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INTRODUCTION

Peru is one of the world’'s most megadiverse
countries, and it is also one of the countries that
is most vulnerable to climate change. This re-
sults in opportunities and threats. One such op-
portunity lies in the large and varied number of
natural resources available, and the impact that
their exploitation can have on economic growth
and the improvement of the standard of living
of the Peruvian population.

The resulting economic activity involves
significant taxation revenue for the govern-
ment, part of which is distributed to sub-na-
tional governments located in the areas with
their corresponding mining, oil, or gas deposits
through the canon, sobrecanon and royalties.
The research question that emerges is the fol-
lowing: Have the canon, sobrecanon and royal-
ties helped improve the standard of living of
the populations living in the areas near natural
resource exploitation projects?

To answer this question, a literature re-
view on the issue has been conducted using
international and national sources. Through
quantitative and qualitative methods, we will
analyze the impact of these resources in help-
ing selected regions, provinces and districts
overcome poverty levels.

Literature review on public policies by
sub-national governments

The problem of public management is complex
and involves many aspects, requiring a compre-
hensive approach. It is related to efficiency and
quality in budgetary resource management,
to qualification and training standards for the
public officials involved, to rules and regula-
tions that complicate processes rather than
facilitating them, to logistics and transparency
issues in public procurement, to deficiencies
in the preparation of studies and technical or
complex dossiers, and -unfortunately—to in-
creasingly frequent cases of corruption.

If the general problem of public policies is
complex, public management in local and re-
gional governments -known in the literature
as sub-national governments—is even more
so. At these government levels, the above-men-
tioned problems become more serious, which
prevents governments from meeting their

decentralization, social inclusion, national inte-
gration, and poverty and inequality reduction
objectives.

A study by the Economic Commission
for Latin America and the Caribbean (ECLAC,
2021) on national public investment plans in
Latin America and the Caribbean shows that
12 of 16 countries studied in the region have
public investment plans that include citizen
participation, coordination with subnational
governments and accountability. However, it
recommends that efficiency in public invest-
ment should be improved by incorporating or
improving prioritization criteria, with output/
outcome indicators and an explicit link to the
17 Sustainable Development Goals (SDGs) of the
United Nations 2030 Agenda.

In such regard, according to a World Bank
report (2021) on public management capacity
and empowerment of subnational governments
in Peru, reforms have been made to improve
management and expenditure reporting, and
almost all sectoral functions and financial re-
sources were transferred to regional govern-
ments and municipalities, but without taking
into account their preparation and capacity.

Bonet-Moré6n and Pérez-Valbuena (2017),
in a study by Banco de la Republica for the Car-
ibbean region of Colombia, analyze the four
income sources with which the departments
and municipalities of that region finance their
projects, including royalties from oil exploita-
tion. They conclude that most socio-economic
problems from the region will not be solved
with more financial resources, but with more
transparency and a more efficient use.

This issue does not only concern develop-
ing countries, but it also affects industrialized
economies. Thus, Ishihara (2022) mentions the
case of Mie prefecture, where “la gestion de de-
sempefio y la contabilidad de base devengada”
[performance management and accrual-based
accounting] was introduced. Prior to this, the
priority was compliance (zero budget balance)
rather than a cost or performance evaluation.

Other authors stress the study of pub-
lic infrastructure project financing through
Public-Private Partnerships (PPP). In such
regard, Liu et al. (2022) evaluate this type of
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financing in Australia. The authors point out
that the Special Purpose Vehicles (SPVs) -spe-
cially created to execute the respective conces-
sion contracts—are usually heavily influenced
and limited in their actions by the private debt
investors and lenders involved in financial
structuring.

Ruiters and Matji (2016) analyze the mod-
els and conceptual framework of PPPs for the fi-
nancing of water and sanitation infrastructure
in South Africa municipalities. They identify
the amount of debt required, the ability to pay
the debt, risk analysis and transfer, the quali-
ty-price relation, and the local sociopolitical
context as key factors of this financing.

Xu et al. (2015) develop a model to deter-
mine the optimal financing structure through
PPPs for the construction of public housing for
rent in Hangzhou, China. They conclude that
the optimal proportion in which the public and
private sectors will participate depends on the
uncertainty and risk levels.

Levitt and Eriksson (2016) developed a
governance model for PPP infrastructure ser-
vice delivery in Eastern Australia. The model
concludes that governments should prioritize
infrastructure projects based on an expert,
non-partisan infrastructure panel.

From another perspective, Novikova
(2022) assesses the importance of investing in
research infrastructure as a substantial aspect
of modern scientific and technological devel-
opment. She believes that not only should the
financial implications of the project be quanti-
fied, butalso the broader social impacts through
an economic efficiency analysis. To this end, she
proposes a method that evaluates both aspects.

Plzakova (2022) evaluates investments in
the tourism sector in the Czech Republic, with a
local focus. She concludes that a combination of
public and private investment is the best way to
cover all aspects of local development, and that
the direct beneficiaries should be involved in
the relevant evaluation.

Standar et al. (2021) evaluate local renew-
able energy investments in Poland, financed
with European Union (EU) resources. This fi-
nancing requires transparency in spending

with the publication of data. She concludes that
the environmental impact does not occur only
in a particular municipality, but involves sev-
eral, so that joint action on this issue must be
encouraged.

Slijepcevic (2018) assesses the impact of
the global economic crisis on local government
investments in Croatia. The study concluded
that the crisis affects the public finances of
these governments and widens the pre-existing
gap of regional disparities that the European
Union seeks to close, affecting the decentraliza-
tion process.

Mejia and Meneses (2019) analyze the role
of political elites in public spending in Ecuador’s
local governments, noting that central govern-
ment transfers from oil exports are the largest
source of local government revenue.

Tetreault (2020) analyzes extractivist pol-
icies in Mexico from the end of the 20th century
to the first decades of the 21st century, distin-
guishing four stages: i) Classical Orientation; ii)
State Policy; iii) Neoliberal Period; and iv) New
Extractivism.

Therefore, the current state of knowledge
on the subject should lead to profound reflec-
tions for the Peruvian case. Generally, in this
type of projects there is a gap between low fi-
nancial efficiency and high economic efficiency
compared to other types of projects.

ARGUMENTATIVE REVIEW

Peru’s misguided territorial manage-
ment, political division, fragmentation
and their effects on decentralization
and poverty

According to the constitutional mandate, the
Peruvian State is one and indivisible, and its
government is unitary, representative, and de-
centralized (Congreso de la Reptblica, 2022). In
practice, however, Peru has a political organiza-
tion that encourages division rather than union,
creating over time a vision of “watertight com-
partments” in each region, province, district, or
minor village in the country.

Ancient Peruvians, starting with Caral
civilization over 5000 years ago, lived in har-
mony with nature. Water (Yaku), Mother Earth
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(Pachamama) and the mountains (Apus) were
their deities; they organized themselves with
great intelligence to take full advantage of their
territory, dedicating the productive lands to
the cultivation of crops to feed the population
and uncultivated lands in higher areas for their
dwellings.

Over millennia, ancient Peruvians organ-
ized themselves by following and protecting the
watershed, with a comprehensive sense of terri-
tory, seeking what today would be termed sus-
tainable development and achieving the physical
integration of their territory and population.

During the nearly three centuries of the
Inca Empire, they took advantage of this knowl-
edge and ancestral practices, and divided the
territory into four regions or Suyos: Chinchay-
suyo, Antisuyo, Collasuyo and Contisuyo. Ex-
cept for Antisuyo, the other three regions cov-
ered coast and highlands. In addition, a road
was designed and used that integrated the en-
tire territory longitudinally along more than
5,000 kilometers (the Capac Nan). Peru before
the arrival of the Spaniards was an integrated
territory where people lived in harmony with
nature.

With the Viceroyalty period, between 1574
and 1784, the corregimientos and repartimien-
tos were established to serve the interests of
the Spanish Crown to extract gold and silver as
quickly as possible to send to a metropolis that
was still living in the era of metallism or bul-
lionism!. The proper territorial management
that Peru had experienced for millennia was
abruptly changed by a centralist regime that
divided the territory for extractive purposes,
without considering its impact on nature. The
Spanish presence then produced a social and
productive disarticulation that we still suffer
from today.

At the end of the 18th century, the prob-
lem was further accentuated when the cor-
regimientos were replaced by the encomiendas
in the context of the so-called Bourbon Reforms,
which consisted of important political, eco-
nomic, administrative, religious and cultural

1 Metallism or Bullionism is the name given to an economic doctri-
ne that considered that wealth consisted of accumulating precious
metals (gold and silver). It is considered a primary stage of mer-
cantilism and developed in Spain in the 16th and 17th centuries. It
also occurred in England.

changes implemented in Spain and its colonies
to reinforce monarchical power, centralize ad-
ministration and increase tax collection.

The Viceroyalty was divided into intend-
ancies ruled by governors who were appointed
directly by the King. It is with respect to this re-
gime of intendancies that the first departments
and provinces were established at the begin-
ning of the Republic and have remained the way
of dividing the country politically ever since.

In the 1970s, the military government es-
tablished the so-called Corporaciones Departa-
mentales de Desarrollo (CORDES) and, a decade
later, during the government of president Alan
Garcia (1985-1990), the first serious and techni-
cally sustained effort was made to correct this
political division into departments, by creat-
ing twelve regions with cross-cutting criteria,
which met with very good popular acceptance.
In the early nineties, during the government of
Alberto Fujimori, this process was cancelled,
arguing bureaucratic and budgetary difficul-
ties (which existed, but had to be corrected
instead of leaving the previous effort without
effect), creating the so-called Transitory Coun-
cils of Regional Administration, which did not
produce positive results either.

In 2002, during the constitutional gov-
ernment of President Alejandro Toledo, a new
Regionalization law was enacted, creating the
current regions, each one based on the former
departments. In the end, the solution became
worse than the problem.

Oswaldo Molina, from Red de Estudios
para el Desarrollo (REDES), points out in this
regard: “The decentralization process foreseen
in its design stalled in 2005 during its second
stage, when a referendum truncated the pro-
ject for the creation of macro-regions” (Molina,
2022, slide 5).

The author states that, in 2021, after al-
most two decades of implementing the decen-
tralization process, the desired objectives have
not been met. This is evidenced by indicators of
households with access to basic services. For
example, in the case of sanitation infrastruc-
ture, coverage in the regions is only 74%, while
in Metropolitan Lima it is 93%. Regarding
Internet access, coverage in the regions is 40%,
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while the corresponding indicator in Metropol-
itan Lima is 67%.

Molina argues that there are five causes
for the failure of decentralization: design de-
ficiencies, rushed implementation, weak insti-
tutional capacity, lack of specialized technical
personnel, dependence on transfers from the
national government, inequality, and inability
to efficiently manage spending.

Molina (2022), citing Trivelli, refers to
what she regards as “minimum conditions for
growth”, which include: at least 50% of the tar-
get population has completed high school; there
is at least one health center; the poverty level
is lower than 43%; there is at least one entity
that provides financial services; and there are
at least local elections.

Considering these minimum requirements
to carry out growth and development pro-
cesses, the researcher concludes: “Sélo 156 de
los 1,874 distritos del Pert cuentan con estas
condiciones minimas. 1 de cada 3 peruanos vive
en provincias donde ningun distrito cumple con
estos minimos. 3 departamentos no tienen un
solo distrito que cumpla estos requerimientos”
[Only 156 of Peru’s 1,874 districts meet these
minimum conditions. One out of every three
Peruvians lives in provinces where no district
meets these minimum requirements. Three de-
partments do not have a single district meeting
these requirements] (Molina 2022, slide 16).

Clearly, the data show that the objectives of
the decentralization process beginning in 2002
have not been met. The aforementioned hard
poverty continues and so does the inequality
between regions, provinces and districts.

This is the summarized history of erro-
neous decisions that, in the last two centuries,
have led Peru to become a country in which
each minor village wants to become a district;
each district aspires to become a province; each
province wants to become a region (as if these
decisions would improve the standard of living
of their inhabitants), but which stimulate the
fragmentation of the territory. Even in one re-
gion (Puno), there are individuals who would
like to become independent from the Peruvian
territory. The proposal made in 1938 by the
Peruvian geographer and scholar Javier Pulgar

Vidal (1911-2003), distinguishing eight natural
regions in Peru with a transversal criterion and
according to the altitude: Chala, Yunga, Suni,
Puna or Jalca, Janca or Cordillera, Selva Alta or
Rupa Rupa, and Selva Baja, has been of no use
until now.

As of early 2023, Peru is divided into 25
regions (plus Metropolitan Lima, with a special
regimen), 196 provinces, 1,896 districts, and
2,465 villages. Even when this erroneous poli-
cy has been evident throughout recent history,
fragmentation continues to be reinforced. In
the Peruvian Congress, there are several bills
aiming to create new districts and provinces;
and -to make a solution of the problem more
difficult—in the Office of the President of the
Council of Ministers there are numerous terri-
torial disputes between districts and provinces
pending to be solved.

In Lima, the country’s capital, there are
unresolved conflicts between districts such
as Magdalena del Mar and San Isidro, between
Santiago de Surco and Villa El Salvador, and be-
tween Independencia and Comas. Water, which
the ancient Peruvians worshipped as a deity
and was a source of union (they worked polit-
ically with authorities along the basin), is now
a source of conflict between Moquegua and
Arequipa or between Ancash and La Libertad,
to cite just two examples.

Disputes also revolve around infrastruc-
ture projects, such as the one between Cafiete
and Chincha -to the south of Lima—over the
location of the Melchorita natural gas liquefac-
tion plant, or historical disputes such as those
between Jauja and Huancayo in the Junin Re-
gion or between the districts of Ollaraya and
Unicachi in the province of Yunguyo in Puno.

As if that were not enough, politicians
seeking to become municipal or regional au-
thorities or members of Congress encourage
greater fragmentation by including the crea-
tion of new districts and new provinces in their
electoral bids and government plans.

Therefore, the public policies implement-
ed in Peru to achieve economic growth, pov-
erty and inequality reduction have a limited
capacity to achieve their desired objectives.
Undoubtedly, the sustained economic growth
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experienced by Peru between 2000 and 2019
had an evident effect on the reduction of mon-
etary poverty, reducing it from 54% to 20%.
Then came the COVID-19 health crisis and pov-
erty reduction efforts regressed, until poverty
affected about 30% of the population.

Experience shows that sustained econom-
ic growth does reduce monetary poverty, but
is not enough to reduce extreme poverty, or
“hard” poverty, which is mainly related to the
isolation of millions of Peruvians living in small
villages, poor districts and provinces located
in isolated locations far from larger cities and,
therefore, lack essential public utilities such as
drinking water and sanitation, roads, highways,
bridges, electricity, irrigation canals, rainwater
drainage, communications, as well as quality
healthcare and education infrastructure.

These basic services have to be provided
by the State with the resources coming basi-
cally from tax revenue, including the canon,
sobrecanon and royalties resulting from the
exploitation of natural resources that are des-
tined precisely to the communities, districts,
provinces and regions located near the respec-
tive investment projects. When the State is
mentioned, not only the national government
is being referred to (until now, it is commonly
called “central government”), but also regional
and municipal governments (termed “sub-na-
tional governments”).

This study will analyze in detail the can-
on, sobrecanon and royalty resources. Contrary
to what might be expected, they have not been
able to lift the populations near these projects
out of poverty, mostly due to inadequate pri-
oritization (which favors the construction of
monuments, stadiums and bullrings, new mu-
nicipal buildings, remodeling of plazas, etc,
rather than water or sewage, storm drainage,
education or healthcare works), poor manage-
ment (low budget implementation, poor techni-
cal studies, paralyzed works, etc.) and, in other
cases, insufficient resources.

Importance of natural resource ex-
ploitation and resources coming from
canon, sobrecanon and royalties

Peru is a megadiverse country in several ways:
economically, socially, geographically, and

culturally. In this context, a range of natural re-
sources can be found which have been histor-
ically exploited, and continue to be exploited
today, with varying results.

As shown in Table 1, according to data
from the Banco Central de Reserva del Peru
(BCRP, 2021), Peru’s GDP distribution by sec-
tors reveals that the manufacturing sector con-
tributes with 12.6% of the total, the mining and
hydrocarbon sector represents 11.5%, the ag-
riculture and livestock sector represents 5.9%,
the fishing sector accounts for 0.5%, the con-
struction sector represents 6.8%, water and
electricity account for 1.9%, while the trade
and service sectors contribute with 10.5% and
50.3% respectively.

Table 1

GDP by productive sectors: 2021 (in millions of soles from
2007, and percentages)

Sector Value (%)
Agriculture and livestock 32,684 59
Fishing 2,542 0.5
Mining and hydrocarbons 63,482 11.5
Manufacturing 69,379 12.6
Water and electricity 10,200 19
Construction 37,349 6.8
Trade 58,125 10.5
Services 277,525 50.3
TOTAL 551,284 100.0

Note. Adapted from BCRP, 2021.

In other words, the agriculture and live-
stock, fishing, mining and hydrocarbon sec-
tors, which account for the potential and di-
versity of natural resources, account for nearly
18% of Peru’s domestic production. The use of
these natural resources generates potential
wealth, but in order to really transform this
potential into tangible wealth, it is necessary
to highlight their value. This means that, in
the relevant investment projects, it is not only
necessary to have natural resources and the
corresponding skilled labor, but also the nec-
essary capital, financing, technology, informa-
tion, infrastructure, business management. It
is the combination of all these productive fac-
tors that will allow the desired objective to be
achieved.
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However, there is a widespread belief that
the availability of such a variety of natural re-
sources is a sufficient condition to generate
wealth, jobs and raise the living standards of
communities. This idea led to a mistaken in-
terpretation of the well-known phrase attrib-
uted to the Italian scholar Antonio Raimondi:
“El Perti es un mendigo sentado en un banco de
oro” [Peruis abeggar sitting on a golden bench].
Raimondi specialists and scholars have denied
the authorship, arguing that this phrase is far
from this scientist’s way of thinking.

Indeed, highlighting the value of these re-
sources for the benefit of Peru and generating
added value in them also involves the responsi-
bility of improving the standard of living of Pe-
ruvians who live in the communities and regions
where there is an investment project. To this end,
a significant part of the taxes paid by the conces-
sionaires are devoted to this objective through
the canon, sobrecanon and royalty funds.

The mining sector alone, for example, gen-
erated USD 44,684 million in exports in 2021
(around 70% of the total), and is the main ex-
port activity in Peru. In terms of job creation,
the mining sector generates 152,581 direct jobs
and as many indirect jobs.

The mining canon constitutes 50% of the
income tax paid by mining companies; the min-
ing royalty compensates producing regions
for part of the economic consideration paid by
companies for the exploitation of non-renewa-
ble resources. On the other hand, the gas royal-
ty is part of the income received by the State for
the exploitation of natural gas and condensates,
while the oil canon and sobrecanon is the right
of the areas where the exploitation of oil, asso-
ciated natural gas and condensates takes place.

Table 2 shows that, only considering the
canon and royalty resources in the mining, oil
and energy sectors, a total of PEN 64,558 mil-
lion were allocated, 49% of which came from
the mining canon, 26% from the gas canon, 14%
from the oil canon and sobrecanon, and 11%
from mining royalties in the 2009-2018 period.
This is a significant amount of resources which
should serve to enhance the living standards
of the population living in the areas where the
investment projects take place, but this is not
happening.

Table 2

Resources gained from canon and royalties in the mining,
oil, and energy sectors in the 2009-2018 period (in million
soles)

Canon Royalties (PEN)
Mining canon 31,379
Gas canon 16,803
Gas canon 8,784
Mining royalties 7,592
TOTAL 64,558

Note. Sociedad Nacional de Mineria, Petréleo y Energia (SNMPE),
2019.

The available resources coming from these
funding sources have continued to grow over
time. As per the same source (SNMPE, 2022),
in the 13-year period between 2008 and 2021,
transfers to sub-national governments for min-
ing canon, gas canon, excess oil royalties and
mining royalties amounted to PEN 89,265 mil-
lion, 75% of which was allocated to local gov-
ernments and the remaining 25% to regional
governments.

From the point of view of the regional dis-
tribution of these canon and royalty resourc-
es, Cusco is the region with the largest trans-
fersin the period analyzed, with a total of PEN
25,496 million, followed by Ancash with PEN
13,151 million, Arequipa with PEN 9,081 mil-
lion, and Piura with PEN 5,559 million. These
four regions concentrate 60% of the total
transferred.

On the other hand, considering levels of
government, it is the municipalities —as already
mentioned—that receive the largest budget
from these sources of financing, but this distri-
bution shows a great disparity.

According to the canon legislation?, the
canon is distributed as follows: 20% of the to-
tal collected goes to the municipalities of the
province or provinces where the natural re-
source is located; 60% of the total collected
goes to the province and district municipal-
ities of the region where the natural resource
is located, according to population density; and
20% of the total collected goes to the regional
governments in whose territory the natural re-
source is located. The Ministry of Economy and

2 Act No. 27506 or Canon Act, passed on July 9, 2001.
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Finance (MEF by its Spanish initials) is the in-
stitution in charge of said allocation.

This distribution of royalty resources is
clearly inadequate, as it does not respond to
the competencies and needs of the population.
Within this framework, a district municipality
can receive -and, in fact, several do receive-
more resources than a province municipality,
without having the corresponding competen-
cy, trained personnel or the scale or size that
would allow them to execute medium or large
investment projects. In this way, the current
distribution favors the “atomization” rather
than the “integration” of the corridor created by
the mining activity, generating -as previously
mentioned—the concentration of resources in
a few municipalities that accumulate resources
without using them or use them without prior-
itizing adequately.

Between 2008 and 2021, the revenue from
the canon, sobrecanon and royalties from the
mining, oil and energy industries constituted
23% of the total budget of subnational govern-
ments and 34% of the total budget if only local
governments are considered. In 2021, one out
of every PEN 4 budgeted for municipalities na-
tionwide came from these sources.

These are average figures because the
percentages are higher in the regions where
the deposits are located. Within the analysis
period, these resources covered 49% of the
budget of sub-national governments from Cus-
co, 46% in Ancash, 48% in Tacna, and 47% in
Moquegua.

Given that resources from the canon, so-
brecanon and royalties can only be used for
public investment expenditures, between 2008
and 2021 these revenues represented, on aver-
age, 41% of the budget allocated to investments
in subnational governments, reaching a per-
centage of over 70% in some regions.

According to the Sociedad de Comercio Ex-
terior del Peru (ComexPert, 2022b), between
2009 and 2021, 76% of the budget received
by subnational governments from canon, so-
brecanon and royalties was mainly used to
finance six sectors: transportation, planning,
education, agriculture and livestock, health
and sanitation. In particular, local governments

prioritized transport, planning, sanitation, ed-
ucation, and environment.

From the point of view of the priority ob-
jective of reducing poverty and inequality, are
transport and planning the sectors to effec-
tively prioritize, or should they be sanitation,
healthcare, and education?

Efficiency in the management of availa-
ble budgetary resources

A special report by ComexPert (2022c) states
that, between 2010 and 2021, the public budget
allocated to local governments increased from
PEN 22,887 million to PEN 45,009 million,
which meant an increase of almost 100%, while
the budget allocated to regional governments
increased by 127%, from PEN 19,927 million to
PEN 45,287 million.

In 2021, sub-national governments cap-
tured nearly 40% of the total public budget,
and 63% from the domestic public investment.
This can be mainly explained by the transfers
that belong to canon, sobrecanon and royalties?,
resulting from the significant economic growth
which happened between 2010 and 2019, with
an average annual interest rate of 4.5% It is
evidenced that the revenue collected result-
ing from the exploitation of natural resources
is increasingly important for the financing of
sub-national government budgets.

However, as has already been pointed out,
increased budgetary resources do not corre-
late with an improvement in the management
of these resources and their proper distribu-
tion. On one hand, new municipalities contin-
ue being created, which increases expenditure
atomization. On the other hand, the systems
for transferring budgetary resources from the
national government to subnational govern-
ments are not based on a technical study that
prioritizes closing the social infrastructure
gap, or an adequate estimate of the cost of ser-
vice coverage. They do not include funds for
operation and maintenance, and lack any peri-
odic estimation and updating mechanisms, as
well as follow-up.

3 The revenue from canon, sobrecanon and royalties are conside-
red Determined Revenues (RD by its Spanish initials) in the gene-
ral budget for the public sector.
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The issue of inefficiency in public spending
also reaches the budgetary resources allocated
to emergency works due to natural disasters.
Such is the case of the Autoridad para la Recon-
struccion con Cambios, created especially to
rebuild the areas affected by the 2017 Coastal
El Nifio Phenomenon in thirteen regions of the
country*.

There are also studies that analyze in
depth the management of budgetary resourc-
es in specific regions or municipalities. For ex-
ample, ComexPeru (2022a), in another study,
analyzes the efficiency of public spending in
the Arequipa region, one of those that receives
significant resources from canon and royalties
from the exploitation of mining and energy re-
sources. According to the study, in the 2008-
2019 (pre-pandemic) period, Arequipa experi-
enced an average annual growth rate of 4.7%,
whereas the monetary poverty rate decreased
from 40% to 12% in the same period.

The study notes, however, that structural
problems still exist, meaning that a significant
part of Arequipa’s population still has unsat-
isfied basic needs. Among the reasons for this
situation, ComexPeru includes the management
of public investment projects. Although these
doubled in the 2011-2021 period, hardly 50%
to 60% of the budgeted resources have been
implemented.

The study focuses on public investment in
the agriculture, education, health, sanitation,
and transport sectors. It is estimated that the
infrastructure gap in sanitation, transport, and
electricity in Arequipa amounts to PEN 3.885
billion (around USD 1 billion).

Inefficient resource management is evi-
denced when the resources available to close
the gap are compared to the speed at which
the resources are implemented. The Comex-
Peru study proposes several concrete actions
to improve the efficiency of public spending in

4 The Autoridad para la Reconstruccion con Cambios (ARCC) was
created to rebuild the physical infrastructure damaged by the
Coastal El Nifio phenomenon in 13 Peruvian regions: Ancash, Are-
quipa, Ayacucho, Cajamarca, Huancavelica, Ica, Junin, La Libertad,
Lambayeque, Lima, Loreto, Piura and Tumbes. The above-mentio-
ned phenomenon took place between late 2016 and January 2017
and consisted of rains and floods that resulted in 232,000 victims,
more than 1,129,000 affected individuals, 26,000 collapsed hou-
ses and 258,000 affected homes.

Arequipa, including the following: improving
the methodology for the preparation of devel-
opment plans at regional and local levels; es-
tablishing minimum criteria for subnational
authorities to guide concerted development
plans to close social and infrastructure gaps;
and strengthening technical assistance and
training.

All these problems generate a feeling of
disillusionment and distrust in regional and lo-
cal authorities and the government in general
due to the inadequate use of their taxes and the
lack of transparency in these processes, which
affects democratic institutionality and creates
a breeding ground for populist and radical pro-
posals that complicate the situation even fur-
ther. Some have even created the erroneous
narrative that the poverty and abandonment
of many locations near mining and energy pro-
jects is because the concessionary companies
do not pay their taxes or do not comply with
the infrastructure works required. However, it
is clear that it is the State that has failed at all
levels.

The case of San Marcos district, Ancash

The case of San Marcos district, located in
Callejon de Conchucos, Huari province, Ancash
region, is key to understand part of the prob-
lems caused by the deficient use of canon re-
sources coming from the exploitation of mining
resources.

San Marcos is located in the lower part of
Proyecto Antamina, one of the world’s most im-
portant copper deposits®. It is the district that
receives the most budgetary resources in Peru,
mainly from the canon and mining royalties;
however, its population still lacks basic public
services, and it has one of the lowest implemen-
tation rates of its respective investment budget
expenditure.

5 Peru is the world's second largest copper producer
behind Chile. Antamina is a polymetallic mining com-
plex located at 4,300 masl and produces copper, zinc,
bismuth, molybdenum, silver, and lead. It involves an
investment of USD 3.6 billion provided by a strategic
alliance comprising four world leaders in the mining
sector: BHP Billiton, Glencore, Teck, and Mitsubishi
Corporation.
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In 2006, when I was the executive pres-
ident of Peru’s Banco de la Nacién® I had the
opportunity to visit this beautiful district from
the Andean zone of Ancash region, when I vis-
ited the bank branch located there. On that oc-
casion, I met the district mayor, who welcomed
me warmly. I had reviewed the unrestricted
cash balances that the district held in the bank
to that date, which exceeded PEN 400 million,
without considering the future cash flows al-
ready secured as a result of the canon and roy-
alties they receive on a regular basis.

Then, I asked the mayor if they had already
covered the basic services of water and sanita-
tion fully for the local population. He said they
had not, but that it was the national govern-
ment’s duty to finance. What did they mainly
spend their resources on, then? An important
part of them was kept in bank deposits, while
another had been invested in several projects
such as roads, sidewalks, small channeling
works, sports courts, and other minor works.
In a nearby district, Chavin de Hudntar, which
also received canon resources and mining roy-
alties, the facility they felt most proud of was
the construction of a new bullring.

Of course, said works have the approval of
the population, as do works carried out in other
provinces and districts that receive canon, such
as monuments, new municipal or community
facilities, etc., but would it not be fully under-
standable to prioritize public works for water
and sanitation, electrification, storm drainage,
construction and equipping of health centers or
schools?

Not only has this problem continued, but
it has also worsened. In late 2021, San Marcos
district already had unrestricted cash balances
in excess of USD 1 billion, as an incomprehen-
sible example of useless accumulation of funds
and inadequate prioritization of investment
projects. Regarding this case, recent studies
state the following about the district:

6 The Banco de la Nacién is an institution that acts as the financial
agent of the Peruvian State, and has the largest network of bran-
ches and offices in Peru. It was founded in 1966. As of 2022, it had
a total of 638 branches across Peru, including in districts where it
is the only banking service provider. The author of this paper was
executive president of the Bank between 2006 and 2007.

San Marcos es (... el distrito mas rico
del Pert, ya que fue el que mas dinero
recibid por concepto de canon y regalias
mineras en el 2021. Sin embargo, es uno
de los distritos con peor ejecucién a niv-
el nacional. El afio pasado, solo gasté el
36% del total de los recursos recibidos
por estos conceptos. [San Marcos is (...)
the wealthiest district in Peru because
it is the district that received the most
money from canon and mining royal-
ties in 2021. However, it is one of the
districts with the worst resource im-
plementation records nationwide. Last
year, it only spent 36% of the total of
resources received from these sources].
(Luna, 2022, par. 1)

It adds the revealing figures of the essen-
tial infrastructure deficit that continues to this
day:

Las brechas sociales y econémicas en
San Marcos son muy grandes. Alrede-
dor de 3,000 hogares no tiene acceso a
la red de desagtie, el 99% de las pistas
estan sin pavimentar, se requiere con-
struir 10 colegios para cerrar la brecha
de infraestructura educativa, el 15% de
nifios padece desnutricién croénica y el
82% de la superficie agricola no cuenta
con sistema de riego (8,231 hectareas).
[Social and economic gaps in San Mar-
cos are enormous. Nearly 3,000 homes
do not have access to the sewage net-
work; 99% of roads are unpaved; it is
necessary to build 10 schools to close
the gap in educational infrastructure;
15% of children suffer from chronic
malnutrition; and 82% of the agricul-
tural land surface do not have access
to an irrigation system (8,231 acres)].
(Luna, 2022, par. 2)

No planning, no management capacity,
many corruption cases

San Marcos is just one example of many in Peru,
where the problem is not a lack of financial re-
sources, but rather a lack of adequate strategic
planning and an evident inability to adequately
manage those resources.

In such regard, Luna’s report states:
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Solo en el 2021, se dejaron de invertir S/
466 millones, con lo que se pudo haber
construido 7 centros de salud o utilizar
menos de la mitad de estos recursos no
gastados (S/ 173 millones) en cerrar la
brecha de acceso a agua, saneamiento y
electricidad del distrito.

Para abril del 2022, se tenia 24 proyec-
tos paralizados que suman una in-
version de S/ 191 millones. (Luna, 2022,
par. 4-5)

[In 2021 alone, USD 466 million were
not invested. This could have helped
build seven health centers; or else, less
than half of this amount (PEN 173 mil-
lion) could have been spent on closing
the gap in access to water, sanitation,
and electricity in the district]. By April
2022, 24 projects were stalled, which
amounts to an investment of PEN 191
million.

In the current administration, between
2019 and 2021, the district received
PEN 248 million for urban transpor-
tation projects, but only implemented
20%, despite the fact that almost 100%
of San Marcos’ roads are unpaved].
(Luna, 2022, par. 4-5)

Molina (2022), citing a report by the Con-
traloria General de la Republica for all govern-
ment levels, states that, as of June 2022, there
were 1,704 stalled works in local governments
with an unimplemented investment of PEN
6.983 billion, and 274 paralyzed works in re-
gional governments with an unimplemented
public investment of PEN 12.854 billion. As
for the national government, by the same date,
there were 368 stalled works compromising an
investment of PEN 9.893 billion.

The problem of corruption is also a key
factor in the performance of sub-national gov-
ernments. In such regard, a report by Ojo Pu-
blico (Montafo, 2022) shows shocking figures.
The 25 regional governors elected for the peri-
od 2018-2022 have pending investigations in
the Public Prosecutor’s Office; 21 of them have
ongoing proceedings for alleged corruption of-
fenses; eight regional governors were unable to
complete their term of office as a result of these

proceedings; in addition, there are 196 ongoing
investigations against regional authorities for
alleged corruption offenses in the Anti-Corrup-
tion Prosecutor’s Office (Montafio, 2022).

Undoubtedly, the high incidence of corrup-
tion cases is only a sign of the political crisis
that Peru has been experiencing for some time,
which is reflected in weak and aimless political
parties, absence of new leadership and updated
proposals that take into account the interests
of citizens.

This complicated reality can be explained
not only by the lack of planning and deficient
management, but also by the existence of a still
paternalistic “mentality”, which claims that
the resources from the canon, sobrecanon and
royalties are “our resources” and “we can use
them for whatever we consider most conven-
ient”, even if there are priority issues that have
not been addressed. Basic issues such as water
and sewage infrastructure, education or public
health are responsibilities attributed to the na-
tional government.

The contradiction is that, in many cases,
authorities and anti-mining leaders, who for the
most part are responsible for the inadequate
use of canon resources, are permanently incit-
ing the population to block roads and access
to the mines, demanding more resources, in a
clearly deceptive populist practice. This leads
us to the absurdity that provinces and districts
that have financial resources do not meet their
basic needs.

Results obtained in the main municipal-
ities with canon

Table 3 shows interesting results. The budget
implementation figures for investments in the
18 provinces or districts in six regions that re-
ceive the largest amount of canon, sobrecanon
and royalties in Peru are compared.

In 2022 alone, according to MEF figures
(2023), these eighteen districts’ or provinces
had an improved initial budget for investments

7 Among the eighteen districts included in the sample of those re-
ceiving the highest royalty income is Megantoni, created on July 6,
2016, and comprising the territories where the Camisea Gas lots

are located and where native Machiguenga communities
live. This is the reason why there is no poverty figu-
res for that district in 2009 in Table 3.
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Table 3

Budget implementation of investments and poverty levels in districts with the largest canon: 2009-2022 (in millions of

soles and percentages)

Amended institutional

Region District budget (PIM, million Implemented Poverty 2009 Poverty 2018
UsD)
Ancash N.Chimbote 249.8 52.20% 21.40% 13.80%
Ancash San Marcos 995.9 37.40% 16.40% 24.80%
Ancash Santa (P) 364.8 35.00% 24.50% 14.80%
Arequipa Cerro Color. 197.6 48.20% 18.00% 9.10%
Arequipa Paucarpata 115.7 89.00% 23.50% 8.30%
Arequipa Yarabamba 304.3 21.50% 22.40% 15.70%
Cusco Echarate 149.8 79.30% 48.10% 23.20%
Cusco Espinar 207.2 69.00% 64.40% 3090%
Cusco Megantoni 356.6 50.70% n.d. 33.60%
Cusco Pichari 183.1 72.20% 58.70% 30.70%
Moquegua M. Nieto 205.1 78.80% 18.80% 8.10%
Moquegua Torata 115.2 81.90% 11.10% 6.10%
Piura Piura (P) 1429 56.20% 16.90% 9.80%
Piura Parifias 132.7 50.70% 18.00% 15.60%
Piura Tambogrande 122.7 51.20% 43.80% 38.10%
Tacna G.Albarracin 2059 86.80% 14.20% 18.70%
Tacna Ilabaya 135.5 68.80% 1,1% 6.90%
Tacna Ite 1259 66.40% 7,0% 7,0%

Note. (P) Province municipality n.d. non-available data

Note. Adapted from the Ministerio de Economia y Finanzas (MEF, 2023; Instituto Nacional de Estadistica e Informética (INEI), 2010,

NIEL 2020.

amounting to PEN 4.311 billion (equivalent to
USD 1.141 billion), more than 70% of which
came from resources from canon, sobrecanon
and royalties. However, on average, these sub-
national governments only implemented 61%
of that budget, with some of them recording
very low levels of implementation, such as Yara-
bamba (21.5%) in Arequipa or Santa (35%) and
San Marcos (37%) in Ancash.

It is evident that the budget implementa-
tion of inefficient investments leaves many pro-
jects unimplemented and budgetary resources
unused, while the population in these locations
continues to face serious limitations in the pro-
vision of basic public services. Two additional
issues that should be investigated —-and will not
be analyzed in this paper—are the quality and
priority of the projects executed (taking into ac-
countthe existing social gaps) and whether what
appears in the MEF statistics as implemented
(accrued) budget is the actual progress in phys-
ical works or only financial implementation
(transfer).

Table 3 also shows that, in the vast major-
ity of the subnational governments included in
the sample, according to official INEI figures,
monetary poverty decreased substantially
between 2009 and 2018, contradicting the
typical narrative on the subject that claims
that areas with natural resource exploita-
tion that are entitled to canon, sobrecanon
and royalties have not reduced their poverty
levels. The same analysis should be made to
evaluate poverty in terms of unsatisfied basic
needs, in accordance with the United Nations
methodology.

However, what is striking and merits fur-
ther analysis, is what happened to poverty in
the district of San Marcos in Ancash and in the
sampled subnational governments of Tacna: in
all of them, monetary poverty increased rather
than decreased between 2009 and 2018. All
of this is prior to the adverse effects that the
COVID-19 pandemic had on poverty.
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CONCLUSIONS

Conclusions and solution proposals to
this complex problem

Based on all the aspects analyzed, the first
point to be made is that the regionalization pro-
cess based on departments did not work, and
it is necessary to rethink the strategy involv-
ing macro-regions and transversal common-
wealths that adequately manage watersheds,
with intermediate cities to provide basic ser-
vices to the poorest population that currently
lives in isolated places and with a substantive
change of mentality in the management of the
territory in Peru. This is no easy task. It will
require much dialog, convincing, and minimum
consensus. Accomplishing it will take sever-
al government terms and even constitutional
changes, but the task must start now.

Widespread corruption and the lack of
transparency and inefficiency in management
must be corrected by rethinking the process
of allocating resources to subnational govern-
ments, establishing specific policies to prevent
corruption, and setting up technical offices to
help regions and municipalities manage projects.

It is also necessary to strengthen the hu-
man capital of municipalities and regions,
avoiding excessive turnover of officials with
each new administration, to improve the crite-
ria for resource allocation from the Municipal
Compensation Fund (FONCOMUN)?® and the Re-
gional Compensation Fund (FONCOR)’ to try
to reduce existing disparities and improve the
coordination and joint execution of common in-
terest projects.

Definitely, a substantial part of the im-
provement in the management of public ex-
penditure in sub-national governments in-
volves reviewing the way in which projects are

8 FONCOMUN was created by Decreto Legislativo No. 776, Munici-
pal Taxation Act from November 15, 2004, and is endorsed by the
Constitution (Constitucion Politica del Peru, Section 196, Numeral
5). Its aim is to promote investment in Peruvian municipalities,
prioritizing those located in the most remote and disadvantaged
areas. FONCOMUN includes the Municipal Promotion Tax (93.95%
of the total), the Road Tax (6.12% of the total) and the Tax on Re-
creational Vessels (0.13% of the total).

9 FONCOR obtains resources from concession processes, as well as
from resources allocated in the budget. It was created by Act No.
27783 from July 17, 2002, and is proportionally distributed among
regional governments under equality and compensation criteria.
They are used exclusively in regional investment projects.

allocated and prioritized with canon resources,
sobrecanon, and royalties.

It is necessary to manage with strategic
planning at regional and local levels. There
are national plans and also sectorial and insti-
tutional operational plans, which should con-
stitute frameworks for the public investment
projects from sub-national governments. The
Centro Nacional de Planeamiento Estratégico
(CEPLAN, 2022)" has prepared the Plan Es-
tratégico de Desarrollo Nacional al 2050", later
officially approved.

The question that immediately arises is:
Does the allocation of budgetary resources,
the use of resources from canon, sobrecanon
and royalties, and the prioritization of public
investment projects in sub-national govern-
ments contribute to achieving the 2050 vision
of “inclusive, equal opportunity, competitive
and sustainable development throughout the
national territory”? According to the issues
analyzed in this paper, the answer is that no
progress is being made toward that goal.

Another important issue is related to tech-
nical studies of poor quality being conducted.
As is already known, the range of public invest-
ment projects necessarily goes through the
pre-investment study preparation stage (from
the profile to the feasibility) and the relevant
Technical Dossier. The cause-effect relationship
is very simple: if the studies are poor, the pro-
jects will be poor as a result.

In this regard, it is necessary to reinforce
the capacity of sub-national government of-
ficers to formulate, execute and supervise pub-
lic investment projects. It is important to note
the fact that, on many occasions, the companies
in charge of preparing these technical studies
do not have the necessary profile and experi-
ence to carry out such work.

Interesting proposals in this regard sug-
gest the following: that the MEF should pro-
vide support to improve the quality of the in-
vestment projects; facilitating the support of

10 CEPLAN was created through Decree No. 1088, approved on
July 28, 2008. This agency oversees the National Strategic Plan-
ning System and is responsible for the preparation of national
strategic plans.

11 The Plan Estratégico de Desarrollo Nacional al 2050 was appro-
ved through Supreme Decree No. 095-2022-PCM on July 28, 2022.
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renowned engineering consulting firms in this
task; entering into cooperation agreements
with specialized university schools and estab-
lishing project management offices (PMOs),
especially in cases involving medium or large
projects with a macro-regional impact. In all
cases, efforts should focus primarily on closing
the socioeconomic gaps in the respective local-
ities. To this end, it is necessary to sensitize the
beneficiaries to support the process, and to pri-
oritize appropriately.

In search of collaborative work, mining
companies could finance the hiring of technical
teams for projects in their zones of influence.
The concession companies themselves can ef-
fectively contribute to the creation of these
technical support teams.

On the other hand, it is necessary to re-
view the current legislation for the use of
resources from the canon, sobrecanon and
royalties, so that these can also be used for
scientific research as well as operation and
maintenance expenses, since one of the prob-
lems observed in public investment projects in
different parts of the country is that there is
no post-investment follow-up and, as a result,
there are health centers and hospitals that
are finished but not equipped, equipment that
is no longer used due to lack of maintenance,
among other problems.
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