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PRINCIPLES OF FISCAL 
FEDERALISM 

National public goods vs Local public goods 
 

Competition between communities (Tiebout Hypothesis) 

Adaptation to preference and shared responsibilities 

 
Market Failures 

- Externalities 

- (Tax) Competition and profit maximization vs. economic gardening 

 

Redistribution 

Inequality (Individuals and Communities) 

 



DIVISION OF RESPONSIBILITIES 

•   Economies of scale 

•   Capacity 

• Decision making process 

• Available resources  

 - Size of funding 

 - Fiscal transfer 

 - Devolved fiscal power 



RESOURCE REVENUE SHARING 
AROUND THE WORLD 

Source: Bauer et al. 2016, Natural Resource Revenue Sharing, NRGI and UNDP.  



SUBNATIONAL TAX COLLECTION - MINING 

Source: Bauer et al. 2016, Natural Resource Revenue Sharing, NRGI and UNDP.  



DERIVATION-BASED 
INTERGOVERNMENTAL TRANSFERS 

Source: Bauer et al. 2016, Natural Resource Revenue Sharing, NRGI and UNDP.  



FISCAL POWER 



Principles of Taxation (Stiglitz, 2000) 

1. Efficiency – the tax system should not be distortionary; it 
should be used to enhance economic efficiency 

2. Administrative simplicity – tax system should  have low 
costs of administration and compliance 

3. Flexibility – the tax system should allow easy adaptation 
changing circumstances 

4. Political responsibility – the tax system should be 
transparent 

5. Fairness – the tax system should be, should be seen to be, 
fair, treating those in similar circumstances similarly, and 
imposing higher taxes on those who can better bear the 
burden of taxation.  

MOBILIZATION OF RESOURCES 



1. Certainty, fiscal stability, and administrative convenience 
apart from neutrality (Sarma & Naresh, 2001). 

2. The government has to secure an appropriate share in 
the mineral rent as owner of minerals. If valuable 
minerals are extracted, the government should receive 
separate payment over and above the regular tax (Sarma 
& Naresh, 2001).  

3. Taxation as a tool to manage the quick exploitation of 
mineral resources producing cheap products that are 
consumed wastefully. 

4. Accounts for negative externality. 

 

TAXATION PRINCIPLES FOR THE 
EXTRACTIVE SECTOR 



SAMPLE TAXES AND  
FISCAL INCENTIVES/LIMITATIONS 

Taxes and Incentives Philippines Papua New Guinea Indonesia Vietnam 

Corporate Income Tax 30% 37% d 

40% e 

2% f 

25% 32-50%n 

Mineral Taxes Gold 2% a 

  

2% a 3.75% h 15% o 

Nickel 4-5% i 10% 

Copper 4% j 10% 

Additional tax in 

mineral reservation 

areas 

5% b   10% k   

Tax to indigenous 

communities 

1% c       

Export tax -   20% 10% 

Withholding tax on dividends 15% 15% 20% - 

Withholding tax on royalties 30% 10-15% g 20% - 

Withholding tax on interests 20% 10-15% g 20% - 

Fiscal Incentives/ Limitations  

Ring fencing No Yes No No 

Income tax holiday Yesl Yes Yes Yes 

Accelerated depreciation Yes Yes Yes Yes 

Deduction of exploration expense Yes Yes Yes Yes 

Carried forward tax losses Yes Yes Yes Yes 

Thin capitalization limitm No No No No 



SAMPLES OF TAXES IMPOSED ON 
MINING COMPANIES (PHILIPPINES) 

BIR Corporate Income Tax 

  Excise Tax 

  

Withholding tax - Foreign shareholder 

dividends 

  

Withholding tax - Royalties to claim 

owners and IPs 

BOC Customs duties 

  

VAT on imported materials and 

equipment 

  Excise tax on imported goods 

MGB  Royalty in mineral reservation  

 PPA Fees on ports 

LGUs Community tax 

  Environmental fees 

  Extraction fees 

  Local business tax  

  Local wharfage fees 

  Mayor's permit 

  Mine wastes & tailing fees 

  Occupation fees 

  Real property tax - Basic 

  Real property tax - SEF 

  Registration fee 

  Regulatory/Administrative fees 

  Rental fees on mineral lands 

  Other LGU payments 



DECISION MAKING 
PROCESS 















COMMON POLICY 
CONFLICTS TO 

NATURAL 
RESOURCE 
PROBLEMS 







SEVERE CHALLENGES ON 
NATURAL RESOURCE TRANSFERS 

1. Finance not following function (mismatch between 
reve ue a d e pe diture assig e ts) → oo -bust 
cycles and wasteful spending  

2. La k of legal larit , tra spare  a d oversight → o -
payment to subnational authorities  

3. La k of o se sus uildi g → o peace 

 

Source: Bauer et al. 2016, Natural Resource Revenue Sharing, NRGI and UNDP.  



10 recommendations 

Align system 
with 

objectives  

Clear 
objectives 

Keep 
expenditure  

obligations in 
mind 

Appropriate 
revenue 

streams and 
fiscal tools 

Simple and 
enforceable 

formula 

Smooth fiscal 
expenditures 

A degree of 
flexibility 

National 
consensus 

Transparen-
cy and 

oversight 

Codify the 
formula in law 

Source: Bauer et al. 2016, Natural Resource 

Revenue Sharing, NRGI and UNDP.  
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