eight per cent and 25 per cent of the vaflube hydrocarbon production and
between one per cent and 10 per cent of the mjmioguction? The distribution of this
income greatly benefited the producidgpartamentgs municipalities and the port
facilities used to export the production (see tél)leThey received over 80 per cent of
the total amount of royalties.

The system did not work well. On average, the stibnal jurisdictions (both
municipalities anddepartamentgsreceiving the royalties did not improve their isbc
outcomes more than the rest of the country (P@hyera, and Restrepo 2012, 69-74;
Velasquez Carillo 2011). Additionally, the incre&sehe prices of minerals and oil, and
the subsequent escalation in royalty transfers rgée@ strong inequalities among

2L Interview with former manager of the FAM (BOL-2, 02-11-2p11
%2 |In the case of hydrocarbons the percentage depended ecalkeof production, while in the mining
sector the percentage is independently fixed for eachratine
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subnational jurisdiction& For several years the national government trieidftaence
the public opinion in order to change the systenxariples of corruption,
mismanagement, inefficient investments, and captfir@yalties by mafia groups and
paramilitary and guerrilla forces were repeatedhpligised, eroding the bargaining
power of local political actors in the producingi@ns?®* In 2010, the first legislative
initiative of the new government of President Sant@s to send to the Parliament a
proposal for the new regulation of the oil and mgniroyalties. According to the
Minister of Finance, the proposal aimed at “spregdhe jam over the whole toast. All
the Colombians should receive a share of the riegaf® As it has been the rule during
the Santos’ period, parliamentarians from differgudlitical groups and regions
supported the reform. They depended on the benas®lef the government, in the
form of centrally sponsored public investments thetefit their constituencies, in order
to increase their chances of re-election. This iinveas even easier for the government
to strike the deal because the vast majority ofligmaentarians came from non-
producing regions and had little to lose. The naw Wwas enacted in July 2011.

The new regulation imposes a radical change in ahmunt distributed to each
jurisdiction and in the procedures used to dedigearvestment projects to be supported
through these resources. Regarding the distribufi@ble 5 shows the comparison
between the previous and the present criteria. tRind departamentosand
municipalities directly receive only 10 per centté total amount of royalties against
80 per cent received before. The Regional Compemsand Development Funds that
jointly account for almost 40 per cent of the tosmhount will be distributed to all
municipalities anddepartamentosin proportion to their population and poverty
indicators. However, the subnational governmengsrar longer free to decide on the
projects to be financed. The new law generate©MADSs, tripartite institutions which
include the representatives of the national govemimn the National Planning
Department and the particular subnational govertmémere are as many OCADs as
subnational governments and they must examine akel decisions on the projects
proposed by a specific subnational government. iGittet two of the participants
represent national institutions and that the nafiaqgovernment has veto power, the
mechanism entails a clear centralisation of thasi®ts to be taken. The fact that the
national government also manages the other thredsf(Pensions; Science, Technology
and Innovation; and Saving and Stabilisation) satgythat the reform involves a strong
recentralisation of the royalties, a reform resiitt is seen as problematic by critfés.
The resources go to the subnational level, buN#tgonal Government has regained the
power to take decisions on the way they are spent.

Peru: Greater decentralisation and failed equalising reform

In 1992, the new General Mining Act introduced tih@ning canon”, as devolution
mechanism that distributed 20 per cent of the aatgoincome tax paid by mining
companies to areas where the income had been ¢etheta 2001, the Peruvian
Parliament approved the Canon Law, Law No. 27508chvextended this mechanism
to other extractive industrié5.In the cases of mining and gas, it raised theqmeage

23 According to the National Planning Office, in 2011, 88 ment of the total royalties were to
subnational jurisdiction that accounted just for the 17%h®total population.

? Interviews COL-01, 06-05-2013; COL-02, 9-05-2013; COL-040%4013; and COL-07, 14-05-2013.

25 Juan Carlos Echeverry, Minister of Finance, repeatesiy this image (Garcia Tapia 2011).
%8 Interviews COL-01, 06-05-2013; COL-02, 9-05-2013.

%" In Peruvian Spanisitanonhas come to mean ‘a rule for the devolution to sub-natgmatrnments of
revenue collected by central government’.
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from 20 to 50 per cent of the corporate incomepgaid by companies. Interestingly,
mayors in mining areas had spent many years pudbinghis change without any
success. However, in 2000, in the context of grgviarcal resistance to the construction
of some new mines, they managed to win the supgfosbme business leaders who
were interested in getting support from local comities so as to counteract the
growing pressure against mining operations (Arel¥anguas 2012 This alliance
provided the local authorities of producing regiavith additional bargaining power in
their negotiation with central authorities regagihe distribution of revenues.

During the debates, discussion on revenue sharebetdlistributed to different
subnational governments was based on emotionahemgis about historical injustices
and the need for greater compensation. In theviltig year, some technical problems
led to the undertaking of at least two further rafe of the Canon Law. Finally, in July
of 2004 the Law No. 28332 was unanimously passepaintiament (Congreso de la
Republica - Pert 2004). The distribution critersablished by this law are shown in
Table 6. The recipients of the transfers are suggbds spend at least 75 per cent to
finance capital investment projects that should gignwith the criteria set by the SNIP
(National System of Public Investment).

Table 6. Criteriafor the calculation and distribution of canons since 2004

Canon minero(mining) Canon gasiferdgas)

Calculation 50% of the profit taxes paid by mining  50% of the profit taxes and royalties paid
of amount companies by gas companies

25% to the government of the producing region

10% to the municipality of the producing district

25% to municipalities of the producing province
40% to municipalities of the producing region

Distribution

Sources: Laws N° 28332, 24300, 28699, 23630 and 23871

When the law was approved in 2004, mining canonstexs amounted to 308 million
new soles in 1996 constant prices (USD 90 milliadigher world mineral prices
boosted the transfers to 4,085 million new soleSUL192) in three years (Ministerio
de Economia y Finanzas 2012). This increase affeotdy a few regions, causing
severe inequalities. Moreover, in 2005 a group afgressmen from mining regions
presented a draft bill to introduce mining royat&gainst the opinion of the powerful
MEF (Ministry of Economy and Finance) and the minirtompanie$® The
congressmen were not interested in increasinglfisganues at the central level, but in
achieving greater devolution to the regions. Thius,bill proposed that royalties should
automatically go to the producing regions and mipaiities>® The Congress passed the

8 |Interviews with Eduardo Carhuaricra (PER-019, 26-10-2011) andissagBaertl (PER-021, 17-11-
2011)

29 Before this law, only gas and oil exploitation paid rogpalti

%0 Formula for distribution of mining royalties: 20% for the digtmunicipality where the resource was
extracted (in theory, 50% of this amount should go to the peasamunities affected.); 20% to the
provincial municipalities where the resource was extraetétho to the regional municipalities where the
resource was extracted; 15% to the regional governmenltaatig, 5% to the state universities in the
region where the resource was extracted.
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draft bill and President Toledo, who had less th@rper cent popular support in the
opinion polls and was worried about the escalatibmass mobilisations against the
government, decided not to use his constitutioedab \power to stop the enactment of
the bill that was not supported by the Ministetld Economy and FinanééThis was

a clear example of local bargaining power in shgintcomes of distribution of mining
rent.

In the last years, several studies have showntllea¢xtraordinary amount of transfers
to mining regions has failed to improve social aadors (Arellano-Yanguas 2011b;
Loayza, Mier y Teran, and Rigolini 2013). In aduditi to the pervasive lack of
managerial capacity in the sub-national governmeuuktical incentives for short-term
spending, rent seeking, and the distortion of Idedlour and services market are
responsible for the lack of positive results (Vid&l2; Arellano-Yanguas 2011b). This
inefficient use of the canon resources promptedngits to reform the Canon Law,
generating also political room for a more equitadiribution across regions. In 2008,
a congressional committee studying possible refonad to be dissolved before a
proposal was even submitted because the local atiguland governments from
mining areas began mass mobilisations to stop @iesnpts to change the canon as soon
as they heard about the committee (Zeballos 200Bg national parties had to
withdraw the committee because they had little swagr local authorities in the
mining regions. When Ollanta Humala took office2idil 1, he announced the reform of
the Canon Law as one of his priorities. In facg MEF hired international consultants
and spent months designing different technical gsafs to be used as an outline for the
reform. The resulting studies made it clear thay asform would call for fairer
distribution of the canon, at least among munidiigasl within the producing regions.
The government could have found support for refooithis type in municipalities in
the producing regions that do not host the minesvéver, it preferred to postpone the
reforms due to the conflicts in some mining regi@msl the foreseen resistance of
people from producing municipalities to changethastatus quo.

Conclusions, implications and knowledge gaps

The paper offers a political economy approach tdewustanding reform processes
around the distribution of El revenues. It offerscnparative approach to look at how
diverse institutional arrangements are associatéid redistribution formulas; in this
sense, the paper expands on existing single-chsegraphic accounts of reform, but
also explores some of the causal mechanisms ainseristing cross-country statistical
analyses. By looking at four most similar countridse paper explores the political
coalitions and dynamics leading to different retbsitive outcomes in all cases. It
argues that the main distribution modalities olunaltresource revenues depend on two
political dimensions: the degree of bargaining powe sub-national actors and the
linkage between national and subnational politazzibrs. The evidence collected so far
suggests that countries tend to favour greater dedzation of revenues where
subnational actors have traditionally bargainedstoosng decentralization reforms in the
past (Peru and Bolivia). In those cases transfamd to be distributed more equally
(across producing and non-producing districts) wikeme is greater alignment between
central and subnational actors (Bolivia). Converselational governments tend to
centralize revenues where subnational actors haoteimprinted decentralization
reforms (Colombia and Ecuador). In those cases #&isnsfers are equally distributed
when there is greater alignment between centrababdational levels (Colombia).

%! Interviews with Eduardo Carhuaricra (PER-019, 26-10-2@n#f)Cecilia Blume (PER-001, 5-10-2011)
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This section draws some of the main conclusionspatidy implications of the country
study cases with a view towards improving the praltmanagement and bargaining of
El related revenues. It then outlines some penkiitayvledge gaps that deserve further
attention to achieve a fairer and more accountéblance of transfers between the
center and periphery and a better redistributiomssc producing and non-producing
districts.

Policy implications

The significant increase in commodity prices anel shbsequent windfall of revenues
and investment accruing from the El sector hagérgd an intense political debate
about decentralisation and distribution of revenaesoss different stakeholders in
resource rich countries. Some concrete emergingypiohplications include:

1. Fiscal decentralisation matters.The discussion about the adoption and
implementation of distribution formulas for El tisfars must take place within broader
fiscal decentralisation debates. As one Colombiasigential candidate stated, “the
government has used the debate over the distribaficoyalties to avoid the discussion
over the remaining 95 per cent of the fiscal reesitf Fiscal decentralization debates
should also consider:

a. The fiscal capacity of the central and subnatigeaernments to manage extractive
and non-extractive revenues in an efficient andawctable manner

b. The political-administrative structure of every oty which sets the incentives,
responsibilities and prerogatives to manage puinlances available to each
government tier (Ahmad and Mottu 2003)

c. The relative weight or contribution of non-extraetrevenues to the overall fiscal
effort made by government entities

d. The borrowing capacity and other revenue raisinlitias available to subnational
governments and how central governments cope with kabilities

2. Flexibility matters.The study illustrates that there is no unique tistive solution
or allocation mechanism that is per se more adeqladeally, the paper suggests that a
combination of fixed devolution with some equalgsicriteria according to subnational
needs (poverty levels, local extractive capacipsib infrastructure, etc.) would work
best to promote sustainable development objectfreigshermore, distribution formulas
tend to work best when they combine some degrefexed expenditure rules with a
good degree of flexibility. Fixed rules are neededestablish for example spending
priorities on specific sectors, or privileging dapiover current spending, and the
mechanisms for disbursement (who decides, howldoak the revenues). This should
not undermine, however, fiscal flexibility so th&ical authorities can prioritize
spending according to local objectives, while preawvey that revenues are used for
private gain. The key to avoid flexibility transfag into unbridled discretionality is to
promote the adoption of effective and transparexsbantability mechanisms so local
government officials remain responsible for the asd investment of revenues vis-a-
vis their electorate and the central governmennh@@tez Espinosa 2013).

32 |nterview COL-09, 16-05-2013.
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We find that the case of Bolivia presents an irgiang combination of these attributes,

because it promotes a good degree of devolutioewanues to subnational actors and
territories while promoting a fairer distributior @sources across producing and non-
producing districts. Unlike other cases, thereassimgle agent or territory that receives
a greater share than others, nor is there scopdidoretionary allocation of revenues

without an active participation of the local govaent. Maybe the national government
preferred to centralize, but had to negotiate bseaaf local bargaining power. The

effective presence of subnational governments iiviadchas produced in principle, a de

facto system of checks and balances that overseepdarformance and execution of

central government programs.

3. Coordination mattersThe paper suggests that it is important to cootdimablic
spending across government sectors and tiers id duplication or wasteful spending.
One of the unexpected consequences of windfallhnge®in the Andean cases has been
the fragmentation and inefficient use of public reiag. Analysts and interviewees
have identified three areas where the problem nieebs addressed. These suggest

a. To go beyond the logic of a “project” as the mamit of intervention and improve
national level planning, so that it can coordirgiending priorities across
government sectors regarding specific developmealsgand indicators;

b. To coordinate the planning and implementation sgials between national level
policies with regional dynamics and subnationaldseand,

c. To embrace broader development goals with spedgi@lopment indicators that
are aligned with national priorities and promotsagial development.

For example, the countries in the region have i@k the design and implementation
of cash transfers for poverty alleviation, somevbich are partly financed with natural

resource revenues. While existing research showsthese programs have contributed
to inter sectoral coordination and poverty reductio Peru for example, there is not
enough evidence to suggest that they promoted agrqmlicy coordination across

government tiers (Mejia-Acosta and Haddad 2014).

4. Saving matterslt is well known that given the variation in comnitydprices and
production costs, El-related revenues are too M®lad make long term spending
commitments or develop long-term investments. Meeeosudden revenue windfalls
can exceed the spending capacity of small subraltaistricts (as was the case in some
Bolivian, Colombian and Peruvian regions), thusropg the door to clientelistic or
wasteful spending. Yet, the case studies show that option to (re)introduce
stabilisation funds at the national and local leigelat its best an emerging policy
discussion (Bauer 2013). Ecuador adopted a sa@ndsstabilization fund as a way to
support efforts towards fiscal discipline in théeld990’s but the parliament chose to
dismantle the savings and earmarked spending sfftind in the context of rising oil
prices (Mejia-Acosta and Albornoz 2010).

In the cases under study, the introduction of satenal stabilisation mechanisms
would allow countries to consider long term investrinoptions in human capital and
infrastructure, while decreasing the political e to spend resources in a short
period of time. The maintenance of saving fundsl wdquire strong political
commitment and adherence to medium term expendftareeworks to make these
instruments compatible with national budgeting pties. While such changes are
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likely to be politically and legally difficult tonnplement (as they may require further
legal and constitutional reforms) it is neverthelascessary to reinvigorate discussions
about the adoption and implementation of revenueoothing formulas and
implementing the political safeguards to ensure tech funds will be invested and
used in a responsible manner.

Sequencing mattersA practical corollary of this research is that tesign and
implementation of redistributive formulas tendsfétlow path dependent trajectories:
once a structure of transfers is in place, it igyfaifficult to change or revert them
without upsetting existing political balances ostitutional arrangements. In the cases
of Peru and Ecuador, the instruments to promoteldden of revenues (mining canon
and fiscal transfers to regional governments) wamlepted before the commodities
boom. In both cases, the presence of large windéanues helped to reinforce the
existing distribution of powers between central asubnational governments. In
Ecuador it will be difficult to include the transfef oil revenues in the allocation of
fiscal transfers to subnational governments, winilBeru it will be difficult to promote
a fairer redistribution of revenues between prodgend non-producing localities. This
should be a warning for policymakers thinking of Efforms as a quick fix for
appeasing local tensions against extraction, agpdearny solutions could lead to
increased conflicts and negative developmentalteguthe future (Arellano-Yanguas
2011a).

Knowledge gaps and challenges

From the previous list of implications and the deskiew outlined here, there are
several knowledge gaps that deserve further researc

1. Fiscal decentralisation and public finance managent systemdVore research is
needed to study the extraction and allocation afagkive revenues in the context of
broader fiscal decentralisation debates. Spedyicadore work is needed to understand
the interaction between existing Public Finance Mmment (PFM) systems, the ability
of subnational governments to manage fiscal flavgl their ability to raise additional
revenues (or not). To advance this, it is importantollect and analyse data on the
different types of revenues raised as well as éwel$ and rules for spending such
revenues. This research assumes that the polpimakr of actors stems from their
management of extractive revenues, but it could &ls the case that the relative
strength or weakness of sub-national actors ige@lto their ability to raise revenues
through other sources.

2. To improve the availability and reliability ofada. The existing lack of reliable
sources of data obstructs the objective assessofiehe magnitude of the problem,
impedes the evaluation of existing policies, ahoved rooms for discretionary decision-
making. Despite the importance and intensity of aed® around El revenues, the
availability and quality of subnational data hagsemed in the last decade. The lack of
data makes it more difficult for other politicaltars to compare their current versus
expected allocations in order to demand a faireresiof revenues from the central
government. Without reliable data it is also difficfor other civil society organizations
to monitor government allocations and spendingepast thus allowing space for
mismanagement. It is recommended to improve theegurcollection and compatibility
of existing sources of subnational revenue, socamemic indicators and production
data produced by governments and extractive indgstr
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3. Role of other actors and networks over tim@reater research effort is needed to
understand — and capture existing studies on retheof the private sector in promoting
and hindering the good governance of natural resovevenues. This integration of
research agendas should include a systematic @alfyshe private sector efforts to
influence the budgeting and planning prioritie® #pending and allocation decisions
and their contribution for the provision of pub§joods. Some associated topics include
looking at the role of policy networks in the desigf policies for the management of
revenues in resource-rich countries (Orihuela 2012)

4. Development impactMore research is needed to define and measuraribact of
different types of investments (capital, humanrasfructure) on achieving long term
development goals. Greater precision is needed istinguish and evaluate the
development consequences of adopting flexible scrdtionary spending versus rigid
or earmarked spending patterns at the local |&eie broadly, greater effort is needed
to define and measure development impact as atrekw@ larger devolution of El
revenues, and the role that different stakeholdhenge (which extractive industries,
donors, governments and civil society groups) mdpcing meaningful change (Mejia-
Acosta 2013). Conceptually, the review shall defamsl measure specific notions of
good local governance in the management of El reegnincluding the existence of
accountability mechanisms, local fiscal effort, a®ll as process and outcome
indicators. Such review may include a systematalyesis of cases where subnational
governments have successfully and effectively udeldrevenues to promote
development outcomes.
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