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To the memory of the millions of civilians and soldiers 

who died in civil conflicts on oil wealth around the world. 

  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Now that there’s oil in South Sudan, the next war is not going 

to be just 17 years, it is going to be 170 years.” 

(President Gaafar Nimeiri of Sudan, circa 1980) 

 

 

 

“Oil is not of the government of the State of Rio de Janeiro, it is 

not of Petrobras; it is of Brazilian people and we need to discuss 

the fate of this oil.”  

(Former Brazilian president Luis Inácio Lula da Silva, August 

2008). 
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Abstract 

 

The present work intends to investigate the impacts of political institutions, external to 

federalism, on the behavior of oil-producing federative countries when facing a windfall 

of oil-related revenues. The research is performed through the comparative analysis of 

the historical processes of the major eleven oil-producing federative countries – 

Australia, Brazil, Canada, India, Malaysia, Mexico, Nigeria, Russia, Sudan/South 

Sudan, United States of America and Venezuela –, using methodological qualitative 

approach, through process-tracing and historical explanation. Three institutional 

features of the political environments were analyzed: credible mechanisms of inter-

federative negotiation, effective mechanisms of compensations and fiscal equalization 

among the federative units, and the political safeguards to federalism, comprising the 

federal Executive, the party system and the Judiciary. Following the concepts and 

definitions provided by the literature on federalism, conflicts, oil-related issues and 

other subjects, the historical processes of the federative countries’ experiences were 

described and then analyzed through the proposed methodological procedures, applying 

the proposed institutional framework.  
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Resumo  

 

O presente trabalho pretende investigar os impactos de instituições políticas externas ao 

federalismo sobre o comportamento dos países federativos produtores de petróleo, 

diante de uma receita inesperada de receitas relacionadas a óleo e gás. A pesquisa foi 

realizada através da análise comparativa dos processos históricos dos principais países 

federativos produtores de petróleo - Austrália, Brasil, Canadá, Índia, Malásia, México, 

Nigéria, Rússia, Sudão / Sudão do Sul, Estados Unidos da América e Venezuela –, 

utilizando abordagem metodológica qualitativa, através do método de process tracing 

(mapeamento de processos) e explicação histórica. Foram analisadas três características 

institucionais dos ambientes políticos: mecanismos críveis de negociação 

interfederativa, mecanismos efetivos de compensações e equalização fiscal entre as 

unidades federativas e as salvaguardas políticas ao federalismo, que incluem o 

Executivo federal, o sistema partidário e o Poder Judiciário. Seguindo os conceitos e 

definições fornecidos pela literatura sobre federalismo, conflitos políticos civis e 

federativos, questões relacionadas ao petróleo e temas afins, os processos históricos das 

experiências dos países federativos foram descritos e depois analisados através dos 

procedimentos metodológicos propostos, aplicando o quadro institucional proposto pelo 

pesquisador. 
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INTRODUCTION 

 

Brazil, 2012. A federative dispute without precedents in the recent history of the 

country reaches its climax when the National Congress passes a bill that, among other 

features, intended to modify the patterns of oil and gas revenues distribution among 

Brazilian federative units, affecting also existent contracts and endangering the finances 

of the producer units. Since 2009 the subject was in the public agenda and mobilized 

politicians of all tendencies, pundits, scholars and the civil society into inflamed 

discourses, articles, constitutional debates and demonstrations, showing frankly the 

many aspects of the opposition among oil and gas producing and non-producing units. 

The President of the Republic is now at a crossroad and the options in front of her are 

both controversial: vetoing the bill would preserve the already existent environment and 

protect the 2 oil and gas producing units’ interests, while turning the bill into law would 

please the 25 non-producing units but also weaken the stability of the institutional 

environment. The federative balance is at stake, but the institutional features of 

Brazilian political arrangements seem to keep the debates inside the federal political 

arena, without overflowing into separatist movements or armed conflicts, even though 

the people of the producing subnational entities feel wronged by the other units. 

 

Nigeria, 1967. Oil production, concentrated in the southeastern, Niger Delta region, is 

the prominent economic activity and the most important source of revenues to Nigerian 

government. The vast majority of oil revenues, however, went to the northern-ruled 

federal government. The southeastern subnational units, which already cultivated the 

thought of independence from the rest of the country, estimated that, if secession came, 

their oil revenues would be four to five times bigger, and this thought encouraged them 

to seek independence from former Nigeria and create the Republic of Biafra. The 

Federal Republic of Nigeria, at the other hand, considered that the independence of the 

Biafran region would have diminished its national oil production in half, which caused 

President Gowon to come down fiercely on the secessionist movement. This federative 

crisis led to the Biafran War, a civil conflict which would last until 1970, causing the 

death of at least one million Igbo people, most of them by starvation caused by food 

embargoes (Suberu, 2001). 
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Both these situations have in common the fact that the distribution of oil revenues was, 

if not the determinant factor, at least one of the most important to the rise of these 

federative crises – and this relationship seems to happen in many other cases of 

federative disputes, civil wars and secessionist tendencies (Ross, 2012). Nevertheless, 

the different reactions provided by these political arrangements show that some 

federative environments may be more prone to conflict than others, or can have their 

own ways to deal with domestic political crises generated by oil-related wealth. 

 

Considering, then, that the consequences of oil and gas revenues on the political 

arrangements of federative countries can be so diverse, two puzzling questions arise: 

Why do different federative countries, even with similar federal systems, react 

differently when facing a windfall of oil and gas revenues, and which features of the 

institutional arrangements of federations tend to increase the level of subnational 

conflicts in the case of an oil and gas rent shock? 

 

Taking this puzzles as starting points, this research aims at investigating how do 

political institutions of federative countries – specifically institutions that are not 

necessarily correlated to federalism – shape the reactions of their federative 

arrangements in the case of a windfall of oil and gas governmental revenues, and how 

these features of the political and institutional design of a country can increase the level 

of federative conflicts caused by the distribution of oil and gas revenues among its units.  

 

As a matter of fact, governmental revenues from oil and natural gas are often taken as 

the trigger of political instability, not only between different countries, but also within 

federations, influencing the degree of conflict or cooperation among subnational 

federative units. The emergence or increase of oil and gas revenues, in such a context, is 

known to impact significantly the political environment in which these resources are 

explored, and ultimately to influence the institutional arrangements of federations and 

the political relations among subnational entities, having then the power to create or 

increase federal conflicts (Dunning, 2008; Ross, 2012). 

 

The distribution of oil and gas revenues among subnational political entities of a federal 

state is, as history shows, a troubled reality experienced by many oil and gas producing 
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countries, whose respective political arrangements will often differ when it comes to the 

responses presented to this problem, going from a mere legislative debate on the issue to 

the extremes of armed conflicts and separatist wars.  

 

These new revenues can be significant enough to resize the strategies of the actors in the 

decision process: for example, if prior to the emergence of such revenues it was of 

interest to certain political and economic agents to maintain the balance of the 

institutional environment, perhaps the same agents, having the prospect of new rents, 

will find themselves tempted to maximize their gains through revisiting the rules 

governing the distribution of such revenues. Thus, it is expected that the emergence of 

new revenues coming from the exploitation of oil and natural gas will influence a 

redesign of the political institutions of the oil sector – for example, by modifying the 

regulatory framework –, having direct consequences on the federative equilibrium. 

 

It is also possible to point that political institutions and their ability to provide 

cooperation between political actors – like federations’ subnational entities – are 

important determinants of the greater or lesser degree of conflict between the federative 

entities regarding the wealth distribution. Political systems in which decision-making 

occurs in a more negotiated and agreed manner, with the promotion of compensatory 

policies to oil and gas producing federative units, shall generate less instability of the 

political game: the rules tend to be better defined, there should be fewer surprises in 

decision making, with greater certainty and stability, and this equilibrium shall promote 

a virtuous environment for economic investment and development of the federation as a 

whole.  

 

An extensive analysis of the literature on subjects such as federative institutions, fiscal 

federalism, resource curse theory and federative relationships shows that there is still a 

theoretical gap on the matters here approached. The impacts that the political 

institutions of a federative country have on its own federal stability while facing a 

windfall of oil and gas revenues, and the extent to which they influence the decision-

making process and the degree of conflict and/or cooperation among subnational 

federative entities, are still matters to be addressed, and these are the analytical and 

methodological challenges of this research. The contribution this research intends to 

bring is fulfilling this gap, providing also for a comparative analysis between different 
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oil-producing countries that adopt the federal system, in order to investigate how 

political institutions shape the performances of federative arrangements when facing 

domestic crises related to oil and gas revenues. 

 

As said above, this research intends to analyze the institutional patterns of the behavior 

of federations when facing a rents’ shock caused by oil revenues, and this design can 

give birth to two questions, concerning to the coverage of the research – the fact that it 

comprises only federative countries –, as well as to the concept of  “federation” that is 

adopted here. 

 

Indeed, it can be argued that the rise of political conflicts on oil revenues is not a 

privilege of federations only, but spreads also to unitary countries. In this context, it is 

important to state that the limitations of this work – concerning to time schedule of the 

Ph.D. thesis, the methodological possibilities and even the limits of the researcher 

himself – pointed to the need of restraining the research, converging to the initial idea of 

studying the behavior of the politically autonomous, territorial entities that coexist 

inside federations. 

 

The issue related to the concepts of “federalism” and “federation” adopted by this 

research can be answered simply, for this work adopts the classic and most basic 

definitions of these political ideas. Thus, “federalism” in this work applies to the 

political philosophy that supports the foundation and the functioning of federations, 

having as its core idea the sharing of power between national and subnational spheres of 

government, in a manner that each government level has some subjects on which it can 

make final decisions (Riker, 1975), combining elements of shared-rule and territorial 

self-rule (Lluch, 2011), and creating an institutional environment where citizenship is 

exercised by the people simultaneously before each one of these governmental spheres 

(Beer, 1993). “Federation”, in this context, indicates an institutional arrangement 

consisting in the union of two or more political entities, which, altogether, integrate a 

greater political unity, while remaining relatively autonomous from the central power 

that congregates them, generating, therefore, a State in which the political power is 

exercised by entities of different levels, either national or subnational, through a 

constitutional compromise and definition of administrative, fiscal, political, and 
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legislative competences, distributed among the federative units (Bhargava, 1953; King, 

1982; Zippelius, 1997).       

 

Basing on historical analysis, this work assumes that federative conflicts on oil revenues 

arise, or experiment an increase, because the political actors of a federation – who 

always represent, in higher or lower degree, the federative units from which they came 

or where their constituents are – tend to adopt opportunistic behaviors towards the rules 

concerning to the property of oil and gas and/or the distribution, among federative units, 

of the wealth related to these natural resources. Therefore, oil-producing federative units 

will defend the maintenance or the establishing of rules which grant them the property 

of the resources and/or the oil-related rents, while non-producing units will act in order 

to maximize their gains through the federalization of assets or a larger distribution of 

the revenues.   

 

The antagonism between these positions inside a federation will give birth to a political 

dispute, which will then be dealt with by each political environment according to its 

own institutions – and this dispute may be resolved or turn into a conflict. This conflict, 

in turn, can be restricted to the political sphere, as happened to Brazil, or even turn into 

a violent crisis, like the Biafran War.  

 

The increase of the level of federative conflict of each federation, then, will be a 

consequence of the institutions which permeate and guide its political environment. The 

analysis performed by this work, therefore, identified three features of federative 

environments which can directly impact the behavior of the federative units when facing 

a dispute on oil revenues: the existence of sufficiently clear mechanisms of inter-

federative negotiation and bargain among federative entities, the presence and the 

effectiveness of political safeguards to federalism and the possibility of credible 

mechanisms of compensations to mitigate the positional differences among federative 

units.  

 

This thesis argues, thereby, that federative conflicts on oil-related wealth occur because 

of attempts to change the pre-established rules on the property and/or the distribution of 

oil revenues, when the federation faces an increase – or even the mere perspective of an 

increase – of the rents generated by the oil sector. Also, it argues that these 
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opportunistic attempts will be made when the political environment of the federation 

does not have institutions endowed with the mission to establish a stable process of 

negotiation among federative units, to curb the opportunistic actions of political players 

or to compensate the losses of resource-producing units, in order to preserve the 

federative balance 

 

Assuming that these institutions, as comparative studies of institutional arrangements 

demonstrate, may have the most varied combinations, it is expected that from these 

different interactions between political institutions derive diverse answers regarding the 

definition of how do these countries manage the federative issues related to oil and gas 

revenues. 

 

This work intends to assess the causal relationship between political institutions and oil-

related federative conflicts, through the analysis of selected cases of oil-producing 

federative countries. The research here performed relies on comparative historical 

methods, mainly through the comparative analysis of empirical data on federative 

arrangements and on crises which took place in distinct oil-producing federative 

countries. 

 

The choice of using qualitative methodology – whose importance is being reaffirmed 

since the edition of the work by King, Keohane & Verba (1994) and the many studies 

that followed, like Mahoney (2010), Goertz (2006) and Gerring (2007) – is based on the 

perception that the main goal of this research is not to find out the mean effect of some 

causes, as would be the idea of a quantitative analysis, but rather the causes of events. 

Therefore, the qualitative way of thinking and its respective methodological tools, like 

process tracing and the theory on the development of concepts, show extremely suitable 

for achieving the objectives here proposed. 

 

The cross-national comparisons intended by this research took as cases the histories of 

oil-producing federative countries with substantial production – comprising Australia, 

Brazil, Canada, India, Malaysia, Mexico, Nigeria, Russia, Sudan (before the 

independence of South Sudan), United States of America, and Venezuela –, intending to 

check for within-case evidences, defined as evidences “from within the temporal, 

spatial, or topical domain defined as a case” (Bennett & Checkel, 2015), to understand 
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how the selected countries reacted when facing the events of windfalls of oil and gas 

revenues, and what led to the respective institutional reactions. 

 

The comparative analysis of different federative countries’ experiences relating to oil-

related federative crises constitutes, then, an important tool to the investigation of 

causes of the difference between the responses given by diverse federal systems to 

political instability caused by a windfall of resources, as wanted by this research. In this 

context, it is important to notice that the qualitative methods here described, as pointed 

out by Falleti & Lynch (2009), allow the researcher to contextualize and investigate the 

causal explanations.   

 

Also, this study presents a difficulty concerning to the fact that the variables here 

considered integrate a complex, multifaceted phenomenon, for each federative country 

is an unique microcosm and there are many layers of endogenous and exogenous 

variables which can somehow impact the performance of its political institutions. 

However, and having this fact in mind, this research was conducted in a manner to 

provide for the best understanding of the reality experimented by federative countries in 

whose economic and political environments oil and gas revenues have an important 

role, by comparing the historical processes which took place in different federative 

environments. 

 

To present in an appropriate way the ideas and the facts here exposed, this works begins 

with a conceptual and literature review, in its first chapter, addressing the impacts of 

natural resources to the political and economic environments of the resource-producing 

countries, the relationship between natural resources and political conflicts, the 

prominence of oil and gas in such a context, and the peculiar situation of oil-producing 

federative arrangements. The chapter also approaches the institutions of federalism and 

the peculiarities of the decision-making processes inside federations, forging the basis 

to the proposition of a framework of the political process that is experimented by 

federations when facing an increase of oil and gas revenues. 

 

The second chapter brings the histories and conjunctures of the analyzed oil-producing 

federations, in order to present to the reader the diverse historical experiences of these 

countries concerning to what happened to their federative environments when facing a 
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windfall of oil revenues. Next, the third chapter brings concepts and definitions that are 

important to the understanding of the phenomenon of the federative conflicts, as well as 

a categorization of these conflicts according to their different intensities, and presents a 

proposal of a conceptual framework to explain federative conflicts as historical 

processes. 

 

The methodological aspects of this work and the research design are the subject of the 

fourth chapter, which exposes the investigative steps and analytical procedures through 

which the selected cases were examined; after that, the fifth chapter comprises the 

analysis of the selected federative countries’ historical processes of different reactions 

to oil-related rent shocks, followed by a discussion on the findings and the final 

conclusions. 

 

*      *      * 

A final remark shall be done, so the reader can have the complete truth about what made 

me investigate the impacts of institutions on the behavior of federations in the case of a 

windfall of oil revenues, beyond academic reasons.  

 

In November 2012, while the federative conflict in Brazil was in its worst, I was in 

charge as law counsellor to the Secretariat of Planning and Management of the State of 

Rio de Janeiro, the state that would lose most if the President of the Republic sanctioned 

the bill. I was in a meeting on the subject with the then State Governor, Sergio Cabral, 

and the Secretary of Planning and Management, Sérgio Ruy Barbosa, when the then 

Commander of the State Military Police, Colonel Mario Sérgio, called the Governor by 

the phone. When he hung up, the Governor told us, astonished, that the Commander 

said that, if the war was to come, then Rio de Janeiro would have 70,000 troops ready 

for action. And, without knowing why, I replied: 

  

- Mr. Governor, if the war comes, I’ll take up in arms.  

 

The ease with which I said these words astonished not only the Governor, but myself. I 

realized that, if the feeling of belonging to my home state was perhaps more present in 

me at that time than the nationality’s, if I was so upset with what I saw as a treason of 
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the federation against my state, and if a calm person like me could be so angry with it, 

that should be the force that pushed so many oil-related civil conflicts.  

 

After that, I started researching about federative conflicts on oil revenues, and wrote a 

brief study on the behavior of the Brazilian presidential coalition in the legislative 

process of modification of the regulatory patterns of the distribution of oil revenues, 

which I presented in a congress. In this process, I changed completely the subject of my 

Ph.D. thesis, and started studying oil-related federative conflicts. My attention was 

firstly attracted to the Brazilian, the Nigerian and the Canadian cases, and my initial 

intention was to investigate the impacts of oil in the federative arrangements of Brazil, 

Canada, Nigeria, Russia and United States. After the presentation of my thesis proposal, 

the scope of the research was extended and a different methodological approach was 

presented to me, so I substantially changed the objectives of the work and the 

methodology. 

 

I sincerely hope this research can shed some light on the causes and consequences of 

civil conflicts related to oil property and the distribution of revenues, and maybe can be 

of some help to prevent new federative conflicts from arising. 
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CHAPTER I - Oil, political conflicts, and federations 

 

1.1. The other side of wealth: natural resources and the “resource curse” 

 

Natural resources, to both the classic economic theory and the common sense, would be 

a most probable cause to a country’s proper economic development. However, or maybe 

because of that, natural resources seem to be in the center of human conflicts since the 

beginning of ages. From the ancient disputes on land, water and ore, to the most recent 

initiatives of the United States of America on Iraqi soil and the ISIS insurgence in the 

Middle East, natural resources – and the wealth associated to them – constitute one of 

the major motives of confrontation among nations or groups.  

 

The pernicious implications of natural resources to the economic development or to the 

political stability of a country generate what many scholars and pundits call “the 

resource curse”, referring to institutional crises that natural resources would bring to the 

political, economic and social environments, and therefore to the fact that such 

resources can be prejudicial to the country, not always acting as a blessing. Many works 

associate the availability of natural resources and their exploitation to the deployment of 

autocratic regimes, environmental devastation, economic dependence on few 

commodities, political instability, wealth inequality and other harmful consequences 

(Dunning, 2008; Herb, 2005; and others). 

 

According to many earlier economists (Viner, 1952; Lewis, 1955; Watkins, 1963 and 

many others), the resource curse was not to happen: countries with natural resources 

would be blessed to have them, for they meant wealth and the possibility of attracting 

capital and investments from abroad, and would bring enough revenues to foster the 

development of the country’s economy, reflecting in an improvement of life standards 

(Ross, 2012). Political theorists would also advocate that the availability of natural 

resources would mean increases in a country’s per capita income, leading to 

improvements in the political stability, government efficiency, well-being and freedom 

rights (Lipset, 1959; Inglehart and Norris, 2003).  
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However, History showed that the availability of natural resources sometimes brings 

harmful effects to the countries where they are located and exploited, consequences that 

could be seen in many different aspects of the country’s economic and political 

environments. This negative relationship started being noticed at the 1980s, and the 

mechanisms that link natural resources to the so called “curse” are not completely 

demonstrated yet. Indeed, there are still some doubts on the actual existence of this 

relationship (Hendrix & Noland, 2014), but the results of many studies suggest this 

“curse” is real; Sachs and Warner (2001), for instance, noticed that “empirical support 

for the curse of natural resources is not bulletproof, but is quite strong”. Empirical 

research and theoretical studies converge towards the existence of a multifaceted 

resource curse. 

 

Karl (1997) suggest that this deleterious relationship between natural resources and 

damages to the political and economic scenarios happens because commodity-led 

economic growth “induces changes in prevailing notions of property rights, the relative 

power of interest groups and organizations, and the role and character of the state vis-à-

vis the market”. These changes in the institutional environment will subsequently 

redefine the financial patterns of the state, especially its tax structure, often creating 

disincentives to the establishment of regular taxes, considering that the resources-related 

governmental rents may be enough to support the state’s spending. The way these 

governments collect and distribute taxes, in turn, creates incentives that will gradually 

affect the organization of political and economic life and shape government preferences 

concerning to public policies.  

 

Also, according to the studies on the resource curse, the harmful effects of natural 

resources will be greater the more dependent on the natural resources a country is. The 

highest peak of natural resource-dependence might be the so called “rentier states”.  

 

Many natural resources producing countries are considered by scholars as rentier states, 

countries whose economies and government budgets depend on rents from foreign 

individuals, concerns, or governments (Mahdavi, 1970), or in which the rents are paid 

by foreign actors, where they accrue directly to the state, and where “only a few are 

engaged in the generation of this rent (wealth), the majority being only involved in the 

distribution or utilization of it” (Beblawi, 1987). The term “rents”, in this context, refers 
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to revenues that are not generated by productive human activity but instead by the 

scarcity value of natural endowments (Herb, 2005). The notion of rentier state is also 

applied to countries whose economies are dependent on natural resources, but mainly 

the designation of a country as rentier state depends on the share of the natural resource-

related rents in total governmental revenues.   

 

Rentierism, in this context, would submit the resources-dependent country to the 

resource curse at its purest, vilest form, damaging the institutional environment, 

compromising the public finances, democracy, civil liberties, economic activities and, 

last but not least, political stability. 

 

The relationship between rentierism and the decline of democracy is the subject of 

many theoretical works and case studies, such as the performed by Anderson (1987), 

Crystal (1995), Dunning (2008) and Karl (1997), among others. These scholars 

recognize the links between natural resource rents and failed democracies or failed 

states, claiming that the windfall of rents coming from abroad exercise pressures on 

institutional, economic and political arrangements.  

 

Studies which approach the impact of natural resources on economic development 

usually examine the impacts of the resources-related revenues on policies, on the 

allocation of financial resources and also on investment patterns. Regarding to 

institutional features, scholars utilize the rentier framework to understand how 

extractive and regulative abilities of states seem to decline in times of abundance of 

resources, assuming also that, when crises come, the lack of these capabilities is sensed 

in its fullness. Also, the lack of financial constraints on the state may hinder other 

constraints, for example, in coercive ability and bureaucratic organization (Okruhlik, 

1999). 

 

Concerning to the political aspects, an important argument establishes that rents derived 

from abroad break a linkage between a state and its people. Quoting from the work of 

Okruhlik, “as oil revenues accrue from abroad, the state is relieved of the burden of 

taxation. In turn, the primary function of the state becomes distribution (or allocation) 

rather than extraction. States then utilize the distributive function as a potential source 
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of legitimacy” (Okruhlik, 1999). Also, studies usually tend to convert the state into a 

concrete thing and to impose an artificial and rigid separation between ruler and ruled. 

 

In such a context, the abundance of governmental rents generated by the exploitation of 

natural resources would induce governments to spend more and with fewer worries, 

softening the constraints on budgetary expenditures and relaxing the bonds of the 

instruments of checks and balances. Moore (2007) remarks that contemporary studies 

suggest, through historical and deductive argument, that the dependence of governments 

on “unearned” income – like external aid or natural resource-related revenues – is 

related to adverse effects on the respective countries’ accountability, responsiveness and 

capability.  

 

Nevertheless, recent development literature suggests that countries receiving large 

amounts of natural resources-related rents are likely to raise less revenues from taxation 

on domestic production of goods and services, incomes and other taxable sources, 

implying that there is a negative relationship between governmental revenues from 

natural resources and monies derived from other domestic sources. Bornhost et al. 

(2008) performed a quantitative analysis of a panel of 30 hydrocarbon producing 

countries and concluded that the analyzed data supported this hypothesis, finding “a 

statistically significant negative relation, with a typical result being that a 1 percentage 

point increase in hydrocarbon revenue (in relation to GDP) lowers non-hydrocarbon 

revenues by about 0.2 percent after controlling for other factors that might be expected 

to impact on domestic revenues”. According to the results of their research, then, 

Bornhost et al. concluded that rents from natural resources are likely to compress the 

revenues from other sources, mainly domestic ones (Bornhost et al, 2008). 

 

This relationship, as already observed by Luciani (1987) and Ross (2001), suggested 

that governments that obtain sufficient revenues from the exploitation of mineral 

resources are more likely to tax their people less heavily, or even not at all; in turn, 

citizens would become less interested in monitoring the activity of the state, which may 

become less accountable. In the spirituous words of Ross (2012), “just as people are 

affected by the kinds of food they eat, governments are affected by the kinds of 

revenues they collect”. 
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Many resource-rich countries would also prove to be inclined to the so called “Dutch 

disease” – in which the increase of the economic activities related to the resource 

exploitation would also induce a decline of other industries, thus generating an 

undesired dependence on the natural resource-related activities (Corden, 1984). This 

phenomenon was named by The Economist magazine in 1977 to describe the pernicious 

effects of natural gas exports on the Dutch economy, with the decline of the 

manufacturing and agricultural sectors in the Netherlands after the discovery of the 

Groningen natural gas field in 1959.  

 

As a matter of fact, when natural resources-related economic activities experiment a 

boom, they pull capital and workers out of manufacturing and agricultural sectors, 

causing the lack of laborers and investment, and a raise in the production costs; also, as 

monies from the natural resource exploitation enter the market, the currency exchange 

rate is altered, making it cheaper to import agricultural and manufactured products than 

to produce them internally, causing a decrease in the domestic productive sectors, which 

become less competitive and tend to decline. 

 

Many resource-producing countries also show huge environmental damages, with oil 

spillovers and degradation, and some countries suffer from political instability directly 

attached to the increase of natural resources exploitation, in some cases leading to the 

establishment of autocracies and also to rebellions and civil wars, as happened in 

Nigeria, Angola, Indonesia, Iraq and many others (Ross, 2012).  

 

 

1.2. Natural resources and political conflicts 

 

As endorsed by a vast literature (a good account of whose can be found at Acemoglu et 

al., 2012), natural resources are in a prominent position when it comes to leading to 

conflicts, both among different States or within one country’s borders. Throughout 

history, competition over scarce resources – and important natural resources are often 

rare – has been appointed as the underlying cause of wars, which have been fought not 

only over the control of territories, but also of the riches those territories contained; 

possible to verify that the possession and availability of valuable natural resources are 
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major components of the development of conflicts (Gat, 2006; Findlay & Rourke, 

2010).  

 

Ross (2003) points to the fact that there is strong evidence that natural resources impact 

the onset, duration and intensity of civil wars. Studies suggest that natural resources and 

civil conflicts are causally linked, showing a strong statistical correlation between a 

state’s dependence on the exports of natural resources and the probability of occurrence 

of a civil war or, alternatively, the increase on the duration of already existent conflicts. 

 

Researches performed by the Heidelberger Institut für Internationale Konfliktforschung 

(2016) demonstrate that 24 percent of the political and civil conflicts verified in the 

world in 2015 were related to natural resources, performing 98 out of 409. Of those 

conflicts, 63 were classified as “violent conflicts”, among which 25 could be considered 

as wars by the HIIK’s standards.  

 

In the past 10 years, still according to data collected by the HIIK, circa 20 percent of the 

conflicts experienced in the world were related to natural resources, as shown by Table 

1: 

 

Table 1 – Conflicts and violent conflicts, 2006-2015 

Year Total of 

conflicts 

Resource-related 

conflicts 

% Resource-related 

violent conflicts 

Resource-

related wars 

2015 409 98 24 63 25 

2014 424 96 22.6 63 22 

2013 414 90 21.7 59 20 

2012 396 81 20.4 46 14 

2011 388 84 21.6 40 11 

2010 363 80 22 35 6 

2009 365 80 21.9 35 10 

2008 345 71 20.5 30 10 

2007 328 67 20.4 21 6 

2006 278 52 18.7 16 6 

Source: Data from HIIK Conflict Barometer, editions from 2007 to 2016 
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Studies on civil conflicts show that a particular powerful risk factor of the development 

of a civil war is the dependence on primary commodities export (Collier and Hoeffler, 

2002; Ballentine & Sherman, 2003). In such a context, countries with huge natural 

resources endowments showed more prone to the rising of a civil conflict than other 

countries, even when compared to countries where different social groups have 

grievances of diverse natures against the others – like ethnic or religious hatred,  

political repression or inequality. The relationship between natural resources and the 

development of conflicts would reinforce the theories which suggest that it is greed, and 

not grievance, the reason of most civil conflicts.  

 

Natural resources could foster rebellion in many different ways. First, the existence of 

such economically important resources could be enough to motivate the insurgence of 

non-dominant groups against the political and economic elites, willing to take 

ownership of the resources or of the wealth generated from them. Also, natural 

resources can boost rebellion by financing the armed insurgents, when the rebel groups 

have access – legally or illegally – to the resources’ deposits or to the resource-related 

revenues; rebel groups in resource-rich countries often practice the theft of natural 

resources from producing sites, transport or storage facilities, and the product of these 

attacks funds the insurgence, buying weapons, rations, ammunition and other useful 

goods – among which, sometimes, the backing of other political elites against the 

dominant ones. Having natural resources’ wealth to finance the insurgence appears as 

the most profitable possibility to the funding of civil conflicts (Collier and Hoeffler, 

2002).   

 

The data on conflicts gathered by several studies, then, suggest that the resource curse 

exists, at least when it comes to the development of conflicts. However, if it is true that 

natural resources can attract this “curse” on the countries that have them, it is also not 

inappropriate to say that oil and gas are the most dangerous among natural resources 

when it comes to casting the resource curse.  
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1.3. Oil, the main fuel to civil conflicts  

 

As formulated by Michael L. Ross, the resource curse is overwhelmingly an oil curse: 

“oil states are 50 percent more likely to be ruled by autocrats and more than twice as 

likely to have civil wars as the non-oil states. They are also more secretive, more 

financially volatile, and provide women with fewer economic and political 

opportunities” (Ross, 2012). Oil
1
 also involves extractive activities of major 

environmental impact, and there is also the possibility – never completely ignorable – of 

undue misappropriation of this wealth by political elites (Van der Ploeg, 2011; Brollo et 

al., 2010). In this context, oil strongly tends to collaborate with the resource curse, and 

it is important to know why.  

 

In the recent history, the importance of hydrocarbons to daily life brought the 

prominence of those commodities among natural resources to the modern economy. In 

fact, oil and natural gas managed to be included, in the course of the last century, among 

the most essential natural resources to contemporary life, with their applications going 

from fuel to plastics, from bubblegum to medicines and complex chemicals.  

 

The prominence of oil to the world’s economy is sound and clear. A brief analysis of 

the global economic performance in the recent few decades shows that complex 

economic crises were fully originated from shocks in production or in prices of such 

goods; entire economies depend almost entirely on these productive sectors, and it is 

impossible thinking of industry, transport, technology development and production of 

energy without the use of hydrocarbons (Yergin, 2008).  

 

In the political environment, oil and natural gas became much more than just economic 

commodities: political regimes deeply depend (or depended) on them, and the choice as 

to nationalize or privatize these economic sectors significantly affects the institutional 

reputation of producing countries (Victor et al., 2012). Also, petroleum is the world’s 

largest industry; as reported by Ross (2012), only in 2009 “2.3 trillion dollars’ worth of 

oil and gas was pumped out of the ground”, making up 14.2 percent of the world’s 

commodities trade.  

                                                             
1
 For the purpose of this work, the word “oil” will be used from now on referring to mineral 

hydrocarbons, comprising  oil and natural gas.  
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Oil exploitation has much to do with institutions, involving constitutional settings, 

regulation, political debates on strategic issues, national and international oil 

corporations, massive governmental rents and many other implications to the 

institutional environment. 

 

Governments of oil-producing countries all around the world act directly upon the 

production of oil, often in a way they would not act upon any other economic activity. 

In almost all countries – even those who do not have expressive exploration of 

hydrocarbons –, oil and gas reserves belong to the State, and this state ownership affects 

the size and source of oil revenues, giving governments a much larger claim on the 

sector’s revenues and allowing them to collect these rents directly (Ross, 2012).  

 

The state ownership of mineral resources is an old phenomenon; from the Roman 

Empire, to which mines and minerals belonged by right of conquest, and through the 

Roman-tradition legislation of many European countries, the idea that mineral resources 

belonged to the State got to almost all countries, mainly through the influence of 

colonial domination. When oil production began, in the mid-nineteenth century, the 

government ownership of mineral resources was a reality in all European countries, 

while the United Stated of America, whose constitution did not approach the subject, 

recognized private property of minerals (Yergin, 2008; Anderson, 2012; Ross, 2012). 

 

But in the early twentieth century, the beginning of the modern age of oil exploitation, 

even with the juridical environment providing for the public ownership of oil, the 

economic activities of production and distribution of hydrocarbons around the world 

were conducted by private enterprises, like John Davison Rockfeller’s Standard Oil 

Company, which were entitled by national governments with concessions to explore oil 

and gas in their territories. At that time, the governments only nominally owned the 

natural resources, receiving just a fraction of the revenues derived from the oil 

exploitation; they hardly had a notion of how much oil was produced and exported, and 

relied almost completely on the private partners (Yergin, 2008; Ross, 2012). 

 

The perception of these asymmetry of positions between governments and private oil 

enterprises, combined with national ideologies and the will of governments towards 
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having more profits from oil-related activities, led to the nationalization of oil 

production, beginning in 1918 with the Russian Soviet Federative Socialist Republic 

(one of the republics which would later form the Soviet Union), then spreading to 

Argentina (1922 and 1927), Bolivia (1937), and Mexico (1938). However, until 1950, 

98 percent of the total oil production was in charge of the so called “Seven Sisters” – 

the major oil companies which explored oil around the globe: Anglo-Iranian Oil 

Company (nowadays British Petroleum), Gulf Oil Company (bought by Chevron), 

Standard Oil Company of California (Socal, now Chevron), Texas Oil Company 

(Texaco, which merged later with Chevron), Royal Dutch Shell Group (Shell), Socony 

Vaccuum Oil Company (later Mobil) and Standard Oil Company (later Exxon) –, not 

counting the United States and the Communist countries (Ferrier and Fursenko, 2016; 

Ross, 2012). 

 

Between 1950 and 1970, the oil-production nationalization wave turned into a tsunami, 

insufflated by the increasing nationalist feeling of decolonization movements and 

socialist ideologies. Several countries which began exploring oil commercially in those 

years established state-owned companies in order to explore or to regulate oil 

production, many of them through state monopoly of production and distribution. 

Concessions and grants were revoked or renegotiated, invariably to favor the 

governments; private assets were expropriated; the oil industry was completely 

transformed. The 1970s oil crises still reinforced the will of governments to intervene in 

the oil sectors; by 1980, almost all developing oil-producing countries had nationalized 

their oil sectors and created national oil companies. 

 

The nationalization of oil production had profound impacts on the industry’s structures 

and the governmental revenues patterns, allowing governments to receive a higher 

portion of the rents generated by these economic activities. From that moment on, 

governments were back into business, and had control over their oil industries, the 

rhythm of the production, the practiced prices, the participation of foreign enterprises 

and many other aspects of oil production. Also, expropriating assets of foreign 

enterprises and nationalizing the oil production turned into popular measures, repeated 

by many political agents in order to gain popularity among the populace of the 

respective countries – the cases of Saddam Hussein in Iraq, Muammar Qaddafi in 

Libya, Getulio Vargas in Brazil, Mohammed Mossadegh in Iran and many others.   
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The establishing of the Organization of the Petroleum Exporting Countries – OPEC in 

1960, congregating only five members – Iran, Iraq, Kuwait, Saudi Arabia and 

Venezuela – which were soon accompanied by other nine countries (Qatar, Indonesia, 

Libya, United Arab Emirates, Algeria, Nigeria, Ecuador, Angola and Gabon), 

announced a new age of international politics on oil-related subjects, when the 

producing countries gained momentum to challenge the prominence of the big “Seven 

Sisters” and the mainly developed, importing countries. At the beginning, OPEC 

members only shared information about their contracts with the oil companies, but their 

practices soon developed to coordinated negotiating strategies, including embargos and 

the setting of prices (Rauscher, 1989; Yergin, 2008; Ross, 2012).   

 

Nowadays, private companies and state-owned enterprises act together in the oil market, 

but the governments of oil-producing countries and their respective national oil 

companies have their well-guarded prerogatives. Since oil reserves are state-owned, 

private companies can only gain access to them by negotiating with the governments or 

through public biddings, often being obliged to act jointly with national oil companies.  

 

Beyond these aspects, which make clear the importance of oil to governments, there are 

also other characteristics of hydrocarbons which contribute to their relevant role in the 

resource curse. Although all natural resources’ revenues have impacts on the host 

country economy and politics, oil revenues tend to be different than other resources’ – 

and to have more impact on the producing countries’ political and economic 

environment. 

 

According to Ross (2012), there are four aspects which can create the major impacts of 

oil revenues on resource curse: their massive scale, their mainly non-tax sources, their 

lack of stability (with peaks and valleys on production and on revenues collecting and a 

major tendency to windfalls), and their unusual secrecy. 

 

First of all, oil is nearly always exploited on a huge scale (Yergin, 2008). Oil fields and 

gas basins are almost always of enormous dimensions, with plenty of those resources 

waiting to be extracted from the ground; after the discovery, the production of those 

hydrocarbons is often done in an intense way, to allow the quickest recovery of the 



 

33 
 

investments by the exploring companies, many times with the approval of the 

governmental agents. Nevertheless, oil find buyers everywhere, for the demand is 

always rising, turning it into a profitable good even in times of economic recession; 

also, discoveries of new oil fields are more frequent than the findings of any other 

mineral wealth, creating a market for prospection and exploration which is not usual to 

other resources.  

 

The massive scale of oil exploitation, combined with the legal and contractual 

obligations that oil companies must pay to the governments of producing countries – 

such as taxes, participations, royalties, lease rents and so on –, reflects on large amounts 

of revenues that are bound to the treasuries of the oil-producing countries.  

 

Therefore, oil usually generates huge governmental revenues, which have direct impact 

on public policies, expanding the power of the rulers who are “blessed” with the task of 

managing these sums of money (Casertano, 2013). This is the reason why oil, more than 

any other natural resources, strongly contributes to the budgetary expansion of the 

countries where it is exploited.  

 

Ross (2012) points to the fact that, “on average, the governments of oil-producing 

countries are almost 50 percent larger than the governments of non-oil countries”. The 

discovery of oil fields and the economic exploration of these resources can boost 

government finances. Ross (2012) cites the examples of Azerbaijan and Equatorial 

Guinea, whose total government expenditures rose by 600% and 800%, respectively, 

from 2001 to 2009.  

 

Indeed, oil changes the landscape of a country – even the political and economic 

scenarios. The policy environment becomes gradually devoted to the management of the 

oil sector and of issues which arise from the concentration of public and private players 

on these economic activities. Also, the economy of oil producing countries often gets 

“petrolized”, with the hydrocarbons-related productive chains pushing other economic 

activities to the periphery of productive sectors; discoveries of large oil deposits or 

favorable oil prices can threat other economic activities, because the market attention 

will be attracted by the more lucrative oil sector (Karl, 1997; Casertano, 2013).  
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In many oil-producing countries, the choice of founding or maintaining state-owned 

companies reflects the importance of the hydrocarbons’ industry to the political and 

economic environments. The existence of a public company devoted to explore oil-

related economic activities – upstream or downstream – highlights the importance of the 

oil sector to the country and very often results in an increase of governmental revenues 

due to oil exploitation, directly or through payments by private-owned companies which 

explore the country’s oil fields.  

 

Another feature of oil revenues which contributes to the resource curse, according to 

Ross (2012), is their mainly non-tax sources. Oil revenues can be of both fiscal or non-

fiscal nature; the first group comprises taxes on the production, selling, import and 

export of hydrocarbons and its subproducts, as well as governmental fees due to 

surveillance and control of the production, while the second group refers to rents which 

are appropriated by the governments through contractual dispositions and other 

obligations which are not related to the fiscal attributes of the State, such as royalties, 

bidding fees, concession fees, production shares and so on. These non-fiscal revenues 

are the main source of oil-related governmental rents (Ross, 2012).  

 

It is important to remark that, as oil is usually owned by the State and exploited by 

governmental concessions or, in some cases, by state-owned enterprises, alone or in 

partnerships with other public or private companies, it becomes an important part of a 

nation’s wealth, fostering economic activities with great impact on governmental 

budgets, for huge amounts of money will go from this natural resource exploitation 

directly to the State’s treasury. 

 

As a country’s oil wealth increases, then, its government consequently relies more and 

more on the non-fiscal revenues derived from this natural resource – a fact that, as Ross 

(2012) demonstrated, happens to both low- and high-income countries, and to both 

autocracies and democracies: oil producers are about 30 percent less dependent on taxes 

on goods and services than non-oil producing countries. Table 2 below, elaborated by 

Ross (2012), shows that there is a significant difference between oil producers and non-

producers regarding to dependence on taxes, but also that there is no significant 

distinction between low-income and high-income countries on the same subject. 
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Table 2 – Oil-producing and non-producing countries’ dependence on taxes 

 Non-oil producers Oil producers Difference  

Low income (below US $ 5,000) 32.8 24.9 -7.9** 

High income (above US $ 5,000) 29.6 24.1 -5.5* 

All countries 31.6 24.5 -7.1*** 

Source: Ross, 2012 

Notes: * significant at 10%, in a one-tailed t-test 

 ** significant at 5% 

 *** significant at 1% 

 

The more one country’s budget relies on non-tax oil revenues to afford its needs, the 

less taxes will be set on the citizens, and this diminishing of regular taxation on 

taxpayers brings a greater distance between the former and the government’s activities 

(Moore, 2007). As stated by Ross (2012), “when governments are funded through taxes, 

they become more constrained by their citizens. When funded by oil, they become less 

susceptible to public pressure” (Ross, 2012). 

 

But there is also the fact that oil industries normally generate more revenues than other 

activities of similar size (Yergin, 2008; Ross, 2012), making the governmental 

treasuries increasingly dependent on them. This aspect shows that the government of an 

oil-producing country will not only rely on the non-fiscal revenues, but also that oil 

industries will also have a great impact on the fiscal revenues as well. As a result, the 

budgets of oil-producing countries will be disproportionately dependent on the oil 

sector. 

 

This dependence can also be exacerbated when the economy of the oil-producing 

country experiments a “Dutch disease” – which, in the case of oil, tends to be worse to 

governments than when it is caused by other resources, even because, as mentioned 

before, oil-related economic activities become an important part of the economic 

activities performed by the government, directly or through concessions or partnerships 

with private enterprises.   

 

Also, the proneness of oil to cause “Dutch diseases” is remarkable. Hydrocarbons 

revenues lack stability, with their value depending on many factors of domestic or 
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foreign origins. As a matter of fact, oil is the natural resource that is most capable of 

generating extraordinary rents of enormous value, but its price is quite volatile, and this 

volatility can produce huge fluctuations in a governmental budget.  

 

Oil is characterized by a huge variability in price, and by the highest pervasiveness in 

the economies of the producing states (Casertano, 2013). Its prices are commonly 

subject to booms, which act as incentives for new investments in the sector (Ross, 

2012), but are also subject to abrupt fallings, depending on factors as unpredictable as 

facts in the production or the behavior of other oil-producing countries. 

 

The volatility of oil revenues is a result not only of the instability of oil prices, but also 

of modifications of the production rates, changes in the contracts between governments 

and producing companies (Ross, 2012), and of alterations of rules applicable to the oil 

sector. Each of these factors alone can contribute to increase or decrease the final 

amount of revenues derived from oil exploitation – and, when combined, the results are 

worrisome.  

 

The volatility of hydrocarbons’ prices is mainly related to the fact that the production 

and the demand for these commodities are price inelastic in the short run; neither the 

producers nor the consumers can quickly adjust to changes in prices by changing the 

amount of oil they sell or buy (Yergin, 2008; Ross, 2012). Therefore, a small change in 

the supply or the demand for oil can have a major effect on its prices.  

 

The production – it is to say, the quantities extracted from the ground, refined and sold 

to the word market or the final consumers – is also subject to peaks and valleys, not 

only because of intrinsic characteristics of the commodities per se, but also because of 

the many aspects of the productive sector, including the huge governmental 

participation (or intromission) in the market’s affairs. Not rarely, the government of oil-

producing countries will establish rates and quotas for the production of crude oil and 

gas, setting the quantities that can be pumped from the fields and basins – and they do it 

legally, considering that this prerogative is granted to the State by the legislation in all 

oil-producing countries. 
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When a country starts exploring oil, the novelty of the productive sector and the rising 

production can generate a windfall of revenues; also, in already-producing countries, 

discoveries of new basins and fields can boost the production or just the mere 

expectations of the market and the government, leading to an increase of oil revenues 

and to variations on the policies regarding hydrocarbons exploitation.  

 

Nevertheless, production is also subject to decreases, considering that the stock of oil 

and gas, like any other non-renewable natural resource, is limited. Therefore, earlier or 

later the availability of oil will come to an end, and this perspective is most likely to 

lead to reductions of the pumped quantities or to a most accurate planning concerning to 

the sustainability of reserves – and reducing the production rates and quotas will be one 

of the available options to protect the oil sector of the country from those menaces of 

the future. Any fall of the oil production can have huge impacts on the budget of an oil-

producing, oil-depending rentier country, whose treasury depends on oil revenues.  

 

As stated by Ross (2012), changes in oil production are less alarming than changes in 

oil price, because they usually can be anticipated and do not cause the same level of 

uncertainty. However, falls in the production create an additional problem for oil-

producing countries’ governments, for they will probably face the need for 

compensating the loss of mineral resources – and revenues. Many oil-producing 

countries will experiment political and economic crises when the oil fields and gas 

basins deplete, because money will stop falling from the sky and the economy will not 

be able to heal promptly. Countries which were unable to convert the oil wealth in 

investments such as infrastructure, roads and education will probably face hard times 

when oil is over. 

 

The contracts between the government of oil-producing countries and the exploiting 

companies also contribute to the volatility of oil revenues, due to the possibility of 

modification of their clauses and conditions. These pacts establish not only the right of a 

player to extract the resources from the basins, but also determine the part of the oil-

generated wealth which will go to the government through royalties, special fees, 

production shares and so on, as well as other issues concerning the resources’ 

exploitation. The contractual clauses can thus provide for a higher or lower volatility of 

prices and production. 
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Also, although contracts stability is one of the ingredients of a stable institutional 

environment, many times the governments of oil-producing countries feel inclined to 

propose changes in the contracts, in order to maximize the governmental benefits from 

oil exploitation. These changes often take place when the contracts are renegotiated, 

according to previously agreed clauses of contractual amendment, but can also arise 

when governments, using prerogatives of power and unilateral action, impose 

modifications which can go as far as changing the conditions of the division of oil-

generated wealth among the state and the economic player, the establishing of 

production quotas and other important aspects of the productive sector. 

 

One of the reasons of this contractual instability is the fact that governments have little 

or no control over oil prices, but have a lot of control over contracts; so, instead of 

designing contracts that stabilize their revenues, most governments establish clauses 

which will provide for greater but erratic incomes (Ross, 2012). 

 

Last but not least, as contracts can be changed due to governmental will alone, so do the 

rules concerning to oil production and the distribution of revenues between government 

and producers. As will be discussed later in this work, the peculiarities of oil production 

open many windows for political agents to act opportunistically and provide for changes 

and amendments in the norms which regulate the oil-related economic activities, in 

order to maximize the gains of the State with the exploitation of natural resources. Even 

if these changes can damage the institutional environment of the oil-producing country, 

because of the juridical uncertainty that they create, the political agents will feel prone  

to modify the rules, aiming at political and economic benefits in the short run, but 

destabilizing the market and the governmental revenues in medium- or long-term. 

 

The revenues from oil exploitation are also subject to a secrecy which is unusual, when 

compared to other sources of governmental rents (Ross, 2012; Casertano, 2013). The 

nature of the extractive industries commonly generates riches that are somewhat 

concealable: gold can be hidden, diamonds can be swallowed, the money from 

resources exploitation can be immediately transformed in other kinds of wealth. In 

addition, contracts between the government of the resource-producing country and the 

economic agent that will explore the resources are usually vested with confidentiality, 
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which may be a common characteristic of commercial contracts, but becomes out of 

place when it comes to contracts where one of the parts is the State (Rosemblum and 

Maples,  2009). These contracts determine how much the producing companies will pay 

to the governments, but, if these contracts are considered secret, it will be nearly 

impossible for external observers to know the real amount of these payments.  

 

The real amount of wealth generated by the resource’s exploitation can be hidden from 

the government by the producer, and also be kept far from the society’s scrutiny by the 

governments. This secrecy of natural resources revenues is exacerbated when it comes 

to oil; it happens mainly in non-democratic countries, but can also be verified in some 

democracies or partially democratic countries (Ross, 2012).  

 

The strategic nature of oil production is often used as a reason to keep oil-related issues 

secret; many oil-producing countries have ways of appropriating the oil revenues and 

using them without going public: in Venezuela, the federal government uses the 

national oil company Petróleos de Venezuela SA to mask budgetary expenses; in 

Saddam Hussein’s Iraq, the state-owned Iraqi National Oil Company, whose budget was 

secret, channeled more than half of the national budget; Petróleos Mexicanos was 

responsible for the delivery of more than a hundred million dollars to the everlasting 

governing Partido Revolucionario Institucional during the 2000 elections; French 

former publicly-owned Elf Aquitaine accounted for bribes, parties’ electoral campaign 

financing and other undue payments which totalized approximately 400 million of euros 

involving French, German and Gabonese authorities; and there are many other examples 

of bad utilization of public or private-owned oil companies to hide severe problems in 

the application of oil-related governmental revenues (Ross, 2012; Anderson, 2012).  

 

Oil also alters the characteristics of the producing countries’ societies. Studies show that 

the prevalence of oil-related economic activities in a territory changes the composition 

of the social tissues, weakens interests not related to oil and stimulates the emergence of 

new social groups directly linked to the distribution of rents from this natural resource’s 

exploitation. Casertano (2013) mentions the cases of Venezuela between the years 1920 

and 1930, when urban, middle class outnumbered the working class, and of Nigeria, 

where a large deal of social stability depends on the price of the oil barrel.  
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As a matter of fact, as oil-related economic activities increase, oil-producing countries 

commonly experiment a modification of the occupations’ patterns, and labor gradually 

migrates from manufacturing and agricultural activities to the oil sector, as a 

consequence of the “Dutch disease”; on the other hand, the affluence of new revenues, 

which can be used to fund the implementation of public policies and other governmental 

expenses, gives birth to a debate on the more appropriate application of these monies.  

 

The distribution of oil revenues is generally effective when it meets the needs and ideas 

of all the relevant stake-holders, represented by regions, social classes, ethnic groups 

and so on (Bennet, 2002; Casertano, 2013), but it is not an easy task. For instance, the 

populace of oil-producing regions, which suffer the negative effects from the oil 

production, like oil spillovers and environmental degradation, usually question the 

application of oil revenues in places which do not have any relationship with the 

exploitation of the resources. Often the social tissue of the oil-producing country 

stretches – and sometimes it rips, with harmful consequences like political and civil 

conflicts. 

 

The above mentioned features of oil and gas, as well as of the revenues derived from 

these natural resources, can boost the resource curse cast over the producing countries, 

increasing the risk of occurrence of political conflicts and the level of already existent 

confrontations. 

 

When it comes to conflicts, oil and gas seem to fuel some of the most deadly and 

enduring cases of civil conflicts in the world (Casertano, 2013), many of them with 

separatist purposes. Studies suggest that oil does not only have impacts on the increase 

of conflict risk or the birth of civil conflicts, but also on the duration of the 

confrontation (Casertano, 2013), similarly to other natural resources. However, Ross 

(2012) points to the fact that, “since the early 1990s, oil-producing countries have been 

about 50 percent more likely than other countries to have civil wars”, though 

recognizing that oil does not seem to be the only reason to many conflicts, but acts as a 

concurrent cause (Collier and Hoeffler, 2002; Ross, 2012). 

 

As Ross (2012) demonstrates, between 1960 and 2010, sixteen violent separatist 

conflicts broke out only in oil-rich countries, as shown by Table 3 below: 
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Table 3 – Separatist violent conflicts in oil-producing countries, 1960–2010  

Country Conflict years Region 

Angola 1975-2007 Cabinda 

Bangladesh 1974-1992 Chittagong Hills 

China 1991- Xinjiang 

India 1990- Assam 

Indonesia 1975-2005 Aceh 

Iran 1979-1980 Arabistan 

Iraq 1961- Kurdistan 

Nigeria 1967-1970 Biafra 

Nigeria 2004- Niger Delta 

Pakistan 1971 Bangladesh 

Pakistan 1974-1977 Baluchistan 

Russia 1999-2001 Chechnya 

Sudan 1983-2005 South 

Turkey 1984- Kurdistan 

Yemen 1994 South 

          Source: Ross (2012) 

 

But what causes this prominence of oil as a factor of increase of the conflict risk seems 

to be the characteristics of this natural resource, in general, and specifically of the 

revenues therefrom derived.  

The first peculiarity of oil that increases the risk of conflict is geography. In oil-

producing countries, this resource is usually concentrated in specific regions, with rare 

exceptions of countries that have oil in many regions or throughout their entire 

territories – like Saudi Arabia or the United States. In Iran, for instance, between 80 and 

90% of its proven oil reserves are located in a single region, Khuzestan; Brazilian oil 

production is concentrated in the offshore areas of the coast of two States, Rio de 

Janeiro and Espírito Santo, out of 27 federative units; in Nigeria, only the southern 

Niger Delta produces oil, and in Canada the oil production is mainly concentrated in the 

province of Alberta. 
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This fact gives birth to “regional resources concentration” and “regional inequality”, 

with the first being the presence of resources in a specific region, compared to the rest 

of the country, while the second can be defined as the economic realization of the 

geographical concentration of resources (Casertano, 2013).   

 

This geographically-driven inequality within the same country usually influences the 

behavior of political actors and social groups: those related to oil-rich regions will tend 

to ask for the permanence of the oil wealth in the producing region, while the players 

linked to non-producing regions will press for an equal distribution of the same riches 

within the country as a whole.  

 

“Regional resource concentration” and “regional inequality”, then, are important factors 

to the aggregation of discontent: if an oil-rich region does not receive an adequate share 

of wealth from the oil exploitation in its territory, the comfort level of its populace vis-

à-vis the distribution of wealth will be negative and the risk of political conflict rises; 

even if the distribution of revenues is fair, but the people does not perceive it as such, 

revolts may arise. In such a context, according to Casertano (2013), “what seems to 

matter in influencing conflict is not the ‘actual’ resource concentration or inequality, but 

rather such perception by the locals”.  

 

A second peculiarity of oil is related to the huge amount of money it generates, 

combined with the somewhat loose application of the oil governmental revenues in 

public policies. As mentioned before, the production of oil and the revenues therefrom 

derived weaken non-oil interests and boosts the emergence of new social actors, classes 

and groups which depend on the distribution of revenues by the government (Casertano, 

2013), generating a specific social stratus composed of people interested in the sole 

distribution of wealth, hindering the application of revenues through properly 

legitimated public policies, and generating political conflicts with other groups, mainly 

the not attended beneficiaries of the policies which were set aside. 

  

Also, oil is a non-lootable natural resource, due to its location in fields and basins in the 

subsoil, and demands huge investments to be pumped up from the ground, transported, 

refined and distributed. This characteristic of oil, combined with the already mentioned 
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geographical aspects and the huge amount of revenues, tends to turn it into a good 

reason to secessionist movements, because the existence of oil in a territory can 

constitute a promise of a better future to its populace, if the region secedes from the rest 

of the country, than it would have if the country remained united (Ross, 2003).  

 

But, of all the issues related to oil that can turn it into a problematic item to conflict 

generation, the most important point is that oil has the power to reach the hearts of the 

people, rousing very strong feelings of nationalism, community belonging, justice (or 

injustice), inequity, historical compensation and many others. The property of oil – and 

the distribution of wealth generated from this resource – is probably the economic and 

political economy problem which most affects the common citizen. As stated by 

Michael Ross, oil triggers civil wars primarily by affecting citizens, not the state (Ross, 

2012). 

 

This assumption can be proven by the fact that, when there is a debate concerning to oil, 

in any country (even in non-producing ones) there will be public demonstrations, riots, 

political speeches and other manifestations of dissent or concordance with the policies 

dictated by the state. The same feeling that impelled the careers of many politicians who 

made of oil nationalization an important part of their political platforms – among whom 

are Iraq’s Saddam Hussein, Indonesian Suharto, Libya’s Muammar Qaddafi, and many 

others – can make crowds of common citizens rise and strive for the property of oil. 

 

Oil ignites nationalism and secessionism, fuels dissidence and political careers, inflames 

the people of a country to go to the streets claiming for the maintenance or for the 

change of rules, and increases the level of political conflicts by lighting contradictory 

feelings on a country’s people. When a country starts producing oil, it probably enters 

the realm of actual political turbulence. 

 

 

1.4. Federative countries and the peculiar impacts of oil exploitation 

 

As previously shown, the exploitation of oil, in the context of the contemporary global 

economy, brings a great deal of pressure to the political arrangements of the producing 
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countries. The availability of oil and natural gas may represent an element of major 

economic and political importance, as these resources constitute sources of considerable 

amounts of revenues (and power) simultaneously to the countries where they are 

explored and to the private economic actors involved in the sector. This happens also to 

federations, which are already complex political systems, let alone questions regarding 

the distribution of wealth among federative units. 

 

The growing number of studies on the resource curse demonstrates that the harmful 

effects of the natural resources’ exploitation on political and economic environments 

can happen in countries of any kind, from developed to developing ones, and also from 

unitary to federal states (Dunning, 2008; Paler, 2011; Ross, 2012). There are reasons to 

believe, however, that the resource curse acts differently according to the form of the 

state – unitary or federative.  

 

Empirical evidences point to the fact that, relating to federations, the resource curse 

often acts in two ways: at the national level, tending to the installation of autocracies, 

concerning to the regime of government (Dunning, 2008), and, at the subnational level, 

generating strong regional differences and disputes between subnational entities (Bauer, 

2013), considering that federations have diverse patterns of distribution of the 

ownership and management of resources among federative units; also, federative units 

have autonomous will and political power of their own and are entitled to use it to 

protect their respective interests, even against the interests of the federal union, giving 

birth to disputes among different spheres of government.  

 

Unitary states, on the other hand, will also tend to the uprising of autocratic 

governments at the national level, but, thanks to the form of state, there will be no 

“subnational” political level to talk about. It does not mean that the domestic stability of 

unitary countries will not suffer with resource-related conflicts, but that the conflicts 

that may arise will not be characterized by the participation of autonomous political 

entities, such as happens to federations. 

 

First of all, it is important to mention that, because of the form of the unitary states, all 

resources will belong to – and be managed by – the country as a whole. Even though, 

they will probably face claims of a fairer distribution of the resource-generated wealth 
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among the different regions of the country, which may lead to conflicts – but these 

conflicts will not involve any autonomous, territorial-political entity but the national 

one, facing different groups of interests, with higher or lower degree of 

institutionalization, such as happens with Catalunya and Basque Country in Spain, 

Northern Ireland in the United Kingdom and the indigenous communities of Peru and 

Bolivia, all of them unitary countries which face or faced conflicts (sometimes violent 

ones) because of ethnic issues, religion or resources. 

 

In unitary states, the different parts of the country do not have entire political, 

administrative and fiscal autonomy, and also lack a legal personality of their own, being 

therefore unable to turn the eventual claims on the distribution of rents into conflicts 

among governments, because of the inexistence of identified institutional, territorial 

players. In every federation, however, each federative unit is an autonomous player with 

the political power – which will be greater or lesser depending on constitutional and 

legal provisions – to act alone in order to protect its interests, even recurring to the 

judicial system against other federative units’ acts.  

 

Also, any difference of interests among the constituent parts of a federation usually 

turns into a political contest, because of the nature of its representative system, which 

mostly allows the subnational political units to have voice and vote, being then able to 

defend specifically their respective interests in the decision-making process of the 

federation. These political disputes can give place to federative conflicts among 

different subnational governments, of the same or of diverse levels of the federation, 

which can evolve to violent conflicts and civil war.  

 

Beramendi (2014) notices that federations, diversely from unitary countries, have as 

their fundamental dilemma the reconciliation between the pursuit of equality among 

subnational units and the protection of their political autonomy. The property of natural 

resources and the distribution of resource-related rents are sensible subjects which 

confirm this argument.  

 

As a matter of fact, the distribution, among federative units, of revenues from economic 

exploitation of natural resources – more than, for instance, the sole existence of the 

resources per se – is one of the most important subjects which tend to generate rivalries 
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and disputes among the constituent units of the same nation, both between the central 

and local levels and among different local governments (Ross, 2012). This is the reason 

why three of the most important subjects which are differently treated by federations 

around the world, regarding to the division of competences inside a federative State, are 

the ownership of natural resources, their management and the distribution of revenues 

which arise from their economic exploitation among federative units.  

 

Natural resources are vital and strategic goods for both national and subnational 

economic and political environments. Even with all economic differences and 

institutional diversity, oil and gas have a pivotal role in national politics and economic 

policy to all oil-producing federative countries, but it does not always happen for good. 

Nationally, the availability of oil can ensure a somewhat safe journey towards energy 

security, industrial development and social welfare, or at least the possibility of 

profitable commodities to sell in the international market; in international affairs, 

having important natural resource sources can mean a perspective of prominence, 

development and gains from trade to a country. Inside a federation, on the other hand, 

oil can unbalance the economy of a federation by assuming the role of leverage to 

disparities among subnational federative units, inducing the rise of inequalities among 

regions within the same country, inciting the migration of workers and the escape of 

capital, giving birth to endless debates on the sharing proportion of the oil-generated 

wealth; the existence of natural resources could give to the producing federative units 

more power at the national political process than they would have otherwise – even to 

remote and poorly populated ones –, or increase the power of already influent localities, 

eventually exacerbating inequality and regional divisions (Hallerberg & Stolfi, 2008; 

Paler, 2011).  

 

The evidences of a direct relationship between oil revenues’ windfalls and federative 

crises or instability are demonstrated by statistical studies which point to the fact that oil 

production is connected to a country’s civil war risk (Lujala, 2010; Ross et al., 2012). In 

fact, empirical researches show that a booming oil sector can affect the geographical 

distribution of income within a federation, creating disparities among the federative 

units which can turn into rivalries and disputes, from debates at the legislative arena – 

as happened in Brazil and Canada – to secession and civil war, as occurred in Sudan and 

Nigeria.  
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A windfall of oil and gas revenues, in such a context, is known to impact significantly 

the political environment in which these resources are explored, and ultimately to 

influence the institutional arrangements of federations and the political relations among 

subnational entities, having then the power to instigate or create federal conflicts 

(Dunning, 2008; Ross, 2012). The institutional patterns of oil revenues distribution 

among federative units are not rarely the Leitmotiv of political crises within federations, 

opposing oil-producing subnational entities to non-producing ones, or even to the 

national government, generating rivalries and disputes among the constituent units of 

the same nation (Ross, 2012). The oil-producing units suffer the burdens of oil 

production – environmental risks and/or damages, social tensions, economic spillovers 

and so on – and therefore demand greater income or financial compensation from the 

central government, while the behavior of non-producing entities varies from 

indifference to the requirement of equal distribution of revenues from natural resource 

exploitation. The allocation of oil-related governmental revenues – which can be 

significant enough to resize the strategies of the actors in the decision-making process – 

often places considerable pressure on the equilibrium and on the unity of a federative 

arrangement, and can even result in a decrease of the institutional environment’s 

stability. 

 

In the context of a federation, the allocation of natural resources-related rents, either 

concentrated in the hands of the federal government or shared among subnational 

federative units, often misbalance the former national unity, generating an unstable 

institutional environment. Thus, it is expected that the emergence of new revenues 

coming from the exploitation of oil and natural gas will influence a redesign of the 

political institutions – for example, by modifying the regulatory framework and the 

patterns of distribution of wealth among subnational entities –, having direct 

consequences on the federative equilibrium. 

 

This scenario becomes still more worrisome when one notices that federations are 

among the larger and most populated countries in the world, and also among the 

greatest oil and gas producers, turning the possibility of increase of oil-related political 

conflicts within federations into a huge problem of federative governance. 
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Federative countries represent a large portion of world’s oil and gas production. In 

2014, nine out of the 15 greatest oil producers were countries where the political 

environment is a federation or a confederation, with a daily production of 46.98 million 

barrels of oil, against 26.35 million barrels from unitary countries (table 4).  

 

When it comes to gas, the eight federative countries that are among the fifteen major 

producers accounted for 57.568 billion cubic feet in 2014, while the unitary countries 

from the same list performed 19.097 billion cubic feet in the same period (table 5). 

 

Table 4 – 15 major oil producing countries, 2014 daily production 

Ranking Country Daily production in 2014 

(million barrels) 

1 United States of America* 14021 

2 Saudi Arabia 11624 

3 Russia* 10847 

4 China 4598 

5 Canada* 4383 

6 United Arab Emirates** 3474 

7 Iran 3377 

8 Iraq* 3364 

9 Brazil* 2966 

10 Mexico*  2812 

11 Kuwait 2767 

12 Venezuela* 2685 

13 Nigeria* 2428 

14 Qatar 2055 

15 Norway 1904 

Note: * means federative countries, ** means confederations 

(Source: data from US Energy Information Administration, 2016) 
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Table 5 – 15 major gas producing countries, 2014 production 

Ranking Country Production in 2014 

(billion cubic feet) 

1 United States of America* 25728 

2 Russia* 20437 

3 Canada* 5338 

4 China 4291 

5 Norway 3976 

6 Saudi Arabia 3616 

7 Algeria 2942 

8 Netherlands 2481 

9 Australia* 2215 

10 Mexico*  1603 

11 United Kingdom 1360 

12 India* 1119 

13 Venezuela* 773 

14 Libya 431 

15 Germany* 355 

Note: * means federative countries 

(Source: data from US Energy Information Administration, 2016) 

 

The relationship between a federative country and oil production varies, as well as its 

impacts on the political environment. The grade of dependence of a federative country’s 

economy to the exploitation of oil is also different from one country to another. Oil and 

gas are important commodities to the economies of all oil-producing federative 

countries, but their role can go from an undisputed majority of the country’s GDP – as 

happens to Venezuela and Nigeria – to the secondary importance among other products 

in the commodities basket, as in Australia, United States and India. However, it is also 

true that, even when oil and gas are resources of minor importance on a national basis, 

they may be of huge prominence to specific regions, affecting the balance of power not 

only of those particular places but of the federation as a whole.  
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Also, due to the physical nature and the strategic importance of oil, all political and 

legal environments of federations address the subject, but the relationship among 

political institutions and oil production can be very diverse among federative countries, 

accounting for differences concerning concessions and exploitation regimes, taxation, 

governmental role in the production, access of foreign firms to upstream and 

downstream markets, proportion of nationalization of assets et cetera. Many of those 

aspects of oil-related economic activities are at the reach of the private players of the oil 

market and other stakeholders of domestic or international origin, while other issues 

remain attached to the political games of internal affairs of federations, often being 

responsible for political conflicts among federative units.  
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CHAPTER II - The federative experiences on oil 

 

As the analysis of the literature performed by this work shows, the appearance or even 

the mere perspective of new rents are, in most of the cases, enough to unbalance the 

inter-federative relations, leading to the increase of political conflicts and, sometimes, to 

secession and civil war. The peculiarities of the wealth generated by oil exploitation, in 

turn, make hydrocarbons more prone than any other natural resources to cause harmful 

impacts on the balance of a federation. 

 

The ways in which each federative country responded to the oil-related rents, in turn, 

vary from a political environment to the other. There are different patterns of oil 

property’s attribution and of the distribution of oil-related rents, which can influence a 

country’s performance when facing an oil revenues increase; additionally, different 

political institutions can induce distinct reactions from each federative environment. 

 

This chapter shows how federations distribute oil-related governmental revenues among 

their constituent units, as well as and some consequences of the possible distributive 

patterns, proceeding then to a report on how the federative oil-producing countries dealt 

with the pressures caused by oil and gas rents on their political arrangements, providing 

for a categorization of the distinct federative conflicts experienced by these countries. 

 

2.1. The patterns of oil-related governmental revenues within a federation 

 

Of all rents generated by oil-related economic activities, the governmental revenues are 

among the most important – and problematic ones. When it comes to the effects of 

economic exploitation of oil and natural gas on political scenery, governmental 

revenues from oil and natural gas are often taken as the trigger of political instability 

within federations, influencing the degree of conflict among subnational federative units 

(Ross, 2012). 

 

There are at least two reasons for the development of these conflicts: first, the revenues 

generated through oil exploitation can be very significant for the implementation of 

public policies, as well as for the survival of political elites and their connections with 
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interests groups, attracting greater interests from other federal entities for such 

resources; second, the decentralization of political power – one of the fundaments of a 

federative state – expands the role of subnational governments and tends to make them 

more powerful, leading to greater political pressure for a share of rents from its territory 

– or even from the territory or other federal entities (Paler, 2011; Ross, 2012). 

 

These rivalries and distributional disputes also tend to be more intense in countries 

where, because of the geographical and geological characteristics, the distribution of 

such natural resources is unequal among the federal units, as well as in countries in 

which only a proportionally reduced number of subnational units produces oil and 

natural gas (Ahmad & Mottu, 2003). 

 

In federative states, the property of natural resources found onshore can be ascribed to 

the Union (as in Brazil and Russia) or to the regional entities in which they are located 

(as in the United States and Canada), the property of offshore basins can be attributed to 

the federal government (as in Brazil and Canada) or to the bordering states or provinces 

(as in Malaysia), and the competences to manage these resources and to legislate on 

them usually follow the attribution of property (Cairns, 1992); the collection of 

governmental revenues can be federal, regional or local competence, the rents can be 

centralized in one of the political entities or shared since the beginning, and so on. 

 

The model of distribution of governmental rents from economic exploitation of oil and 

gas in each federative country is part of a particular and more complex institutional 

arrangement, composed of elements such as the government system (e.g., presidential or 

parliamentary), the partisan environment (two-party or multiparty), the existence of 

independent and autonomous institutions of control and accountability, the regulatory 

framework governing the economic sector – constitutional norms and specific laws –, 

electoral rules, among others. It is to say, the plurality of possible combinations among 

the above-mentioned institutions make it virtually impossible to predict an universal 

pattern of oil and gas revenues distribution which should be applied to all federative 

countries. 

 

A simplified summary of these patterns can be seen in Table 6 below: 
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Table 6 – Patterns of oil property, management and revenues distribution 

Federative 

Country 

Onshore oil and gas Offshore oil and gas 

Property of 

resources 

Resource 

management 

Revenues 

distribution 

Property of 

resources 

Resource 

management 

Revenues 

distribution 

Australia Regional Regional Regional Federal Federal + 

Regional 

Federal 

Brazil Federal Federal Federal + 

Regional 

Federal Federal Federal + 

Regional 

Canada Regional Regional Regional Federal Federal + 

Regional 

Regional 

India Regional Federal Federal + 

Regional 

Federal Federal Federal 

Malaysia Regional Federal Federal + 

Regional 

Federal + 

Regional 

Federal Federal 

Mexico Federal Federal Federal Federal Federal Federal 

Nigeria Federal Federal Federal + 

Regional 

Federal Federal Federal + 

Regional 

Russia Federal + 

Regional 

Federal Federal Federal Federal Federal 

USA Regional + 

Federal + 

Private 

Regional Regional + 

Federal + 

private 

Federal Federal Federal 

Venezuela Federal Federal Federal Federal Federal Federal 

Source: prepared by the author 

 

The history of each federation seems to have great importance in the definition of those 

patterns and also to the relationship between the public and private sectors in the oil 

production: countries with a civil law tradition often grant the ownership of natural 

resources to public entities, while countries with a common law tradition usually 

recognize private ownership, though usually only partly, to the owner of the land; 

offshore oil and gas basins are everywhere public property (Brosio, 2006).  

 

The way oil and gas revenues are allocated to all governmental levels of a federation is 

a key aspect of fiscal federalism (Ahmad & Mottu, 2003; Shah, 1998; Paler, 2011). The 

distribution of revenues from such natural resources among federative units is primarily 

affected by the ownership of these resources, but not only: according to the literature on 

the subject, it is also influenced by other elements, as the patterns of fiscal 

decentralization of the country (Shah, 1998), environmental conservation policies 
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(Fishman & King, 2010), intergovernmental transfers of rents among the levels of the 

federation (Brosio, 2006; Paler, 2011).  

 

One of the special aspects of the management of oil and gas revenues by subnational 

governments is that these federative entities are usually “rule-takers” and “revenue-

takers” (Bauer, 2013), i.e., they are limited in their range of policy options by national 

level norms, regulation or policies and, except in particular cases, they do not collect the 

bigger part of natural resource revenues. These limits may sometimes be imposed for 

good reasons – e.g., to protect the subnational levels of the federation from the 

“resource curse”; however, these constraints also limit the set of choices available for 

these governments to deal with the resource revenue management challenges. 

 

Collecting oil revenues is, theoretically, a task which could be attributed to any level of 

a federation, considering that all rent collecting instruments are at the disposal of any 

level of government (Brosio, 2006), though some of them are still related to the 

ownership of the resources – like auctioning of oil fields or production sharing 

agreements. The decision on centralizing or decentralizing the taxation of these natural 

resources is, then, specific to each federative environment.  

 

Centralizing oil revenues in the hands of the federal authority is reputed by some 

authors as the best option for developing, less institutionalized countries (Ahmad & 

Mottu, 2003; Brosio, 2006), due to the fact that central governments are viewed as 

better equipped to collect rents from natural resources than subnational units. The 

arguments in this direction can be thus synthetized:  

 

 The national government is usually less sensitive to the volatility associated with 

the uncertainty of oil revenues than subnational federative units, due to the 

broader spectrum of financial resources’ sources, while subnational levels of 

government tend to have less sources of financial income and, therefore, become 

more dependent on the revenues of such natural resources and more subject to 

instability;  

 

 The management of a complex tax system, like the one based on natural 

resources income and rent taxes, is a hard task for less institutionalized 
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organizations; also, the revenue would be higher if collected by a more efficient 

agency, and the central government usually have better personnel and structure 

(Brosio, 2006); 

 

 As oil and gas basins tend to be concentrated in specific regions, the incomes 

associated to them can result in economic disparities among producing and non-

producing regions, being then the role of national government to ensure that 

these resources’ revenues are distributed to minimize regional inequalities; 

 

 Subnational levels of government tend to be less accountable and local 

politicians more fond of clientelism and patronage, making the subnational 

federative units more inefficient in spending the revenues and also more likely 

to adopt rent-seeking behavior (Paler, 2011). 

 

According to these authors, then, the competences of instituting and collecting 

governmental revenues from oil exploitation should be concentrated in the national 

level of the federation. It does not mean, however, that these revenues should serve only 

to the federal budget: oil revenues, even when assigned to central governments, should 

be – at least partly – reallocated to subnational federative entities (Brosio, 2006). 

Revenue sharing or transfers are, then, to be preferred over the imposition of taxes by 

subnational levels of government and also over the concurrence of taxes (imposition of 

taxes by different levels of the federation on the same tax bases). 

 

There are, however, reasons for decentralizing to subnational layers of government, 

mainly to producing units, competences on imposing and collecting oil revenues:  

 

 Producing federative regions are the ones who suffer the direct impacts of the oil 

exploitation, which usually has consequences on the environment, on social 

characteristics of the region, on other economic sectors et cetera (Brosio, 2003; 

Ross, 2011); 
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 The centralization of oil revenues in the hands of the national government may 

cause a delay on their allocation to subnational levels of the federation, or even 

uncertainty if the revenue will or not be transferred; 

 

 Oil revenues are needed to refund the public investment in local infrastructure, 

which is essential to the development of the region and often to the very 

economic sector; therefore, the governments of the producing federative units 

should be able to impose taxes and collect these revenues.  

 

The revenues from oil exploitation can generate considerable wealth, therefore it is no 

surprising fact that resource producing regions almost always demand a direct share of 

these rents, many of them asking for complete decentralization of the subject (Paler, 

2011); they also usually demand compensation for environmental risks associated with 

the exploitation of the resources and for the depletion of the reserves and basins. Also, 

the federative units which produce such natural resources have traditionally adopted the 

view that “equitable federalism” implies endorsing what is called “derivation principle” 

(i.e., the riches of natural resources shall stay where they are produced), while non-

producing federative units have also often defended the principle that equitable 

federalism means redistribution of rents among all federative entities, whether resource 

producer or not (Brosio, 2006). 

 

Among the possible designs of oil-rents distribution, revenue sharing, with regular 

transfers from the national government, is the main source of oil revenues for most 

subnational federative units. Some countries, like Brazil and Nigeria, apply a 

derivation-based transfer to oil and gas revenues; there is a formula that determines how 

much each subnational federative unit receives, which is often based on the production 

of each region, proportionally to the total of national oil and gas production (Bauer, 

2013).  

 

Also, in many federations, subnational units have their own taxation powers on natural 

resources, or may levy surface fees; this is the case, for instance, in Australia, Canada, 

Mexico and the United States. However, in the majority of these countries – with the 

exceptions of Canada and the United States –, oil revenues collected directly by 

subnational governments through taxes or fees are actually small compared with the 
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rents collected by the national government and then transferred to subnational federative 

units (Bauer, 2013).  

 

Nevertheless, the arising of oil-related political conflicts within federations does not 

seem to be attached to the patterns of property of the resources or distribution of 

revenues among federative units. An empirical analysis shows that political conflicts 

among federative units concerning oil and gas  – from disputes to civil wars – take place 

in spite of the federal or regional property of these resources, and also of the higher or 

lower concentration of rents in the hands of the federal government. 

 

A good example of the indifference of property patterns of oil on the increase of 

conflicts is performed by comparing the cases of the Brazilian political crisis on oil 

revenues of 2009-2012 and the events related to Canada’s National Energy Program of 

the 1980s. In both cases, the disputes on oil evolved to political crises among the 

producing federative units – Rio de Janeiro and Espírito Santo, in the case of Brazil, and 

Alberta, in the case of Canada – and the federal governments. However, Brazilian law 

grants the property of oil and gas to the federal government solely, while Canada’s 

constitutional statutes recognize the property of those resources to the provinces, in the 

case of onshore oil and gas, and to the Union when exploited offshore.  

 

The concentration of revenues in the hands of the federal governments or the 

subnational units also does not seem to be the only cause of federative disputes on oil. 

This can be demonstrated through the comparison of the cases of Mexico and Brazil, 

both countries with a huge concentration of revenues in the Union, but where the former 

has no huge federative dispute on oil rents, while the latter faced a federative crisis on 

the same subject. A comparison between countries where the revenues are shared or 

owned by the regional authorities (such as Canada and the United States) has the same 

results: Canada got through the already mentioned 1980s federative disputes on the 

subject, while the United States did not have a considerable federative political conflict 

on oil revenues since the beginning of its exploitation. 

 

Historical experiences of the oil-producing federative countries shows that the 

federations’ performances when facing windfalls of oil wealth were different, even 

when the respective federative arrangements and the rules on oil property and rents 
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distribution were similar, but also that sometimes the reactions of the federative 

environments were quite the same, in spite of the differences among their federative or 

oil-related institutional patterns.  

 

It is interesting, then, to remark that different federative countries that experimented 

crises related to oil-generated wealth reacted diversely to the rents shock caused by the 

influence of such resources on their political systems, with these reactions forming a 

long range of possible consequences, going from mere political debates to separatist 

movements and armed conflicts.  

 

Among oil-producing federative countries, two of them experienced violent conflicts 

having among their motives disputes on oil property and/or the distribution of revenues 

among the federative units: Nigeria, where oil-related political tensions led to a struggle 

between the Eastern Region and the federal government, causing the Biafran War 

(1967-1970), and Sudan, in which federative disputes on oil caused the irruption of the 

Second Sudanese Civil War (1983-2005).  

 

Three oil-producing federative countries – Brazil, Canada, and Malaysia – faced non-

violent oil-related conflicts between federative units, opposing the producing 

subnational entities to the federal governments. In Brazil, in 2012, a federative dispute 

without precedents in the recent history of the country reached its climax when the 

National Congress passed a bill intending to modify the patterns of oil and gas revenues 

distribution among Brazilian federative units, affecting also existent contracts and 

endangering the finances of the producer units. In Canada, the energy-related debates of 

the 1970s led to the establishment, by the federal government, of the unilaterally driven 

National Energy Program in 1980, which went frontally against the interests of the oil-

producing provinces, especially Alberta. In Malaysia, the inequality in the treatment of 

the oil-producing state of Kelantan by the federal government creates federative 

tensions. 

 

Five federative countries with significant oil production experience pacific, constant 

federative disputes on oil property and/or revenues distribution, disputes whose level of 

intensity can vary from time to time, but still do not turn into federative conflicts among 

the subnational units. Australia, India, Mexico, Russia and Venezuela, while having oil-
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related economic activities in a prominent place when it comes to governmental 

revenues, and although having issues on oil permeating their ordinary political debates, 

do not (and did not) face proper federative conflicts on oil.  

 

Among oil-producing federative countries, only the United States of America seems to 

keep the balance of the federation immune to oil-related impacts; even when issues on 

oil production, regulation, commerce or revenues arose in the political debate, they 

seem not to have become matter of quarrels among the federative units. 

 

 

2.2. Violent federative crises: the cases of Nigeria and Sudan 

 

2.2.1. Nigeria: the Biafran War, 1967-1970 

 

Nigeria is a federative presidential republic formed nowadays by 36 states, from which 

only 9 are oil producers, and a federal capital territory, Abuja. These 9 states are located 

nowadays in three southern geopolitical zones: Southwest, South-South (Niger Delta) 

and Southeast. The six producing states in the Niger Delta region and their adjacent 

offshore (Delta, Bayelsa, Rivers, Akwa Ibom, Cross River, and Edo) account for 91,5% 

of the gross oil production. Ondo state in the Southwest and Imo and Abia states in the 

Southeast account nowadays for 8.5% of the Nigerian production of oil.  

 

The inequality of the distribution of oil fields and the importance of oil revenues to the 

public budgets are among the major reasons for disputes between political actors within 

the Nigerian federation (Suberu, 2001). Oil and gas answer to 65% of the public 

revenues (Thurber et al., 2012), which are shared among the federative levels through a 

process of mixed and uneasy governance: for instance, the central government is 

nowadays obliged to report monthly allocations to state and local governments, but the 

same rules do not apply to these subnational entities. 

 

Even today the Nigerian federative arrangement is greatly affected by the concentration 

of oil production in the South: the producing states coexist with significant 

environmental damage caused by oil spills and gas flaring, and social harms are 

relevant; yet almost all the funds generated from oil and natural gas are concentrated in 
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the hands of the central government and distributed among the entire federation – but 

only 13% of the revenues from the exploitation of oil and gas remain with the producing 

states.  

 

Formerly a British colony, Nigeria was set up as a federative political union in 1946, 

still under colonial rule, through a controversial centrifugal process (Osieke, 2006). 

Many different nations were congregated in 1914 in Nigeria’s territory, of which the 

most representative are the Hausa-Fulani at the Northern region, the Yoruba in the 

West, the Igbo at the Eastern region and the Ijaw people in the South (Uwechue, 2004). 

 

The first discovery of a commercial oil field in Nigeria happened in 1956, when Shell-

BP Petroleum Development Company of Nigeria drilled the Oloibiri oilfield, in what is 

now Bayelsa, a state in the Niger Delta region. The first extraction of oil and gas 

happened in 1958, and initially these commodities contributed very little to the 

governmental budgets or the export incomes, for the country’s economy was still based 

on cash crops and mineral exports, produced in all of its regions. Shortly after, on 1
st
 

October 1960, Nigeria gained its independence, and since then it experimented 

alternated cycles of democratic governments (1960-1966, 1979-1983 and from 1999 to 

the present) and military ruling. 

 

In the mid-1960s, oil production rose to the place of main export product to Nigerian 

economy and began to attract political attention. In 1966, the young country – which 

was composed of four regions and the federal district Lagos – faced the first violent 

federative crisis, which had as its trigger the oil wealth. 

 

In February 1966 – shortly after the first military coup d’état of Nigerian history, 

through which Major General Johnson Aguiyi Ironsi, of the Igbo ethnic group, became 

the head of the Federal Military Government, suspending the constitution –, an Ijaw 

militant, Isaac Adaka Boro, led a group named the Niger Delta Volunteer Force 

(NDVF) in an attempt to secede from Nigeria and establish a Niger Delta republic. This 

rebellion had as one of its motives Boro’s concern that the “unitarist”, Eastern-led 

federal government would swipe the ownership and control of the oil in the region (Obi, 

2010). Boro and many of his followers were arrested, tried and condemned as traitors.  

 



 

61 
 

On May 24
th

, 1966, the Ironsi government decreed that Nigeria would become 

centralized and unitary, and this was taken as an attempt to take over the country, 

resulting in serious uprisings in the North of the country, in which hundreds of Igbo 

were killed. Gen. Ironsi’s decree was taken by many as a plot by the Igbo people to 

dominate Nigeria. Northern troops, which dominated the Nigerian infantry, arose 

against Igbo soldiers garrisoned in the south. In June 1966, crowds massacred resident 

Igbos in northern cities, leaving patrimonial damages and several hundred people dead. 

The political instability and these uprisings gave birth to another military coup in July 

1966, led by military officers of northern origin, which killed Ironsi and replaced him 

by Lieutenant Colonel Yakubu “Jack” Gowon as the new head of state (Siollun, 2009). 

Boro and his followers were freed soon after this new coup d’état. 

 

By that time, oil had already become an important source of revenues for the Nigerian 

government, if not the main one; also, under the oil-related revenues’ distribution 

patterns at that time, the huge majority of oil revenues went to the federal government, 

even though oil production was exclusively concentrated in the states of the Niger Delta 

region. Nigeria’s oil production, which was of 20,000 barrels per day in 1960, rose 

astronomically in the years after independence and, by 1966, production was already at 

420,000 barrels per day (Allen, 2011). This facts induced real and serious discussions 

on the fairness of the distribution of oil revenues, with the Niger Delta states feeling 

much harmed by the patterns of collection and distribution of oil-related wealth. 

 

The newly established Gowon government reversed Nigeria to the former four-regions 

federal system, and still faced continued civil and military disturbances, including large-

scale massacres and the migration of populace in the four regions of the country. 

Violence still spread through the country – and many of these massacres had the 

participation (or the command) of officials of the Nigerian Army. 

 

The federal government decided then to hold a constitutional conference, convened in 

mid-September 1966, in an attempt to find a solution to the administrative and political 

disorder, but the chaos prevented it from reaching its goals. One of the most prominent 

players of Nigerian politics at the time, Lieutenant Colonel Odumegwu Ojukwu, 

military governor of the oil-producing Eastern Region of Nigeria (which comprised the 
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Niger delta), refused to participate in any political event conduced in places where 

Northern troops could be garrisoned, allegedly fearing for his own life (Siollun, 2009). 

 

The military political leaders, which constituted the Supreme Military Council, then, 

met at Aburi (in the neutral country of Ghana), on January 4
th

 and 5
th

, 1967, and there 

decided on important changes in the Nigerian politics and its Constitution. Regarding to 

federal relations, the “Aburi accord” basically represented an agreement to introduce a 

greater deal of decentralization, by increasing the powers of the regional entities vis-à-

vis the federal government’s (Uwechue, 2004). However, it was more like a tug-of-war 

between Ojukwu and Gowon (and his supporters) on a multitude of subjects, going 

from personal relations to the (until then unknown) fate of the former Supreme 

Commander Gen. Ironsi (Siollun, 2009).  

 

Ojukwu went to the meeting prepared to face his colleagues – and opponents – and 

reinforce the power of Eastern Nigeria, as well as his own. In spite of agreeing to attend 

the conference, Ojukwu was still refusing to recognize Gowon as Supreme Commander, 

and continued to address him as “Chief of Army Staff”, the post that Gowon occupied 

before the July rebellion. Ojukwu also considered that allowing a middle ranking officer 

to become the head of state, without paying attention to the military seniority, would 

create a dangerous precedent and a fragile government. 

 

The debate at the Aburi conference concerning to Nigeria’s political structure also 

exposed the hypocrisy of the country’s political groups, which frankly adopted positions 

blatantly contrary to the ones they have defended before: the Federal Military 

Government, led by Northerners, stood for a strong central government, while the 

Eastern Region defended a weaker federal government, with decentralization of power 

to regional governments. Only a few months earlier, the Northern opposition to a 

federal decree which provided measures for a stronger central government, at that time 

led by an Igbo, was so harsh that provoked mass slays of Igbo people. However, now 

that a Northerner was head of state, the Northern Region suddenly found the concept of 

a strong federal government extremely attractive. In the same way, the Igbo people of 

Eastern Region, which was formerly fond of concentrating stronger powers in the 

central government, was now arguing for the devolution of power to the regional 

governments and the reduction of the central government’s powers (Siollun, 2009; Obi, 
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2010). The debate on the fate of oil proceeds also changed allegiances: political leaders 

of oil-producing regions would become intransigent defenders of regionalization even 

though having advocated for unity not long ago, while federal-level politicians, and also 

representatives of non-producing regions, would defend the federal union, although 

many of them, until the arrival of oil revenues, considered decentralization the better 

solution for their own regions (Audu et al, 2013).  

 

The core of the agreement at Aburi, as defended by Ojukwu, was that the central 

government would be responsible for matters that affected the entire country, while 

each region would be responsible for its own affairs. Ojukwu used a metaphor to 

explain his reasoning: “It is better that we move slightly apart and survive, it is much 

worse that we move closer and perish in the collision” (Siollun, 2009: 157). However 

contradictory it may sound, Gowon and the other military leaders seemed to have 

accepted Ojukwu’s arguments on regional autonomy without understanding the 

implications of what they were agreeing to. The Federal Military Government was 

according to measures that would reduce its own powers and maybe paralyze it.  

 

In spite of being in lesser numbers, Ojukwu seemed to be the great winner of the Aburi 

conference. According to accounts of that time, “Ojukwu managed to get virtually 

everything he wanted, and was so pleased by his success that he even declared that he 

would serve under Gowon if he (Gowon) kept to the agreements reached. At that point, 

Gowon arose from his table position and embraced Ojukwu” (Siollun, 2009: 158). But, 

in fact, no one at Aburi (other than Ojukwu) really understood the constitutional 

implications of what was agreed: the limitations imposed by the Aburi accords to the 

federal government would in practice require the regional acquiescence to each and 

every national movement.  

 

What seemed to be a flawless victory of the negotiations generated instead a stalemate: 

the federal government agreed to measures that could not be put in practice, and 

Ojukwu’s hurry to implement the Aburi conference’s decisions was neutralized by the 

inertia of the Federal Military Government to adopt them. The bureaucrats in Lagos 

regarded the contents of the accord as unworkable; the shortsightedness of the “all or 

nothing” approach to the subjects resulted in the impossibility of implementation. There 

were obviously many positives points in the accords; among them, the concept of 
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regional autonomy negotiated by Ojukwu, according to which decisions affecting a 

region could never be taken without its consent (Siollun, 2009). But the federal 

government would also prevent from adopting it, and would frequently (and until the 

present time) try to impose its own will over the regions, even when they are opposed to 

the federal willing. 

 

This stalemate between the Federal Military Government and the Eastern Region of 

Nigeria induced the increase of the chaffering over the “Aburi Accord” and led to an 

escalade of domestic tension. The federal and eastern Nigerian governments failed to 

reconcile. One of the principal concerns of both sides was the fate of oil; the federal 

government would not allow regional management of oil wealth, willing instead to keep 

unaltered the patterns of centralized collection of revenues and vertical transfers. The 

Eastern Region, at the other side, advocated the granting of autonomy to the regions, but 

of course envisaging its own wealth because of oil production.    

 

Also, by that time the Nigerian economy was becoming dependent on oil; the former 

diversity of economic production was giving place to the oil productive chain, which 

turned all other commodities into subsidiary goods. Nigeria was transforming from the 

agro-based economy that it was in colonial times to the petroleum-only economy that it 

has become and presents nowadays. The federal control of oil wealth would 

consequently turn the regions into weaker and poorer entities, subsidiaries of the federal 

government, dependent on the kindness of the military rulers. 

 

The federal government, therefore, strived to keep its position as the controller of the 

collection and the distribution of oil rents, transferring revenues to all the regions of the 

federation, independently of whether they were oil producers or not, through a 

derivation formula which gave little more than 13% of the total proceeds to the oil-

producing regions. This pattern of distribution caused huge concerns among the oil-

producing regions, which considered an injustice the equal distribution of revenues to 

all regions, while the burdens of oil production are felt only in their territories, and that 

the wealth from their loins was funding regions which did not contribute to the national 

wealth. 
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On March 2
nd

, 1967, Ojukwu declared that the Niger Delta region would no longer 

recognize Gowon as head of the federal military government. On March 17
th
, 1967, the 

Official Extraordinary Gazette of the Nigerian Government published the Decree no. 8, 

which, in the words of the Federal Military Government, implemented the Aburi 

agreements; however, this decree provided a reinforcement of the federal executive 

power, allowing it to intervene in the regions’ affairs, even though recognizing the 

“restoration” of the regional legislative and executive powers, vested in the military 

governors, as well as the appointment of judges to regional courts (Uwechue, 2004). 

The purposes of the Decree no. 8 were far from the desirable for Ojukwu and his Niger 

Delta. 

 

The Eastern Region responded on 26
th

 May, when its consultative assembly voted to 

secede from Nigeria. In response, on May 27
th

, 1967 Gowon assumed full powers as 

commander-in-chief of the armed forces and head of the military government; in the 

same day he determined the creation of 12 states out of the existing regional structure of 

the Nigerian federation. The oil-producing Eastern Region would be divided into three 

new states (Rivers, Mid-West and Cross River). This action brought contradictory 

feelings to the Eastern Region people: the creation of such federative units could 

represent an increase of their importance at the federal arena, maybe helping to relieve 

the sense of economic marginalization and political under-representation of the Niger 

Delta, but also reducing the political power of the region as a whole, because it was 

known that, for the Federal Government, the creation of these states was intended to 

destroy support for Biafra from the then eastern minority communities of the Niger 

Delta, most of them of Ijaw populace (Uwechue, 2004; Allen, 2011). This movement 

was interpreted by the Southern regions as an obstruction to Eastern region claims on 

autonomy and as an attempt of the North to take advantage of the strength of the 

military dictatorship and increase its predation over the Niger Delta oil (Uwechue, 

2004). 

 

On May 28
th

, Gowon proclaimed a state of emergency, through a decree Ojukwu 

interpreted as contrary on the federal government’s commitment at Aburi to give the 

eastern region greater autonomy. The new decree also gave the federal government the 

right to declare a state of emergency in any region of the country and to ensure that any 

regional government could not undermine the authority of the federal government, 
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banned political activity and announced a decree restoring full powers to the Federal 

Military Government. Ojukwu then gave an ultimatum to the federal government, 

asserting that the eastern region would begin implementing its own understanding of the 

Aburi accord, providing for greater regional autonomy, by March 31
st
, 1967. 

 

While the Eastern Region of Nigeria was threatening to secede and declare an 

independent state, the Federal Military Government imposed sanctions against it in an 

attempt to bring it into line. Having before him evidences of the persistence of the 

federal government concerning its position against the regional autonomy, Ojukwu, on 

30
th

 May, declared the independence of the new Republic of Biafra, giving as reasons 

for secession the violence against the Easterners, killed and persecuted by other ethnies’ 

members, economic grievances, political sanctions and the communications blockade 

imposed by Gowon’s administration, and assumed as head of state (Ojukwu, 1967; 

Uwechue, 2004).   

 

The imminence of the secession of the Eastern region was already expected by the 

Federal Military Government since the beginning of the failure of the Aburi accord 

(Siollun, 2009). The Nigerian federal government promptly refused to recognize the 

independence of the new country, declaring the act a rebellion, and immediately placed 

an embargo on all shipping to and from Biafra, excepting on oil tankers.  

 

The new country tried to get oil royalties from the companies that operated within its 

borders. Ojukwu initially tried to get Shell/BP to pay royalties to the Biafran 

government rather than the Federal Military Government. At the end of June, after the 

oil companies agreed to these payments, the federal government extended its blockade 

to include oil, putting Biafra at disadvantage from the beginning of the war. The oil 

companies, them, eventually refused to pay rents to the Biafran government, and 

Ojuwku responded by sequestering Shell’s property and installations, forbidding Shell 

to do any further business and ordering all its staff out.  

 

Federal repression came soon after: on 6
th

 July, 1967, the Gowon government launched 

an attack against Biafra – described by the federal government as a “police action” 

intended to “discipline” Lt.Col Ojukwu (Uwechue, 2004). This military operation, when 
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two Nigerian Army’s columns invaded the new country’s territory, was the beginning of 

the Biafran War, a civil conflict that lasted from 1967 to 1970.  

 

Oil was a major element of the Nigerian federative crisis of the 1960s. If it is true that 

Nigeria experienced latent conflicts among its constituent tribes since their 

amalgamation into a territorial entity in 1914 by the colonial authority, it is also true 

that these instabilities reached a much more expressive status after the discovery of oil 

in the Eastern region and the windfall of revenues therefrom derived, and that the 

debates would rather remain at the political sphere if it was not for the oil riches.  

 

Figure 1: Nigerian troops enter Biafran oil facilities, January 01, 1968 

 

Source: Getty Images  

 

The federal efforts to maintain Nigeria united were not due to unitary idealism, but to 

the desire of Nigeria’s non-producing regions to gain access to the oil-related revenues. 

In fact, the discovery of large deposits of oil in the Niger Delta reinforced the will of 

Nigerian political elites to strengthen the powers of the central government, in order to 

keep the control of oil revenues. In their view, allowing regional autonomy and control 

over natural resources, as wanted by Ojukwu, would lead to a huge wealth disparity 

between the Eastern Region and the other regions of the country. The presence of great 

fields of oil in the Niger Delta, home to ethnic minorities, subsequently encouraged the 

centralization of powers in the hands of the federal government, increasing 
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concentration of economic and executive power in the center rather than in state 

governments (Siollun, 2009).  

 

At the time when the Biafran war started, both the government of Biafra and the Federal 

Government tried to get payment of royalties and rents from the oil companies. Before 

1966, the federal government merely collected rents, royalties and taxes from the oil 

companies, but was not an active player in the oil industry; from 1966 on, the central 

government started acting directly in the oil sector (Allen, 2011).  

 

During the war, the Biafran government demanded the payments of royalties from the 

oil companies, which were, at the same time, forced by the Federal Military 

Government to pay it rents, under threats to have withdrawn their licenses if they 

refused to comply. In 1968, through the Companies Decree, the Nigerian government 

introduced a nationalization policy, requiring that oil companies register as Nigerian 

businesses.  

 

Oil also drove the military operations, with oil fields and facilities being primary targets 

to both sides. Until the end of July 1967, Nigerian troops captured Bonny Island, in 

Biafra, where important Shell-BP facilities were located. In May 1968, when the 

Nigerian Army captured Port Harcourt, oil operations could begin again, but, 

considering that the necessary facilities were damaged and needed extensive repair, the 

production and export could only continue at a lower level.  

 

Figure 2 – Biafran children suffering from starvation during the war 

 

Source: Getty Images 
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After almost three years of war – and millions of civil casualties, most of them by 

starvation –, Biafra surrendered and was reintroduced to the Nigerian federation. 

However, the damage was already done: the federalization of oil revenues became more 

intense than it was before the war. In fact, with the increasing importance of oil for 

national development, the Federal Government began to shift the already centralized 

revenue sharing formula in its favor, against the structure that slightly favored the 

regional and state governments in earlier years. 

 

The Biafran War also attracted the attention of artists and the media of the whole world. 

John Lennon, for instance, on November 25, 1969, in protest against the British support 

to Nigeria, returned his MBE medal to Queen Elizabeth II, accompanied by a note 

which stated: 

 

"Your Majesty, I am returning this in protest against Britain's 

involvement in the Nigeria-Biafra thing, against our support of 

America in Vietnam, and against Cold Turkey slipping down the 

charts. With love. John Lennon." (Lennon, 1969) 

 

Figure 3 – John Lennon and Yoko Ono in a press conference held in November 

1969, against British support for Nigeria during Biafran War 

 

Source: BBC (http://news.bbc.co.uk/2/hi/in_depth/8378080.stm)  

http://news.bbc.co.uk/2/hi/in_depth/8378080.stm
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2.2.2. Sudan: the Second Sudanese Civil War, 1983-2005 

 

One of the longest and most intense civil conflicts in the world took place in the former 

country of Sudan, once the largest and most geographically diverse country in Africa, 

split in 2011 into two new States: Sudan, in the northern part with the capital remaining 

in Khartoum, and South Sudan, with the city of Juba as its capital. As will be further 

demonstrated, one of the reasons of the bloody Second Sudanese Civil War lies in oil-

related issues. 

 

Although there are plenty of reasons which historically contributed to the permanent 

tension between North and South Sudan and to the lasting of belligerent behavior by 

both sides of these conflicts, a detained analysis of the political environment of Sudan 

shows that the presence of oil and natural gas in its territory, associated to the political 

institutions of the former country, had a prominent role in the development of the 

Second Sudanese Civil War of 1983-2005 and the subsequent fragmentation of the 

Sudanese federation into two different countries.  

 

The genesis of the Sudanese state was already a troubled one without the oil impacts. 

Since its establishment as an independent country, in 1956, the nowadays extinct Sudan 

rarely experimented peace. One of its brief periods of tranquility, which started in 1972, 

met an end just eleven years later, in 1983, when southern rebels took armies against the 

northern-led federal government, starting a cruel civil war which lasted until 2005, 

when hostilities ceased due to a fragile peace agreement.  

 

Since its formation, back to the times of the British Empire in the 19
th
 Century – when 

Sudan was a condominium under Anglo-Egyptian rule –, the different peoples 

concentrated in its territory were already against their gathering together in the same 

country; these animosities came from the (not so distant) past, when northern nomadic 

tribes usually did raids in the South to enslave its pastoralist people, gather their 

properties into pillage and send them all to the North or to other parts of the Islamic 

world (Poggo, 2009). Histories like these are not so easily forgotten, as Sudanese 

intrastate relations showed. 
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The diversity between North and South in Sudan was emphasized by European writers 

of the past, which presented the Sudanese people as two different cultural and racial 

categories: the northerners as “oriental”, “Arab”, “Muslims” and “civilized”, against the 

southern “African”, “black”, “heathen” and “primitive” (Idris, 2005:13). However, as 

noticed by contemporary authors, if it is true that the major conflicts experimented by 

Sudanese people involved northerners and southerners, it is also correct to say that the 

plurality of ethnicities, religions, cultures and languages in the former Sudan 

transcended the mere North-South opposition (Johnson, 2003; Poggo, 2009).  

 

Still before the independence of the country, when the founding of African countries 

was a matter of British-led negotiations and interference, southern Sudanese 

representatives wanted South Sudan to be part of East Africa instead of belonging to the 

same country as the northern areas; this position was overruled by British and Egyptian 

interests in the unity of Sudan. The process that led to the independence of Sudan 

clearly let the North in a prominent position relating to political power, with northern 

political interests overriding South Sudanese’s claims for more strength and 

representation. As remarked by Johnson, the colonial structures of domination over 

South Sudan were merely transferred intact to northern hands with the independence of 

the country (Johnson, 2003).  

 

Even when the northern politicians allowed the participation of southerners in the 

independence process, such as happened at the Juba Conference of 1947, when southern 

participation in the Legislative Council was secured, the difference between the well 

prepared, Anglo-Egyptian-influenced northern politicians and the lack of experience of 

the delegates of South Sudan, many of them picked among junior administrators and 

tribal chieftains with no former political experience, left small room for the emergence 

of southern interests. The possibility of a separate administrative future for South 

Sudan, for instance, was never put on the table (Johnson, 2003). At the same time, the 

process of “sudanization” (which included the replacement of positions formerly 

occupied by British officials by Sudanese agents), conducted by northerners, was 

providing for the occupation by northern agents of senior administrative positions in the 

entire country; the diaspora of the most experienced South Sudanese public agents 

towards Khartoum to account for national representation of southern interests let empty 

spaces in the public services, which were soon fulfilled by northerners. In the South, 
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even the jobs of school teachers were granted to northerners, as well as the posts of 

administrators, senior officers in the Army and other important positions, increasing the 

South Sudanese feeling of being colonized by the North.  

 

In 1952, the Legislative Assembly, following an agreement between the pro-

independence parties and its southern and provincial members, passed a self-

government statute intending to regulate the process of election of Sudan’s first self-

governing parliament and the conditions for self-determination. This statute represented, 

to some extent and as intended by the British negotiators, a political compromise 

between all the main political groups in Sudan. The elections were held in 1953, after 

negotiations between the new Egyptian government, installed after the deposition of 

King Faruq in 1952, and northern Sudanese political parties. As results of these 

elections, the new parliament was to be dominated by northern-led National Union 

Party (NUP), maintaining the political power in northern hands; these results were 

contested by the southern politicians of the newly founded Liberal party.  

 

At the time when the Legislative Assembly gathered, the major concerns of the debates 

were related to the possibility of union of Sudan with Egypt, an idea that was becoming 

stronger. The new Egyptian government was fond of the idea of the unity with Sudan, 

and South Sudanese politicians (most of them belonging to the Liberal Party) saw it as 

an opportunity to check North Sudanese politicians’ power. In October 1954, South 

Sudan political leaders met in Juba in order to discuss the political future of Sudan and 

of the South; they decided to vote for the independence of Sudan from Egypt, but on the 

condition that a federative arrangement be adopted for the entire country, with an 

autonomous state in the South; if the proposal for a federal system failed, South Sudan 

would reserve its rights of self-determination, including the option of complete 

independence from the North (Johnson, 2003).   

 

However, in practice the proposal for a federative arrangement for Sudan was not 

seriously addressed, but seems to have been used by the North to keep southern 

politicians at bay in the middle of the negotiations that preceded the Sudanese 

independence. In fact, the political forces of Sudan, led by northern politicians, provided 

for the country’s unitary arrangement, instead of listening to the southern claims for 

autonomy and self-administration.  
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The general dissatisfaction in the South grew steadily and exploded in 1955 when a 

mutiny broke out among southern troops garrisoned in Torit, in South Sudan, spreading 

to other cities where troops stood by. The southern soldiers killed not only their 

northern officials, but also northern public agents, merchants and their families, leading 

to the development of the first Sudanese civil war, which started in 1955 and lasted 17 

years, until the celebration of an agreement, in Addis Ababa, between the Sudanese 

government and the South Sudan Liberation Movement (SSLM), signed on March 31, 

1972 put an end to the hostilities.  

 

The 1972 agreement had as one of its conditions the maintenance of a united Sudan, and 

as one of its core issues the granting of self-determination to South Sudan. The SSLM 

claims for “regional autonomy”, in fact, meant that the movement was looking forward 

the establishment of a full federal structure, but the North saw what was agreed there as 

mere “token intended to bring the war to an end in South Sudan without having to pay 

any political or material price for it” (Malwal, 2015:114).  

 

The details of the Addis Ababa Agreement were enacted by the Southern Provinces 

Self-Government Act, 1972, which recognized the South as a Region on its own, with a 

House of Assembly, and executive known as the High Executive Council, headed by a 

President, who was also a Vice-President of the Republic. Southerners were also to be 

represented in the national Parliament as well as in the central government, and would 

have a choice of positions in either the Regional or the National civil service (Badal, 

1976). 

 

The conditions of the agreement and of the Southern Provinces Self-Government Act 

served as basis for the writing of the 1973 “Permanent Constitution of Sudan”, whose 

Article 8 stated: 

 

“Article 8 – Within the Unitary Sudan, there shall be established 

in the Southern Region a Regional Self-Government in 

accordance with the Southern Provinces Regional Self-

Government Act, 1972, which shall be an organic law, and shall 
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not be amended except in accordance with the provisions 

thereof.” (Sudan, 1973) 

 

However, the constitutional autonomy of the Southern Region was not as plenty as the 

former agreements seemed to want: the power of the President of Sudan over the 

regional autonomy was such that he could dissolve and dismiss the regional organs. In 

fact, he President claimed and exercised these powers in 1980 and 1981, through acts 

that were later regularized by the High Executive and People's Regional Assembly Act 

1981.  

 

Meanwhile, oil was discovered in South Sudan in 1978 by Chevron Overseas Petroleum 

Inc. The first exploration licenses to the Chevron Oil Company were granted in 

November 1974, covering the Bentiu area, the Sudd, and the Melut-Malakal-Nasir 

triangle. 

 

After a visit of President Nimeiri to the United States, a report on Sudanese oil fields 

came to light, showing the existence of oil in South Sudan and the project of the 

American firm to have it blown through pipelines to Port Sudan, located in the North, 

and from there to international markets.  

 

Northern Sudanese politicians started making attempts to redraw the boundaries 

between North and South Sudan, so that the oil areas could be situated in the northern 

side. In November 1980, the new National Assembly considered a bill that placed the 

oilfields of Bentiu and the productive agricultural areas of Upper Nile province in the 

Noirth. These attempts led to a heated political debate and an immediate confrontation 

between the Southern Regional Government and the National Assembly, until President 

Nimeiri declared that the North-South boundaries should not be changed (Johnson, 

2003). However, still in 1980 Nimeiri created a new state – called Unity – around the 

oilfields of Bentiu, which was allegedly to be shared as an asset between North and 

South, but in practice brought the oil resources under central government jurisdiction, 

effectively bypassing the Southern Regional Government in oil management affairs 

(Prunier, 2001).  
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The central government also started making plans to pump the crude oil from South 

Sudan to Port Sudan through a pipeline, as well as building a refinery intended for home 

consumption, to be located at Kosti. To northern Sudanese, the construction of the 

refinery in the North would help to secure the country’s oil provisions, and additionally 

take the control of oil resources from the South.  

 

However, the northern city of Kosti was historically a logistic bottleneck between North 

and South; the history of delays and misappropriation of goods bound to the South was 

a cause of grievance to southerners. The construction of a refinery at Kosti looked as an 

offense to South Sudan: the oil pumped from southern territory would be taken by the 

North, refined there and the tiniest part of it would be sold again to the South at 

exorbitant prices; jobs in the construction and the refining would be granted only to 

northerners. Development seemed to come to North Sudan, but based on southern oil 

(Malwal, 2015). 

 

But the central government, following the advice of its Minister of Energy, Sharif el-

Tuhami, which counted on the support by Chevron, decided to keep the refinery at 

Kosti.  As remembers Malwal (2015:116),  

 

“Tuhami convinced Nimeiri that a refinery anywhere in South 

Sudan was a great political and security risk. It was untenable 

because it could not be secured and would, anyway, be too far 

away from the main consumption area, Northern Sudan. So, the 

best place to locate the refinery was in Kosti. Tuhami also 

persuaded Chevron, the American oil company that discovered 

the oil in South Sudan, to support a refinery in Kosti. He 

brought the Chevron representatives to Juba to inform Abel 

Alier that President Nimeiri had decided to locate the oil 

refinery in Kosti, rather than to persuade the South about the 

decision to place the refinery in Kosti.” (Malwal, 2015:116) 

 

The following discoveries of oil in great quantities in the South Sudan regions of Upper 

Nile and Southern Kordofan were still more destructive of the already fragile trust 

between North and South. The northern pressures on the central government to pull the 
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oil wealth in that direction increased and southern politicians and populace got even 

more worried about it.  

 

A collapse of the political confidence between North and South seemed inevitable. The 

report made by southerner Bona Malwal of a meeting with President Nimeiri in 1982 

shows clearly well that the position adopted by the central government was centered in 

the perspective of maintaining the oil wealth in northern hands:  

 

“He [Nimeiri] took the floor for himself and addressed me 

directly by name: ‘Listen properly Bona Malwal, I have made 

the decision that the oil refinery will be placed at Kosti. If you 

want to go back to war, let me tell you something: Now that 

there is oil in South Sudan, the next war is not going to be just 

17 years, it is going to be 170 years.’ He then stopped and asked 

if anyone had anything to say. I raised my hand at once. Nimeiri 

hesitated, as if he was looking for someone else from the South 

to speak other than me. But he gave me the chance anyway. I 

gave Nimeiri a bit of a lecture of my own. I told him that South 

Sudan had been fighting for all manner of equality with the 

North, not just for a share of the oil now found in the South. I 

went on to tell Nimeiri that for the 17 years that the South was 

fighting, South Sudanese did not even know they had anything. 

The 17-year war was for the dignity of the South Sudanese 

human being. ‘However, now that there is oil in South Sudan, let 

me tell you my dear president, that the next war with the South, 

which you now seem to court so much, will be war forever.’ 

That was the end of the meeting.” (Malwal, 2015:118-119) 

 

Tensions were already increasing among southern Sudanese, and on May 16, 1983, 

mutinies exploded in military southern garrisons in Bor, after the Army headquarters in 

Juba denied the payment of wages to the soldiers, and also due to the threat of transfer 

of southern troops to the North. Southern soldiers fled to Ethiopia with their weaponry 

and started gathering together there.  
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In June 5, 1983, after a denial by the Southern Executive Council to make 

recommendations for the division of the South and the refusal of Abel Alier to change 

his staff in Southern Regional Government and replace Bona Malwal (Johnson, 2003), 

Nimeiri issued “Republican Order Number One”, a decree ordering the division of the 

Southern Region into three separate regions: Bahr el Ghazal, Equatoria and Upper Nile, 

with separate capitals in Wau, Juba and Malakal respectively. The presidential decree 

also abolished the election of governors, eliminated the southern army units and 

southern representation in the Sudanese Army, and substituted Arabic for English as 

official Sudanese language. With this movement, Nimeiri replaced the Southern 

Regional Assembly by three much weaker legislative bodies, and the Southern Regional 

Government by three weaker authorities without fiscal or administrative independence.  

 

Figure 4 – Cartoon on the oil dispute among North and South Sudan 

 

Source: Resource Rivalry Web (http://resourcerivalry.weebly.com/4-sudanese-civil-

war-dbq.html)  

 

In September 1983, Nimeiri decided to impose sharia, the Islamic law, on all Sudanese 

people, offending the predominantly Christian southern Sudanese. This movement had 

as its intention the application of the much more rigid, religious-inspired laws on 

southern populaces, not only soldiers but civilians as well. The first public amputations 

began in Khartoum, and the Second Sudanese Civil War was already a reality, which 

would last until 2005 (Natsios, 2012). 

 

http://resourcerivalry.weebly.com/4-sudanese-civil-war-dbq.html
http://resourcerivalry.weebly.com/4-sudanese-civil-war-dbq.html
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If it is true that other factors contributed to the development of the Second Sudanese 

Civil War, like the construction of the Jonglei Canal and the imposition of sharia, it is 

undeniable that oil played a central role in the development of the conflict, as shown by 

the attempts of Nimeiri administration to reset the North-South boundaries because of 

the oil fields location, the polemics on the Kosti refinery and Nimeiri’s speech 

addressing the South Sudan delegation, as told by Bona Malwal (2015:118).  

 

 

2.3. Non-violent federative conflicts: the Brazilian, Canadian, and Malaysian 

experiences 

 

2.3.1. Brazil: the 2012 attempts to change oil revenues’ regulations 

 

Brazil represents an example of a recent federative crisis caused by the emergence of 

new (and presumably huge) oil and gas reserves and by the mere perspective of a 

substantial wealth stemming from the exploitation of those natural resources.  

 

The federative crisis experienced by the country between 2009 and 2012 opposed the 

oil-producing subnational entities to non-producing ones, reaching units of the three 

different levels of the federation, both in the political and the civil society arenas, 

fueling riots and demonstrations in the streets of the major cities of the interested states. 

However, in spite of the importance of the subject, which attracted the involvement of 

many different actors, from politicians to the media and civil society, this crisis 

remained only at the stage of political disputes, without the use of violence or 

secessionist uprisings. 

 

In the field of strategic natural resources management, Brazilian Federal Constitution of 

1988 establishes that natural resources like oil, gas, ore and other minerals, are property 

of the country, centralized by the Union, as well as the resources from the Brazilian 

continental shelf; there are also natural resources that are jointly managed by federal, 

regional and local government institutions, as happens to water, sand, lumber and 

others, but oil and gas remain as federal property. 
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According to the constitutional provisions, Brazilian subnational levels of government 

have neither the property nor any direct competence to the management of oil and gas, 

which remains in the hands of the Union; there are, however, some functions of States 

and Municipalities that have indirect impacts on natural resources exploitation, such as 

environmental licenses. 

 

Even though, the Federal Constitution establishes that oil-related revenues would be 

granted to producing States and Municipalities, no matter if the production occurs 

onshore or offshore (Dias & Renault, 2013), a model which seemed to provide an 

equilibrium among the federative units, whether producers or not of those commodities. 

These revenues are given to States and Municipalities in the form of royalties and 

special fees, according to the standards contained in federal Law No. 9.478/97. 

 

The equilibrium of the Brazilian federation was challenged by the recent political 

dispute on oil revenues, which opposed the 25 non-producing States to the only two 

units that concentrate the production of these resources – Rio de Janeiro and Espírito 

Santo –, causing a serious political and institutional crisis to the productive sector of oil 

and gas. In the center of the discussion, a controversial bill aimed at radically changing 

the distribution of government revenues arising from oil and gas exploration– the so-

called oil royalties – among Brazilian federative units, reaching even the revenues 

originated from fields and from contracts currently in force. This new proposal declined, 

by far, the oil and gas producer federative units revenue, while extending to all units of 

the Federation a significant amount of those same rents (Dias & Renault, 2013; Lucas, 

2013). 

 

To get an idea of the extent of the conflict, even in the face of a powerful Executive 

branch, who possesses a set of tools for building and maintaining political majorities, 

the process led to the “defeat” of the federal government at least at two times – first the 

voting of the bill, and, after that, when the President’s vetoes were overridden by the 

Congress. 

 

The trigger of such political conflict was the discovery of large volumes of oil and 

natural gas in pre-salt layer in the Santos Basin, announced by Brazilian national-owned 

oil company Petrobras in June 2007. These findings and their implications for the 
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production of oil in Brazil were also the subject of a public event on November 8
th

, 

2007, also in the presence of the former President Luiz Inácio Lula da Silva and the 

former Chief of Staff Dilma Rousseff, confirming that the reservoirs of oil and gas 

labeled Tupi, located at the Brazilian continental shelf off the coast of the states of Rio 

de Janeiro and São Paulo, would be the largest in Brazil, with estimated volumes of 5 to 

8 billion barrels of oil and gas.  

 

By the time these announcements were made, the optimism about the newly found pre-

salt reservoirs led to what could be called a state of euphoria, led by the federal 

government, whose official propaganda attributed to the discoveries the power to put 

Brazil among the largest producers of oil and natural gas in the world. According to the 

then President Lula, these oil fields were “a winning lottery ticket” (Lucas, 2013).  

 

Beyond the excitement of economic players, investors and oil companies, the possibility 

of high growth of oil and gas production due to the pre-salt layers discoveries led to an 

immediate assumption of similar increases of government revenues, and this perspective 

was enough to induce the political actors to attempt to modify the rules concerning to 

the regulation of oil, in order to maximize the gains of the Union in this process. 

 

Willing then to define new rules by which the revenues of the Union would be higher 

than those accorded by the regulation and the contracts then in effect, the federal 

government established an inter-ministerial committee, giving it the task of reviewing 

the entire regulatory framework of oil and gas economic sector. The core idea behind 

this review of oil regulatory patterns was to increase the federal government control 

over the production of those commodities, taking as a starting point the assumption that 

the new oil fields represented a sure profit to their exploiters (Lucas, 2013). 

 

Thereafter, the federal government began to point to the possibility of redefining, 

among other subjects related to oil exploitation, the standards of distribution of revenues 

among the units of the federation –a subject that hitherto was a minor, almost inexistent 

subject of Brazilian political agenda. It is important to notice that, so far, the system of 

distribution of oil and gas revenues among the federative units, which combined the 

payment of revenues to oil-producing federative units with the exceptional incidence of 

tax on selling of goods and services (ICMS) on hydrocarbons in the State of destination 
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(only case in which this occurs), enabled the balance between federal units, no matter if 

oil and gas producer and not. Clearly and so far, this arrangement seemed to be in 

balance (Dias & Renault, 2013). 

 

In August 2008, President Lula said that “oil is not of the government of the State of Rio 

de Janeiro, it is not of Petrobras; it is of Brazilian people and we need to discuss the 

fate of this oil”, transforming the above mentioned possibility on a certainty: there 

would be attempts to change the rules for the distribution of oil and gas revenues, not 

only concerning to new contracts but also focusing on the contracts already in effect. 

 

One year later, on August 31
st
, 2009, the federal government presented the Chamber of 

Deputies a bill (No. 5.938/2009) containing the proposal for the new regulatory 

framework to the oil and gas economic sector, requiring its appreciation by the 

Parliament under urgency regime. A few days later, noticing the great (and bad) effect 

of trying to speed up the parliamentary debate, the Executive Board of the Chamber of 

Deputies requested the cancellation of the urgency request, and the project followed the 

usual legislative process.  

 

In its original writing, the proposed bill did not change the rules of calculus or 

distribution of governmental oil and gas revenues; however, while it was being 

evaluated by the Chamber of Deputies and by the Senate, the bill received several 

amendments which aimed to significantly modify the rules of distribution of such 

revenues, being then replaced by a substitute bill – Brazilian Congress was already 

showing that it would act as a kind of federative “Robin Hood”, according to Lucas 

(2013).  

 

The election of the former Minister of Energy and Chief of Staff, Dilma Rousseff, as 

President in 2010 happened when the substitutive bill was still being created by the 

Senate. From the beginning of her term, in January 2011, President Dilma Rousseff 

openly opposed to the substitute bill prepared by the Chamber of Deputies and the 

Senate, having also the support of oil producer States and Municipalities – particularly 

of Rio de Janeiro and Espírito Santo – which maintained since 2009 a significant 

campaign against the changes of the rules for the distribution of revenues, due to the 
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significant loss of financial resources they would suffer with the approval of the said 

project.  

 

The opponents of the substitute bill raised arguments ranging from irregularities in the 

legislative process to the absolute unconstitutionality of the proposal, considering also a 

discussion about the federal pact, the serious injury to the finances of oil producers and 

an exhortation to preserving the contracts already in place, in order to preserve the 

juridical stability, which is primordial to the institutional environment of the country. 

 

All the arguments raised against the substitute bill were ineffective: the proposal was 

approved with ease in a roll-call voting, with votes by representatives from all political 

parties represented in the House – including members of the presidential coalition and 

even members of the party of the President, although the Government's guidance to its 

coalition was to reject the proposal (Ribeiro, 2013). The newly approved bill was then 

submitted to the presidential consideration. 

 

As might be expected, the civil society, largely influenced by media and regional 

political elites, adopted in each federative unit a different behavior, from apathy and 

demobilization (more common in non-producing federative units) to public 

demonstrations, riots and mobilization through social networks. In the state of Rio de 

Janeiro, the political leaders of various different orientations joined the march that 

became known as "Veta, Dilma", asking the President of the Republic to affix total veto 

to the bill approved by the Chamber of Deputies.  

 

Figure 5 – Demonstration in Rio de Janeiro against the bill, on November 26, 2012 

 

Source: Empresa Brasileira de Comunicação (http://memoria.ebc.com.br ) 

http://memoria.ebc.com.br/
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Figure 6 - Demonstration in Teresina, Piauí, asking the President to sanction the 

law, on November 28, 2012 

 

 

 

 

 

 

 

 

 

 

Source: Portal O Dia.com (http://www.portalodia.com/ ) 

 

After a period of intense protests and debates, the bill was finally sanctioned by the 

President in November, 2012 and converted into Law No. 12.734/2012, although 

receiving many vetoes to the its most controversial articles; the President also edited a 

“Medida Provisória” (provisional measure) to remedy the gaps left by the vetoes.  

 

However, the vetoes apposed by President Dilma Rousseff to the approved bill were 

overridden by the National Congress, which, in a tumultuous joint session held on 

March 6
th

, 2013, fully enacted the new Law No. 12.734/2012 by a large majority.  

 

The oil-producing federative units, then, submitted the newly promulgated law to the 

judicial review, filing actions before the Supreme Court, arguing the offensiveness by 

the newly approved law to the constitutional norms. The Supreme Court decided to 

suspend the effectiveness of the new law until a final decision on the case. Currently, 

the matter is yet awaiting to be decided, and still far from being completely solved. 

 

 

 

 

http://www.portalodia.com/
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2.3.2. Canada: the National Energy Program, 1980 

 

Canada is a federative parliamentarian republic under the British Commonwealth, 

composed of 10 provinces and 3 territories, among which oil and gas are distributed in 

an absolute uneven way: the province of Alberta alone concentrates about 96% of the 

reserves of oil and gas in the country, while the other nine provinces and three territories 

occupy an unremarkable role in the production of hydrocarbons.  

 

Since the beginning of its history as a federation, Canada dealt with the asymmetries 

among its federative units. Canada’s provinces have extremely different economic 

vocations and performances: resource-poor eastern provinces, an industrially developed 

center, and resource-exporting western provinces. In order to keep the economic 

balance of the federation, Canada has a fiscal equalization regime that intends to bring 

its poorer provinces up to a national standard fiscal capacity.  

 

Concerning to oil, Canada comprises at the same time the extremes of a huge oil-

exporting province (Alberta) and the similarly expressive oil-consuming provinces of 

Ontario and Québec. This fact makes of Canada an extremely complex environment and 

an interesting case for studying oil-related issues. 

 

In Canada, the provinces own and manage onshore oil resources, while offshore 

resources are owned by the country as a whole. Concerning to onshore resources, the 

provincial governments collect royalties, license fees and other taxes, while the federal 

government collects revenues from income tax. When it comes to offshore oil 

exploitation, however, the federal government has historically given the effective 

management and the revenues of its offshore resources to the two provinces with 

offshore production in their respective coastal areas.  

 

Section 109 of the Canadian constitution recognizes the provinces’ ownership of the 

lands and resources within their territories; at the same time, the national government 

manages trade and foreign policy, in order to protect the free transit of goods and people 

throughout the country. However, sometimes it is nearly impossible to separate 

definitively these two policy domains. 
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The economic and fiscal advantages of oil-rich provinces have normally not been a 

cause to expressive political issues. However, and despite the supposed balance of 

Canadian institutional environment in relation to the management of resources from oil 

and gas, the fact that oil production is massive only in Alberta created a crisis of 

national proportions with the energy crisis of 1979 and the creation of the "National 

Energy Program" by the Liberal-party central government in 1980, which provided for 

the distribution among the whole country of wealth generated by oil production (Cairns, 

1992). This crisis has still impacts on the Canadian political life, reflecting yet 

nowadays on the performances of the Liberal party in Western Canada. 

 

The National Energy Program was a policy designed to change the structure of power 

between the Canadian federal government and the provinces, and also between the 

federal government and the oil industry (Doern & Toner, 1985), having as its 

background the world oil crisis of the 1970s.  To understand what happened in 1980, it 

is interesting to look further into the past and examine the antecedents of that policy. 

 

After the discovery of Leduc reserves in 1947, and until 1973, the oil environment in 

Canada was characterized by a reasonable consensus between the federal and provincial 

governments on the management of oil resources and revenues, through the 

standardized patterns of the constitutional framework. The objective of the federal 

government’s energy policy of the time was to encourage oil and gas production and to 

stimulate the development of the domestic oil industry, in order to supply the growth of 

industries in Eastern Canada, as well as the exports of oil and gas to the United States 

through pipelines (Doern & Toner, 1985). This period was characterized by a lower 

intervention of the federal and provincial governments on the oil market, considering 

the relative balance between public and private interests.  

 

The intergovernmental relations were also less troublesome; the issues related to oil 

production and revenues was in some aspects equalized by the constitutional and legal 

environments, even though some issues of the oil regulation were debated between the 

federal and provincial governments, or created tensions among the governments and the 

producers or consumers. The details of the transport of oil and gas through pipelines, for 

instance, generated heated debates within the Canadian Parliament since the passing of 

the federal “Pipe Line Act” of 1949, leading to the defeat of the Liberals by the 
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Conservatives in 1956. Also, the debates on supply issues like the prorationing of the 

Albertan production and the imports of oil from Venezuela and Middle East created 

tensions among the Canadian governments, the oil companies and involved the United 

States (Doern & Toner, 1985).  

 

In 1961, the Diefenbaker Conservatives-led federal government established the National 

Oil Policy (NOP), following the reports of a Royal Commission on Energy created in 

1957, providing a protected national market for Albertan oil in Ontario and the rest of 

the country west of the Ottawa Valley Line, while giving to the Canadians consumers 

east of that line plenty access to offshore oil of lower price. The NOP encountered little 

resistance, even from the Liberals-led opposition; in part this occurred because of the 

feeling that it reflected a delicate balance between the needs of all the actors involved, 

with markets being regulated in a more consensual way.  

 

The 1960s were times of rapid development and political calm for the oil sector in 

Canada. With the establishment of the National Energy Board, the National Oil Policy 

protecting the domestic industry, and the pipelines leading oil and gas across the 

country and to the American market, the oil-related intergovernmental issues remained 

settled. The oil industry expanded quickly and increased the production, with the 

regulatory consolidation setting stable institutional patterns to this development. But 

energy was not out of the political agenda: in Alberta, the Conservative party, led by 

Peter Lougheed, won the 1971 provincial elections on a platform promoting the use of 

Albertan oil wealth to diversify the province’s economy, a theme that was recurrent in 

western politics but was rather undervalued at the time. 

 

The new provincial administration soon discovered that its antecessors compromised 

the liberty of the government regarding to the management of the Albertan oil wealth, in 

a series of commitments to the oil industries; for instance, in 1948 the Social Credit 

government agreed to insert in oil and gas leases a specific provision that the maximum 

royalty payed by producers would be limited to 16,7% of the gross production, 

provisions that were soon after confirmed by the passing of the 1949 Mines and 

Minerals Act.  

 



 

87 
 

Trying to reverse this perspective, Lougheed administration introduced in 1972 a 

Natural Resource Revenue Plan, in an attempt to increase royalties from the maximum 

of 16,7% without breaking the previous contracts and agreements with the industry; 

after negotiations, the Alberta government proposed to superimpose on the royalty 

structure a tax on remaining oil reserves, but, a few months later, withdrew this 

proposal, announcing that the royalties would rise with oil price increases, considering 

that the federal government took some initiatives such as an oil price freeze and the 

imposition of an oil export tax (Doern & Toner, 1985). Also, in September 1973 the 

Alberta government incorporated Alberta Energy Company, whose purposes comprised 

investment in oil exploitation, pipelines, coal, forestry, steel and petrochemicals. 

 

But conflicts between the province of Alberta and the Ottawa central government on oil 

production and revenues started to get really worrisome when the world oil prices 

reached their higher tops in 1973, due to the oil crisis induced by OPEC, a time when 

energy concerns became even more highlighted in the political agenda. The price of the 

oil barrel, which was of $2 in October 1973, was fixed in $7 in December of the same 

year by the Arab-led organization. The peaks of oil prices and the fear of shortages due 

to the OPEC’s embargo led the entire world to discuss energy as an important and 

strategic subject; for the Canadian politics, the crisis exposed the latent conflict among 

federative spheres, and also between the governments and the industry (Doern & Toner, 

1985).   

 

At that time, the federal Prime Minister Pierre Trudeau, of the Liberal Party, considered 

the increase of oil prices and revenues a way to strengthen the Canadian economy 

through federal supervision, and was pushed by the industrialized provinces like 

Ontario to keep domestic oil prices as low as possible. Albertan Premier Peter 

Lougheed, of the Progressive Conservatives Party, at the other hand, saw these oil 

prices’ spikes as an opportunity to capture the highest possible reward for the province’s 

natural resources, and therefore to strengthen the provincial economy (Nemeth, 2006).  

 

Facing the new scenario of the oil commerce, the federal government imposed controls 

on oil and refined products exports, announced the extension of the Interprovincial 

pipeline to Montreal, froze domestic oil prices below world prices, created an export tax 

on oil to appropriate the difference between the world price and the controlled one, 
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developed an oil import compensation scheme to protect consumers dependent on 

imported oil (mainly Québec and the Atlantic provinces) and in July 1975 incorporated 

a national-owned oil company named Petro-Canada (CANADA, 1976).  

 

The decision to freeze oil prices was viewed by Alberta as one of the first unilateral acts 

adopted by Ottawa to impose its will on the oil-producing provinces. These acts would 

result in a series of mutual acts of political confrontation, practiced over the entire 

decade, reflecting the diverse national and regional interests and the different political 

parties involved. 

 

In response, the oil-producing provinces enacted new legislation, in order to reaffirm 

their constitutional control over the production, regulation, marketing, and pricing of oil 

within their territories. The government of Alberta decided to modify unilaterally the 

royalty regime, announcing that it would take 65% of the increase in prices; the federal 

government realized, then, that its own revenues were about to decline, considering that 

royalties were tax deductible and that the rising of oil prices and provincial royalties 

would leave small space for the federal income tax. It decided therefore to amend the 

Income Tax Act in order to disallow the deductibility of provincial royalties from the 

tax calculation base, a measure that made the provinces even angrier.  

 

The federal and provincial decisions converged to harm the industry, which, squeezed 

between the both government levels, dismissed staffs, cancelled projects and reduced 

exploration. The government of Alberta reacted then, reducing its oil revenues and 

introducing various incentives to exploration and development activities, trying to set 

better conditions for the oil sector. The dispute between the federal and provincial 

governments was, in its core, more on revenues distribution than on pricing, but pricing 

had such effects on revenues generation and distribution that concentrated the greatest 

part of the media and political attention. 

 

In 1975, the federal government, making clear the intention to ensure its powers over 

the oil regulation even if the negotiations with the provinces failed, passed the 

Petroleum Administration Act, granting itself broader powers over the regulation and 

pricing of oil and gas; in December of the same year, Ottawa incorporated the national 
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oil company, Petro-Canada, to ensure the participation of the federal government in the 

sector.  

 

At the provincial level, the Lougheed administration instituted in 1976 the Alberta 

Heritage Savings Trust Fund, to save resources-related revenues that could be used to 

mitigate the damages when the oil rents ran out, to benefit future generations of 

Albertans. Only 30% of the oil-related revenues went to the fund, while the rest went 

directly to the government’s treasury; also, the Progressive Conservative’s government 

enacted different policies to diversify the provincial economy, which was one of its 

electoral compromises.    

 

This tug-of-war between Ottawa and Alberta lasted until both governments realized that 

some kind of agreement was needed to revitalize the oil industry. The federal and 

provincial governments agreed on a gradual increase of the Albertan oil price; by 1977, 

a two-year pricing agreement was reached to increase the crude oil prices one dollar per 

barrel at six-month intervals, until it reached to increase 80% of world prices in 1978, 

with the gap between domestic and international prices being less than $3 per barrel 

(Nemeth, 2006; Doern & Toner, 1985). However, the apparent calm was the harbinger 

of the coming storm.  

 

In 1979, Trudeau’s Liberals lost seats in the Parliament and a new Progressive 

Conservative government was set, led by Albertan politician Joseph “Joe” Clark. The 

fact that the Prime Minister was an Albertan and of the same party as the province’s 

governor, however, did not help in the oil-related issues: Ottawa still failed to negotiate 

a new pricing and revenues distribution arrangement with Alberta government.  

 

In the same year of 1979, the Iranian revolution caused a second shock on oil that 

doubled its price, leading the world once again to a scenario of uncertainty concerning 

to oil supply. The media exposure of these issues, in turn, brought the concerns about 

energy to the homes of the common citizens, to such an extent that the 1980 election in 

Canada were dubbed “the energy election”, or also “the 18 cents election”, referring to 

the increase on excise duties on gasoline proposed by the December 1979 budget of the 

Conservative federal government, of 18 cents per gallon. The 1980 election marked the 

return of Trudeaus’s Liberals to power once again, after the motion of no-confidence of 
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the brief Progressive Conservative’s government, partially caused by energy concerns 

(McEachen, 2009).  

 

At the same time, Alberta was experiencing a boom of construction and exploration, 

with new findings and the establishment of several independent oil companies. The 

world oil price of $32 per barrel made the federal and provincial governments realize 

that greater revenues could be achieved only by moving the Canadian oil price to the 

world mark. Also, this new level of oil prices would challenge the federal management 

of the economy and the fiscal federal-provincial equalization, with huger revenues 

going to Alberta coffers. The Lougheed administration began preparing Albertans to the 

inevitable federal action that would come; in a speech on April 16
th

, 1980, Lougheed 

stated that  

 

“The attitude of Western Canada towards Confederation today 

is dissatisfaction and frustration (…). Alberta is being pressured 

to continue to sell its oil for less than 50 percent of its value. 

(…) Any unilateral action by the federal government – 

particularly one by a federal government that’s been rejected by 

western Canada – will be resisted by our citizens in the 

strongest and most determined ways. It would be a tragic 

miscalculation by Ottawa if they misjudge the resolve of 

Albertans in this matter.” (LOUGHEED, April 16
th

, 1980) 

 

The Liberal-led new federal government decided, then, to intervene in the oil pricing 

and revenues sharing, and in October 28
th
, 1980, Trudeau introduced the National 

Energy Program (NEP). According to Doern & Toner (1985), the National Energy 

Program  

 

“unilaterally imposed a four-year pricing regime for oil and 

gas, established a new revenue sharing scheme which would 

increase Ottawa’s share of petroleum revenues by levying 

several new taxes including a new tax on natural gas sold in 

Canada or exported, launched a massive oil substitution 

program to reduce oil imports, and created a program to 
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increase Canadian ownership in the petroleum industry, in part 

by changing the exploration and production incentive program 

from a tax-based to a grant-based system, and in part through 

direct acquisitions.” (Doern & Toner, 1985)  

 

The federal government justified the new policy by assuming that “the petroleum-

producing areas benefit from OPEC actions, while the rest of Canada is penalized” 

(CANADA, 1980:10); concerns about the transference of wealth among the Canadian 

provinces, to the benefit of Alberta, were also among the worries. These feelings 

induced the formulation of a policy that provided for a major distribution of the oil-

related wealth among all the provinces, and most of all to the concentration of this 

wealth in the hands of the federal government; as stated by Ottawa, “the Government of 

Canada believes the present system is inappropriate and unfair” (CANADA, 1980:16). 

 

Figure 7: Albertan newspaper cartoon showing Trudeau trying to get gas from 

Alberta to fuel his aggressive policy 

 

Source: The Herald, November 1
st
, 1980 

 

The producing provinces immediately reacted against this new unilaterally set federal 

energy policy. Alberta adopted measures such as the curtailment of 180,000 barrels of 

oil per day over nine months, the withholding of provincial approval for the exploration 
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of oil in Alsands and Cold Lake megaprojects, and started a debate on the 

constitutionality of the new tax on natural gas.  

 

Another movement of Alberta government was to argue that the NEP was part of a 

Trudeau’s plan to unilaterally change the constitution and the clauses of Canadian 

federalism, intending to create an actual unitary state where Ottawa ruled and all other 

provinces than Ontario and Québec would be in a second class position. In fact, the 

NEP was an attempt to change the way the country dealt with its natural resources, 

whose ownership was ordinarily granted to the provinces by the constitution. Trudeau’s 

announced intention to repatriate the constitution also reinforced Albertan fears about 

changes in the resource-related constitutional clauses. 

 

Alberta government also mobilized the media and public opinion of the province, with 

Lougheed speaking directly to the core of the Albertan feeling of injustice: in a 

television speech, soon after the program was introduced, Lougheed stated that  

 

“They [Ottawa] say it’s simply a matter of sharing revenue (…). 

What we’re facing here is a situation where more and more 

decision making, more and more control will be in the hands of 

the decision makers in Ottawa and your provincial government 

will become less and less able to influence your future and to 

provide for job security and opportunity” (apud Gerson, 2012) 

 

At the federal political arena, the replacement of a government in which western 

Canadian politicians had some prominence – including the Prime Minister – by another 

in which westerners had virtually no representation contributed to the feeling of 

illegitimacy of the new program. Lougheed’s rhetoric also changed: the premier stopped 

calling the federal government “federal” or “national”, dubbing it only “Ottawa 

government” instead; the NEP was viewed as a reward to the Liberal constituencies of 

Ontario, Québec and East Canada, while penalizing the opposition provinces in the 

West.  

  

The fact that oil and gas were treated differently by Ottawa than other natural resources, 

which was a recurrent theme of the Albertan politics, resurrected stronger than ever. 
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The terms under which the NEP was formulated actually confirmed this fear; the 

difference of treatments was explained by Ottawa under the argument that oil was not 

simply a resource, but rather “energy” and therefore a matter of national concern.  

 

1981 arrived without any perspective of agreement between Ottawa and Alberta, and 

throughout the year this battle between these federative entities became annoying to the 

other governments. By the summer of 1981, the cutbacks on Alberta production were 

rather a problem than a solution for the provincial economy, considering that the world 

market was full of oil again, leaving the federal government in a better position than 

Alberta. Also, the provincial economy was beginning to show signs of depression and 

other troubled effects of the federative dispute, and Lougheed government started being 

criticized because of its intransigence. In such a context, conversations started again 

between the Energy ministers of federal and provincial levels, intending to reach an 

agreement, and, on September 2, 1981, Pierre Trudeau and Peter Lougheed celebrated 

the successful negotiation of an agreement. 

 

This agreement gave Alberta the main provincial goal: a reaffirmation of the provincial 

ownership of oil; also, the export tax on natural gas was suppressed, although this 

suppression was disguised as a reduction to zero percent of the rate of the tax. The 

agreement also provided a pricing schedule and revenue sharing regime that seemed 

suitable to Alberta government. Lougheed also agreed to fund and administer the 

Petroleum Incentives Program in Alberta, and to make Market Development Incentives 

Payments to the federal government in order to facilitate the expansion of gas markets 

east of the province. The conditions of the September Agreement were not unanimity: 

industry back in Alberta claimed that the agreements clauses portrayed rather the 

provincial government’s interests than the Albertan economy needs.  

 

Tensions between Alberta and Ottawa on energy issues diminished, but did not 

disappear; changes in the world oil market and the end of continuous rising of prices 

took away many of the foundations of both the NEP and the September Agreement, and 

many of their dispositions soon became anachronic. These tensions, as well as the 

remaining NEP-related worries, resulted in a 1982 constitutional amendment that 

prohibits the federal government from imposing export taxes on petroleum. The oil 
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industry was suffocated and recession could still be felt in the years following the 

agreement, with deep effects on Canadian politics. 

 

The mobilization of the public opinion had its results: secessionist movements started 

arising soon after the launching of the NEP. Separatist rallies, starting with a noisy 

demonstration in Edmonton in November 1980, were held throughout the province of 

Alberta. Several separatist organizations emerged, most notably the West Fed and the 

Western Canada Concept party (WCC), which produced the first elected secessionist 

politician outside Québec since the 1870s, Gordon Kesler, elected in February 1982 to 

the Legislative Assembly of Alberta. Polls conducted in 1981 showed that the popular 

support to the secession of Alberta reached 36 percent of its populace, when the 

question asked to the respondent mentioned the inequality of treatment dispensed by the 

federal government to the province (Hiller, 1987). 

 

In addition, Liberals lost much of their support in Alberta and other resource-rich 

provinces with their association to NEP, to the point that even at the present time, 

almost 26 years after the birth of the policy, the Liberal party suffers harsh opposition in 

Western Canada. Any attempt of the federal government to intervene in oil-related 

issues is still questioned as a “new NEP”, and the fear of an usurpation by Ottawa of the 

provinces’ rights over natural resources generates yet many debates in the media and in 

the political arena. 

 

Nowadays the management of revenues from oil extracted in Alberta is still granted to 

the province, whose Treasury receives some income directly, while the remaining value 

is incorporated to specific natural resources funds. Section 92A of the Canadian 

Constitution (added as an amendment in 1982) expands provincial power in areas that 

were previously under exclusive federal control, but its grant of concurrent powers 

requires that resolution of disputes be reached through political accommodation 

(Howlett, 1991). Negotiated solutions were recently adopted by the federal government 

and the provinces to prevent other federative crises on oil and gas revenues distribution 

and to avoid the shock caused by the NEP. However, the issue of fiscal balance between 

Canada’s provinces has started to reappear with higher oil prices, the massive growth in 

Alberta’s production, and the rise of new resource-producing provinces. 
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Figure 8 – Newspaper cartoon picturing an attempt of politicians to bring the NEP 

back to life in 2007 

 

 

Source: The Calgary Sun, June 6, 2007 

 

 

2.3.3. Malaysia: the Kelantan-federal clash on oil royalties 

 

The Federation of Malaysia historically experiences conflicts among its constituent 

units and the central government, some of them driven by secessionist claims – such as 

the cases of the populaces of Sabah and Sarawak –, and also some conflicts between 

federal and regional governments on oil revenues, such as the federative conflict 

between the state of Kelantan and the federal government since 2009.  

 

The Malaysian federation consists of thirteen states: eleven of them in West Malaysia, 

located at the Malay Peninsula, and two states in East Malaysia, in the island of Borneo. 

The country has its origins in the Malay States that became subject to the British Empire 

in the 19
th

 century. After World War II, the states in the Malay Peninsula were 

restructured as Federation of Malaya in 1948, and it achieved independence in 1957. In 

1963, Federation of Malaya together with Singapore and the Borneo island’s Sabah and 

Sarawak formed Federation of Malaysia. Singapore left the Federation in 1965.  
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Malaysia is a net exporter of natural gas and crude oil. These commodities are produced 

mainly offshore the states of Sabah, Sarawak, Terengganu and Kelantan, often in waters 

that are disputed among the Malaysian Federation and neighboring countries such as 

Brunei and Thailand, which are subjects to international treaties on boundaries and 

agreements of joint development.  

 

In Malaysia, the states own the onshore oil fields, but the resources are managed by the 

federal government, mainly through the national-owned oil company Petronas – 

Petroliam Nasional Berhad. Offshore resources can belong to the states or to the union, 

according to the distance of the field from the coast, but the control of these resources 

also remains with the federal government, which also acts in the oil sector through 

Petronas. This strong centralization reflects the generally centralized design of the 

Malaysian federation, despite the provinces being owners of some petroleum resource. 

The states have other instruments that can be important in the management of the 

resources, like land use permits and environmental licenses, but the final word always 

comes from the federal government (Hui, 2012).  

 

Oil fields in the continental shelf offshore Sabah and Sarawak belong to these two 

states; concerning to other units, only resources within 5556 meters (3 nautical miles) 

offshore belong to the state government, and the resources located beyond that line 

belong to the federation. The special situation of Sabah and Sarawak concerning the 

property of offshore resources comes from the history of their entering into the 

federation. The boundaries of these states were defined in 1954, when they were yet 

British colonies, by specific acts which established that the offshore areas were 

comprised in their territories. According to the article 1(3) of the Malaysian 

constitution, the territories of each state are those existing immediately before 

September 16, 1963. Therefore, the governments of Sabah and Sarawak have claims 

over their continental shelf, because the boundaries established in 1954 included 

offshore areas (Fong, 2008).  

 

Other states – the ones located in West Malaysia – did not have the same provisions, 

and remained only with the exclusive zone of 3 nautical miles (5556 meters) granted by 

the Continental Shelf Act of 1966, generating from time to time claims and actions by 

West Malaysia states, such as Terengganu and Kelantan, attempting to earn the control 
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of the resources exploited in their offshore or a greater revenue’s income (Hui, 2012; 

Musa et al., 2014). 

 

Concerning to oil rents, the Malaysian federal government receives the larger share – in 

fact, almost all – of onshore resource revenues, and shares only the royalties with the 

producing provinces. The federal government determines the royalty rate (currently of 

10 percent) and the resulting royalty revenues are then equally shared between the 

producing state and the federal government. The revenues from offshore oil production 

remain with the federal government, even though the steps of the production that follow 

the oil pumping – all of them regulated by the federal government – must happen in 

states’ territories. Revenues from oil have comprised circa 20% of Malaysian federal 

revenues since 1985. In the case of the states, it grew from 3% in 1972 to circa 30% in 

2012 (Hui, 2012).  

 

The history of commercial oil exploitation in Malaysia starts in 1910, with the 

development of Miri onshore field by Shell Oilfields Company Limited; in the 1960s, 

the exploration of offshore fields began, in the coast of the states of Sarawak and Sabah, 

and oil was found in the beginning of the 1970s. The coast of the state of Terengganu, 

in the South China Sea, also started to reveal oil and gas basins in 1973, and further 

exploration led to discoveries offshore the state of Kelantan in the 1990s. 

 

The development of the oil sector in the newly formed Malaysian Federation led the 

parliament to pass in 1966 the Petroleum Mining Act, which tried to incorporate the 

agreements made by the federal government with the states of East Malaysia (Sabah and 

Sarawak) while providing exploitation and revenue rights for the central government as 

well. The second section of this law, which establishes concepts and definitions, brings 

an interesting portrait of those agreements: 

 

“2. Interpretation 

(…) 

"land" , in relation to the States in West Malaysia, means any 

area of on-shore land and includes off-shore land adjacent to 

and contiguous with the on-shore land and, in relation to the 

http://www.cljlaw.com/membersentry/LegTermDefinationfromsection.Asp?Word=land
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States of Sabah and Sarawak, means the area of off-shore land 

only; 

(…) 

"off-shore land"  means the area of the continental shelf; 

"on-shore land"  includes the foreshores and submarine areas 

beneath the territorial waters of the States;” (Malaysia, 1966) 

 

In 1974, following the 1973 oil crisis caused by the OPEC embargo, the Malaysian 

federal government enabled the Petroleum Development Act (PDA), providing a legal 

framework for oil exploitation and revenues distribution, as well as empowering the 

newly-created national oil company Petronas with the “entire ownership in, and the 

exclusive rights, powers, liberties and privileges of exploring, exploiting, winning and 

obtaining petroleum whether onshore or offshore of Malaysia” (Malaysia, 1974).  

 

The new law also established the payment of rents by Petronas to the governmental 

spheres, stating in its Section 4 that 

 

“In return for the ownership and the rights, powers, liberties 

and privileges vested in it by virtue of this Act, the Corporation 

shall make to the Government of the Federation and the 

Government of any relevant State such cash payment as may be 

agreed between the parties concerned.” (Malaysia, 1974) 

 

The PDA involved three major developments: all oil findings would be under Petronas 

custodianship; existing concession agreements would be replaced by Production 

Sharing Contracts (PSCs), in which the federal government would effectively undertake 

expenditure; and there would be an additional five percent royalty payment to the 

federal government, additionally to the five percent royalty payment done to state 

governments.  

 

After that, thirteen Assignment Deeds and Vesting Grants were separately signed 

between each of 13 states and the federal government, vesting the rights to “petroleum 

whether lying onshore or offshore of Malaysia” to Petronas, in return for cash payments 

in the form of a yearly sum equivalent to 5% of the value of the produced oil.  

http://www.cljlaw.com/membersentry/LegTermDefinationfromsection.Asp?Word=off%2Dshore+land
http://www.cljlaw.com/membersentry/LegTermDefinationfromsection.Asp?Word=on%2Dshore+land
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Both the incorporation of Petronas and the Petroleum Development Act of 1974 meant a 

higher centralization of oil regulation and revenues collection, transferring exploration 

and production rights from all state governments to the federal government, and were 

not achieved without resistance from oil-producing states, at the time Sabah, Sarawak 

and Terengganu. The political debates on these issues were conducted mainly off the 

public scrutiny, because even the politicians who were unhappy with these proposals 

would not dare to express it publicly (Hui, 2012). At that time, the then Prime Minister 

indicated that all Malaysian states with the exception of Sabah and Sarawak had signed 

agreements with Petronas for a 5% royalty for petroleum onshore and offshore. 

 

After that, the history of oil revenues distribution in Malaysia started being even more 

politicized, hugely influenced by disputes among political parties. The strength of the 

political party Barisan Nasional (BN) at the national level led to forceful impositions on 

opposition-led state governments concerning to oil revenues. Regional tensions also 

arose within the Malaysian Federation, with separatist claims from East Malaysian 

populaces, which were not endorsed by the states governments; there were also tensions 

in the federation concerning the distribution of revenues due to the beginning of 

commercial oil exploitation offshore the state of Kelantan.  

 

Sabah and Sarawak sometimes use their political strength and prominent position in the 

oil production to press the federal government for special grants and rents. There are 

secessionist movements in these East Malaysia states, but these movements have not 

been related to oil rents, although increases in oil revenues are recurrent matters in these 

states’ elections (Hui, 2012). 

 

After the discovery of oil offshore Terengganu, Petronas agreed paying 5% royalty to 

this state, according to the terms of the Petroleum Development Act, the same way it 

did to Sabah and Sarawak. These royalties were paid continuously to Terengganu until 

2000, when the state government went to the opposition Parti Islam Se-Malaysia (PAS) 

party, which won the 1999 state elections. From 2000 on, the royalties due to 

Terengganu were inverted in a federal-controlled fund, and the federal government 

started claiming that the precedent payments were not related to the state’s rights to 

royalties, but instead a humanitarian help from the Barisan Nasional-led federal 
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government due to the huge incidence of poverty in the state – calling it “wang ehsan”, 

or “goodwill money”. The government of Terengganu sued the federal government and 

Petronas, but the federal court ruled in favor of the federal government. When a BN-led 

coalition won back the government of Terengganu, Petronas remitted the royalties 

payments to the state (Hui, 2012). 

 

In Kelantan, which signed agreements with Petronas in 1975 according to the Petroleum 

Development Act of 1974, the PAS-led government started in 2009 a claim against the 

federal government, seeking an equal treatment concerning to royalties, referring also to 

oil extracted in Malaysia’s joint development area with Thailand, where production 

commenced in 2005. The state argued that the payment must be done in accordance 

with the Petroleum Development Act of 1974, wherein Sabah, Sarawak, and 

Terengganu had all received 5% royalty, but instead Kelantan had been denied its 

equivalent.  

 

Prime Minister Najib Abdul Razak, in response to a query in Parliament in November 

2009, announced that the federal government would pay “goodwill money” to Kelantan, 

under the argument that the state was not entitled to oil royalty because the fields were 

located beyond Kelantan’s three nautical miles of territorial waters (bin Muslim et al, 

2015). This “goodwill money” would be allocated for projects in Kelantan, considering 

its lower degree of development, but the allocations would be transferred to a federally 

controlled fund, as has been the case for Terengganu when it was in opposition hands. It 

was clear to Kelantan that the unequal treatment from the federal government was due 

to the fact that the state was governed by an opposition party (Musa et al, 2014). 

 

In fact, the feeling in Kelantan was that the federal government was adopting a 

contradictory behavior and trying to harm the state. On the one hand the Prime Minister 

stated that the federal government was prepared to go to court if the Kelantan 

government were to dispute oil royalties judicially, while on the other the federal 

government has reiterated its commitment to the wellbeing of the people in Kelantan 

and promised "goodwill money" payments, possibly to fight accusations that it was 

withholding royalties to undermine the opposition, PAS-led state government.  
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However, the concession of “goodwill money” payments has done little to resolve 

tensions with Kelantan, for the state government kept on questioning why the state 

could not receive royalties in a similar way to Terengganu state, now governed by BN 

again. In fact, the amounts that the federal government would give to Kelantan in the 

form of “goodwill” payments were uncertain, and the state government worried that 

they would be granted only for a short term. These “humanitarian” payments also seem 

to lack a steady legal basis, and hence could be started and stopped at the federal 

government's only discretion (Zahiid, 2009). 

 

Kelantan government, then, filed a suit on August 30, 2010 against Petronas, arguing 

breach of contract and constitutional issues, and demanding the company make 

outstanding and future cash payments to it for petroleum produced off the Kelantan 

coast, as set in their petroleum exploration agreement (Arukesamy, 2015). Although the 

Kelantan government had named Petronas as the sole defendant, the federal government 

applied in to be an intervener and joined the legal suit, named as the second defendant 

(The Star Online, February 24, 2011).  

 

The civil society also got involved in the question. Political and economic analysts, 

pundits and the media brought the Kelantan oil claims to the newspapers and television 

programs. A non-governmental organized movement using the name “R” – for “Royalti 

Kelantan” – was established in Kelantan to create pressure upon the federal government 

to give the state the oil royalties as provided by the Petroleum Development Act of 

1974. This organization has an internet page (http://royaltikelantan.com/archive), lead 

demonstrations and travels to Putrajaya in order to attend the trials of the Kelantan suit 

against Petronas. 

 

Figure 9 – T-shirts sold by the “R” movement to its supporters 

http://royaltikelantan.com/archive
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Source: http://royaltikelantan.com/archive/aksesori-r/ 

 

Figure 10 - Banner from “R” movement inviting for a 2km-walk demonstration on 

May 26, 2012 

 

Source: http://royaltikelantan.com/archive/2012/05/kempen-berjalan-untuk-royalti/  

 

However, other oil-producing states are receiving royalties due to oil wells located 

beyond their territorial waters, as happens to the state of Pahang. Although the Bertam 

oilfield lies 160 km off Pahang’s coast (far beyond the 3 nautical miles limits), this state 

was to receive RM 100 million a year concerning to royalties, according to an 

http://royaltikelantan.com/archive/aksesori-r/
http://royaltikelantan.com/archive/2012/05/kempen-berjalan-untuk-royalti/
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announcement made by Prime Minister Najib Abdul Razak in October 2012 (Musa et 

al., 2014).  

 

In January 2013, pending the state’s suit against Petronas and the federal government, 

Kelantan government applied for an interlocutory injunction, to prevent the payment of 

royalties on the oil produced from the state’s offshore to the federal government, asking 

the royalties to be to deposited into a profit earning syariah-compliant account (The 

Malaysian Times, 2013, January 23).  

 

The Kelantan suit against Petronas is still not closed. After losses and victories of both 

sides in the judicial procedures, the government of Kelantan still tries to get the 

royalties from Petronas and the federal government, which keep on arguing that the 

claim from Kelantan cannot be granted due to Malaysian constitutional clauses. 

 

 

2.4. Federative disputes on oil: Australia, India, Mexico, Russia, United States and 

Venezuela 

 

Six federative countries with significant oil and gas production – some of them ranking 

among the greatest producers in the world – did not experience specific federative crisis 

caused by oil property or distribution of oil revenues: Australia, India, Mexico, Russia, 

United States of America and Venezuela. This recognition does not mean that these 

countries do not or did not experience some kind of dispute on those issues among 

federative units, but instead that the federative disputes on oil wealth were managed by 

the political institutions and remained comprised at the political environment, without 

generating an identifiable critical event, such as happened to Nigeria, Sudan, Brazil, 

Canada and Malaysia.  

 

The Commonwealth of Australia is a federative parliamentarian country formed by 6 

states, 2 self-governing federal territories and 7 maritime territories. Australia is an 

unique case among oil-producing federative countries, because oil and gas fields, both 

onshore and offshore, can be found in all of its subnational autonomous units and some 

territories, although these fields can have different sizes and commercial propensities.  
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Oil is a relevant source of revenues to Australian economy and to all levels of the 

country’s federation. The Constitution of Australia does not mention oil, and the 

hydrocarbons were not an important part of the country’s economy until the first 

discoveries of oil fields with commercial capacity, in the 1960s; in 1961, commercial 

oilfields were discovered in Moonie, Queensland, and, in 1964, oil was found offshore 

in the Bass Strait, offshore Victoria. In a few years Australia was transformed from 

almost total dependency on imports to near self-sufficiency. 

  

Onshore oil belongs to the states, as the result of a transition from the “common law” of 

the British colonies to the nationalization of oil. Each Australian state and territory 

government has jurisdiction over the oil reserves found within their respective areas. 

Consequently, the relevant governments, not private landowners, control the regulation 

of oil exploration and production in Australia. However, the section 51 of the 

Constitution allows the federal government to exercise a significant measure of control 

on oil, and the High Court supports it.  

 

Offshore resources belong to the federal government, but the management of these 

resources is performed jointly by federal and state authorities. Australia has developed a 

joint management regime for the offshore, though the federal minister retains primacy.  

 

From time to time, issues such as government participation in oil exploration and 

production, environmental protection, fiscal jurisdiction and authority, and export 

controls arose in the political arena, opposing federal and state governments in the 

debates.  

 

One example of these disputes is the debate on offshore jurisdiction. The “Petroleum 

(Submerged Lands) Act 1967”, passed by the federal Parliament, for instance, caused 

considerable political controversy. The Australian Labor Party, which was in the 

opposition at that time, frankly opposed the legislation, allegedly too generous to the 

states in the revenue sharing arrangements and delegation of competences, and to the 

companies, because of the terms on which they could acquire offshore oil titles. After 

winning the federal elections of December 1972, the same party decided to challenge 

the act and the previous agreement in which it was grounded (Hunter, 2011; 

Crommelin, 2012).  
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In 1973, the federal Parliament passed the “Seas and Submerged Lands Act 1973”, 

which made sure the federal sovereignty over Australia’s territorial sea (within 3 

nautical miles from the coast) and also the federal rights to exploit the resources of the 

continental shelf. All six states challenged the constitutionality of these new 

dispositions, but the High Court of Australia held that the federal Parliament, by virtue 

of its power to make laws with respect to “external affairs”, had jurisdiction over all 

offshore areas beyond the territorial boundaries of the states (Hunter, 2011). 

 

Another example is the rejection, by the states, of the attempts of the federal 

government to create a national oil company, in 1974. The proposal was directly 

opposed by the states of Queensland and Western Australia and was defeated in the 

Senate. 

 

Also, the Australian federal government tried to create a resource rent tax on all onshore 

and offshore mineral and oil operations, willing to replace state mineral and oil 

royalties, the federal royalties on offshore oil and the federal crude levy. The states 

reacted and opposed firmly to this proposal, and it was not pursued (Crommelin, 2012).   

 

Because of the joint management system, oil resources and oil-related wealth in 

Australia are subject to an intricate web of diverse levels’ regulations, for both federal 

and state governments act as resource proprietors and regulators. A huge deal of 

regulation of oil activities is delivered to administrative agencies, and licensed private 

actors are responsible for undertaking upstream operations.  

 

The Republic of India is a federative country composed by 28 states, plus 6 federal 

territories and the federal capital city, Delhi. Oil and gas are produced onshore in the 

states of Gujarat (55% of the entire country’s onshore production), Assam (37%), 

Andhra Pradesh, Tamil Nadu and Rajastan, while offshore production, which answers 

for 67% of oil and 72% of gas, is concentrated in two regions, Western, known as 

Bombay High, and Eastern, named Krishna Godavari (Noronha and Srivastava, 2012). 

 

Oil revenues are an important source of monies to Indian governments of all federative 

levels, although not impressive nowadays concerning to the federal coffers. By 2000, oil 
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revenues to the Union reached a peak of 7% of its total revenues. With the progressive 

liberalization of the oil sector and the diversification of India’s economy, this share 

declined to about 2.5% of total federal revenues. When it comes to the oil-producing 

states, the oil sector is more important as a source of revenue; in 2005, shared royalties 

comprised up to 25 % of some oil-producing states’ own-source rents. 

 

The federation, being the result of a centrifugal process, is endowed with a strong 

centralizing tendency; great powers were granted to the federal government since the 

establishment of the federative system, but the states progressively gained more 

importance with the decline of the Congress Party and the gradual rise of opposition and 

regional parties.  

 

Especially remarkable is the federal control over onshore oil and gas, which, under the 

constitution, are owned by the states, while offshore basins belong to the federal 

government. The articles 294 to 297 of the Constitution of India establish that states 

own all the land and resources located within their respective territories, while the 

resources located offshore are property of the union (India, 2015). However, the state 

ownership of resources is not absolute, and the federal government limits the states’ 

powers over resource management – for instance, only the Parliament can make laws on 

“regulation and development of oil fields and mineral oil resources”. 

  

The states are entitled with royalties, fees, dead rents and fines/penalties over onshore 

production, but their respective values are established by the Union, who has its own 

revenues. The federal government manages the onshore resources owned by the 

subnational units, and receives the majority of onshore resource revenues, even though 

the resource is owned by the states. 

 

The establishment in 1999 of the New Exploration Licensing Policy (NELP) has led to 

a larger relative share for the states in the vertical distribution of revenues. In 1990-

1996, the distribution of revenues was of 86% to the center and 14% to the states, while 

in 2005-2006 it was of 67% to the federal government and 33% to the states. However, 

the imposition of royalties, profit petroleum and “oil industry development cess” have 

given rise to continued tensions between the center and the states. 
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Royalties constitute the main source of revenues from onshore production to the states. 

Under the ORDA (Oilfields regulation and development act) of 1948, the federal 

government had the authority to fix enhance or reduce the rates of royalty for both 

onshore and offshore. In the current NELP, federally-centralized regime, onshore is 

levied at 12,5% on oil and 10% on gas; offshore is levied at 10% for shallow areas and 

5% for deep waters. The federal government has an incentive to keep royalties low 

because they must be shared with the oil-producing states. By keeping royalties low, the 

federal government has room to collect other levies that it need not share, such as the 

petroleum profit tax.  

 

The oil regulation of India also provided for contracts through which the federal 

government earns “profit petroleum”, which is a motive for disputes between the Union 

and the states governments. Even when the states governments figure as lessors in the 

contracts (in the case of onshore resources), they do not receive any part of the “profit 

petroleum”, which is split between the central government and the company or licensee, 

either in currency or kind. Finance Commissions recommended the sharing of onshore-

produced profit oil on a basis of 50:50 between the Union and the producing state 

government, even because of the loss of royalties by the states because of NELP. These 

rents are nowadays being paid, following the advices of the Finance Commission. 

 

The “Oil Industry Development Cess”, established by the federal government in 1976, 

is a production levy, effectively a wellhead cost to the producer, created to help the 

development of the oil industry. The oil-producing states criticize this levy because it is 

a diversion of cess funds for non-oil-related activities. 

 

However, and even considering that the oil-producing states are among the least 

developed in India, a fact that brings additional pressure on the federal government’s 

distributive policy, the debates on oil wealth are continuous, do not overcome the 

boundaries of the political discussions and do not generate any specific and critical 

event. 

 

Mexico is a federative presidential republic, formed by 31 states and one federal district, 

Ciudad de Mexico, the capital of the country. Oil is mainly produced offshore, in the 

coast of the states of Campeche, Veracruz and Tabasco; the latter two also have some 
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onshore production. Mexico has proven oil reserves of over 10 billion barrels (as of 

2013); recent estimates of unproven reserves have reached over 125 billion barrels.  

 

The Mexican Constitution, originally edited in 1917, gives absolute control of oil to the 

federal government. Article 27 of the constitution specifies that all hydrocarbon 

resources in Mexico belong to the Mexican nation as a whole, allowing concessions or 

agreements intended to generate revenues for the country and to contribute to its long-

term development (Mexico, 2016 [1917]).  

 

All oil activities in the country’s onshore and offshore are controlled by the Mexican 

federal government through the national oil company Petróleos Mexicanos (Pemex), 

which can enter into exploration and production service contracts with private parties. 

These contracts must ensure that the resources are still property of the country, even 

when pumped by private enterprises.  

 

Legislation also dictates that compensation to contractors must always be paid in cash, 

and no payment in kind will be allowed. Compensation cannot be linked with Pemex's 

profit levels and cannot be a percentage of the sales of the crude oil extracted Taxes and 

royalties from Pemex fund about 35% of the federal budget.  

 

The political environment in Mexico provides for a highly centralized pattern of fiscal 

federalism, in which the states receive almost 90% of their revenues from federal 

transfers, while municipal treasuries receive 65% of their budgets from the union 

(Carreon-Rodriguez & Rosellón, 2012).  

 

The oil-producing states receive almost nothing from the sharing of oil and gas 

revenues. The federal government collects the oil rents jointly with other revenues, and 

does not provide any special allocation of oil-related revenues to the producing states. 

However, when oil prices are above the budget reference price, the oil-producing states 

can receive a small extra share of oil revenues, which actually has never been 

significant. 

 

Oil-producing states in Mexico are among the least developed and also least populated 

within the federation; for instance, Campeche answers for less than 1% of the country’s 
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populace, and Tabasco for less than 2%. These states lack the political weight to discuss 

the federal control of oil sector.  

 

These patterns of the Mexican federation seem to keep the oil-related revenues out of 

the federative debate, considering that the vast majority of the country benefits from the 

highly centralized fiscal arrangement when it comes to oil-related wealth. The 

subnational units’ dependence on the federal coffers – even the oil-producing ones – 

prevents them from entering into federative clashes with the federal government, 

preferring to act through their respective lobbyists, congressmen and the association of 

governors in order to ask for more oil revenue, as happened in the recent years 

(Carreon-Rodriguez & Rosellón, 2012). 

 

Russia is a federative country composed by 85 subnational units, or “subjects”, with 

different levels of political autonomy: 22 so-called “republics”, 9 “krais”, 46 “oblasts”, 

one “autonomous oblast”, 4 “autonomous okrugs” and 3 federal cities (Russian 

Federation, 1993: 19-21).  

 

Oil and gas are produced in 39 out of the 85 subjects of the federation, but over 97% 

percent of the production comes from 13 regions. In 2008, the autonomous okrugs 

Yamal-Nenets and Khanty-Mansi, situated in the Tyumen Oblast, concentrated circa 

65% of oil production and 90,5% of gas production, while accounting for only 1,45% of 

the country’s population (Kurlyandskaya et al, 2012).  

 

Oil-related activities are very important to the Russian economy amd governmental 

budgets. Oil revenues accounted for 20% to 25% of the country’s GDP in recent 

decades (Kurlyandskaya et al, 2012). The governmental revenues from the exploitation 

of oil and natural gas have become the main source of income to Russian federal 

budget, which centralizes all receipts of such revenues in the form of various taxes 

levied on the production, with the tax reaching about 80% of the income earned by 

companies. Oil-related rents account nowadays for circa 50% of all governmental 

revenues in the federation. However, oil-producing federative units, which suffer the 

environmental harms caused by the exploitation of oil and gas, and in which the cost of 

life is at least 50% greater than the Russian average (Kurlyandskaya et al., 2013), 

receive revenue from oil only via transfers from the central government.  
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The Russian Federation is highly centralized, with a federal government that is both 

politically and fiscally strong; Russian subnational units nowadays have virtually no 

fiscal powers and cannot pursue an independent fiscal policy. After a period of relative 

decentralization during the transition to democracy, the federal control on the oil sector 

has also been strengthened, with progressive changes in the constitution over the past 

decade, which give the federal government an almost absolute authority, reflecting also 

on the collection and distribution of oil revenues.  

 

In fact, the federal government dominates the political game in Russia, with almost no 

reaction from the subjects. When it comes to oil, the federal Constitution establishes a 

joint ownership of land and resources by the federal and the subjects’ governments, but 

the subjects have been deprived of any real voice regarding subsoil resources, which are 

managed by the federal government. The continental shelf, on its turn, is owned solely 

by the federal government, with no role for the regions. 

 

Fiscal federalism in Russia has evolved toward the almost total centralization of 

revenues collection, but with quite substantial revenue sharing with the subjects. Federal 

ordinary taxes are shared between federal and subnational budgets on a derivation and 

proportional basis: each regional budget gets the proportion of taxes that have been paid 

by the taxpayers registered in that region. But this does not apply to oil revenues: even 

though the resource is owned by the subnational units jointly with the federal 

government, there is no revenues-sharing based on derivation. 

 

Oil taxes, revenues and licensing powers are concentrated at the federal level. This 

centralization has been progressive: until 2002, 60% of taxes levied on mining 

operations accrued to the budgets of the mineral-producing regions and 40% to the 

federal government; from 2004 to 2006, the oil-producing regions had to forfeit a 

substantial share of revenues, and, from 2010 on, all oil-related taxes accrue to the 

federal government.  

 

This process of centralization of revenues, which started in the first term of Vladimir 

Putin as Federal President, counted with little, if any, opposition from the few oil-

producing federative subjects; after the rise of oil and gas prices in 2000, the federal 
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government decided to alter the mining tax sharing ratio to raise the federal share of the 

revenues.  

 

The decision to centralize oil revenues at the federal level was dictated by several 

factors; the most important being the growth in horizontal revenue disparities and the 

resulting pressure by the non-producing regions on the federal government to reduce 

these disparities, mainly through transfers to regional governments. The idea that 

“mineral resources belong to the Russian nation as a whole” grounds the decision of the 

federal government to use the resources drawn from mining taxes to decrease regional 

disparities. This gap, however, did not have yet the power to produce huge political 

conflicts among Russian subnational governments. 

 

The relatively small main oil-producing regions – the “autonomous okrugs” of Yamal-

Nenets and Khanty-Mansi – have not been able to resist the federal push for 

centralization, which has been facilitated by the emergence of the single dominant party, 

Yedinaia Rossia. These okrugs have managed to maintain the core of their autonomy, 

though at the cost of the revenues from their mineral extraction tax. Although they are 

still bargaining to surpass the federal offensives, the “autonomous okrugs” of Yamal-

Nenets and Khanty-Mansi are considered the next potential targets for a merger. 

 

The oil-producing subnational units get no resource revenues through derivation 

principle, but get benefits from the fact that the ordinary Russian fiscal federalism 

includes a derivation principle for sharing other taxes, so that regions with high personal 

and corporate income taxes, including the oil-producing ones, can have an advantage. In 

the end, the result of federal equalization transfers is that the few and tiny oil-producing 

regions have per capita revenues comparable to those of Moscow and Saint Petersburg, 

and as much as five times those of the least developed Russian regions. 

 

The United States of America have a peculiar history concerning both to oil industry 

and to federalism. It was the first country to implement federalism in its modern 

configuration, through its Constitution of 1789 (Hueglin and Fenna, 2010), and the 

birthplace of modern oil industry, since the discovery of oil in Pennsylvania in 1859 

(Mieszkowski and Soligo, 2012).  
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The United States’ federation was born as a union of former thirteen British colonies, 

which became independent and sovereign states after the declaration of independence, 

and always acted in defense of these rights before the Union. Federalism in the United 

States was always a history of attempts to limit the federal government’s jurisdiction 

over the states’ affairs (Hueglin and Fenna, 2010). This is reflected by the tenth 

amendment to the constitution, which establishes that  “the powers not delegated to the 

United States by the Constitution, nor prohibited by it to the States, are reserved to the 

States respectively, or to the people” (United States of America, 2016 [1787]).  

 

Oil and gas – and, nowadays, shale gas – are available onshore in many states and 

offshore in the American continental shelf. The 10 most oil-rich states are Texas, 

Alaska, California, New Mexico, Louisiana, North Dakota, Utah, Wyoming, Colorado 

and Oklahoma; shale gas can be found also in Alabama, Michigan, Arkansas, Illinois, 

Ohio and New York. Offshore, the Gulf of Mexico and the Alaskan Arctic are major 

producers, answering for 25.2 percent of total US oil production.  

 

Even though oil and gas are found in so many states, about 63 percent of US oil 

production is concentrated in six states (Texas, Alaska, California, Louisiana, 

Oklahoma and New Mexico) and the offshore. 

  

The United States traditionally ranks among the top oil and gas producers in the world, 

but is also is the largest consumer of oil, accounting for 25 percent of total consumption, 

and one of the top gas consumers. Nowadays, even with its huge production, the United 

States depends on oil and gas imports. The size of the oil industry in the United States 

comparing to its economy as a whole seems small: in 2006 the industry contributed with 

only US$159 billion to the United States’ GDP of US$13.2 trillion.  

 

From the beginning of its oil and gas history until the present time, and even being one 

of the major producers and consumers of these commodities, the United States managed 

to keep the federative issues concerning to oil limited to political debates and, 

eventually, lawsuits, without any proper federal conflict. The disputes which arose – 

most of all related to the definition of state or federal jurisdictions on offshore oil and to 

oil resources developed on federal lands – were set mainly through judicial decisions, in 

the case or the former, and negotiations and bargaining among subnational units and the 
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federal government in the case of the latter, and also through the development of a 

policy of compensations to oil-producing units when the hydrocarbons are exploited on 

federal lands within their territories. 

 

The discussion on the jurisdiction over the offshore oil, for instance, permeated the 

political debate of the 1930s and 1940s. Until 1937, the federal government took for 

granted the Supreme Court decisions
 
that recognized the states’ title to submerged lands 

beneath navigable waters, applied to both inland waters and the territorial sea off their 

coasts, and the coastal states had the control over offshore, without disputes from the 

federal government. However, the discovery of oil in the coast of California and the 

development of technologies that made possible the exploitation of those oilfields 

attracted the interest of the federal government.  

 

In 1937, the Secretary of the Interior, Harold Ickes, tried to reassess this position by 

issuing federal leases to offshore lands, and an attempt to have Congress establish 

federal ownership of the offshore for a distance of three miles from the coast was 

unsuccessful.  

 

Following consultations between Secretary of the Interior and President Franklin 

Roosevelt, the federal government started a lawsuit against the state of California in the 

United States Supreme Court, to seek a declaration that the United States possessed 

superior rights than California’s to the submerged lands out to three nautical miles. 

 

California, in response, asserted that it entered the Union with internationally 

recognized three-mile offshore sovereignty, and that the “equal footing” doctrine meant 

that it succeeded to the same rights when it became a state. However, the Supreme 

Court stated that no such internationally recognized claim existed in 1776, but was 

initiated later, and protection and control over the maritime area was consistently a 

function of federal sovereignty (United States v. California, 1947).  

 

The Supreme Court position on the subject was symptomatic of a troubled issue. It 

concluded in 1947 that the same rationale that gave the states paramount rights in inland 

waters led to the conclusion that national interests, responsibilities and therefore 

national rights are paramount in waters lying to the seaward in the three-mile belt. 
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Without expressly acknowledging the property of the Union, the Supreme Court 

recognized federal jurisdiction over seabed because of its responsibilities for national 

security and international relations (United States v. California, 1947). Many other 

claims arose in the following years, and the Supreme Court held this position (Curbitt 

Jr., 1970).  

 

Frightened by this turn of events, the coastal states started seeking a legislative remedy 

that could return to them what they believed to be their ownership rights, even before 

the Supreme Court declared its position. The judicial disputes were harming the 

offshore explorations and production. Two bills on the subject passed the Congress but 

were vetoed by President Truman (H.R.J. Res. 225, 79th Cong., 1st Sess., 1946 and S.J. 

Res. 20, 82d Cong., 2d Sess., 1952). The issue became a matter of presidential politics, 

and with the election of President Eisenhower, the third bill became law on May 22, 

1953, dubbed Submerged Lands Act. Eisenhower also sanctioned the Outer Continental 

Shelf Lands Act, intended to regulate the federal offshore dominion. 

 

The Submerged Lands Act granted all coastal states the ownership of the seabed for a 

distance of at least three miles from their coast line, and each gulf coast state was 

allowed to claim up to three marine leagues if its boundary had extended to that distance 

when admitted as a state. However, the constitutionality of this act was charged by 

Alabama and Rhode Island, without success, and soon the federal government sued the 

gulf coast states of Louisiana, Alabama, Texas, Mississippi, and Florida to limit their 

seabed claims, under the Submerged Lands Act, to three miles, instead of three marine 

leagues, and was successful against Louisiana, Alabama and Texas (Curbitt Jr, 1970).  

 

This dispute on offshore resources is often cited as the most troublesome case of 

federal-state relations concerning to oil (Curbitt Jr, 1970; Mieszkowski & Soligo, 2012). 

Since then, the inter-federative issues related to oil have not been turned into disputes, 

but rather solved through debates and negotiations. 

 

The Bolivarian Republic of Venezuela is composed by 23 states, a capital 

district corresponding to the city of Caracas, and the Federal Dependencies. The 

Venezuelan federation is highly centralized, and all subnational authorities are very 

dependent on the federal government. 
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Venezuela has the second-largest oil reserves in the world. Oil is produced in 8 of the 

23 states; the states of Monagas and Zulia represent 85% of the production of 

hydrocarbons, with Anzoátegui producing 11% of the gross production. Also, oil 

production has been the leader activity of Venezuelan economy for more than 80 years, 

answering for circa 90% of the exports, 40 to 60% of annual governmental revenues, 

and 15 to 25% of the GDP.  

 

Oil and gas fields in Venezuela, both onshore and offshore, belong to the federal 

government, according to the Article 12 of the 1999 Constitution and the article 3 of the 

2001 Hydrocarbons Law.  

 

Oil revenues have always been held firmly by the hands of the federal government, with 

states receiving only a portion through revenue sharing, which is in general a highly 

contested political issue in Venezuelan politics, but there is no significant cleavage 

between producing and non-producing states. 

 

During the 1990s, when decentralization was at its higher point and governors had 

significant powers over national policy making through their influence over national 

legislators, the distribution of oil rents to the states became a relevant political issue, 

leading to the approval of a law providing some additional oil revenues to the producing 

states, but non-producing also received a portion. 

 

According to article 156 of the Venezuelan Constitution, only the national government 

can tax oil and get revenues. However, the same article stipulates that the law will 

establish a system of “special financial allocations” for the benefit of states in whose 

territory the oil resources are located; the constitution also provide for the establishment 

of special appropriations for the benefit of other (non-producing) states. 

 

The oil revenues regime in Venezuela has three main components: royalties, income tax 

and the windfall special contribution. Oil royalties begin with 20% on the production, 

but there is also an exploitation tax that in practice increases the total revenues to 

33,33% of the production value. The royalty on non-associated gas is of 20%. The 
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federal corporate income tax rate for oil producers is of 50%, while the non-oil is of 

34%; non-associated gas producers also have the tax rate of 34%. 

 

A “windfall special contribution” was approved in 2008 as a surcharge royalty of 50% 

for revenues when the price of the oil barrel gets above US$ 70, rising to 60% if prices 

go above US$ 100. This special contribution does not count for the constitutional 

revenue sharing formula, so the federal government earns it without sharing with the 

states. 

 

The oil-producing states, in turn, get very little fiscal advantage from the hydrocarbons 

production. The transfers made by the federal government to the states, which are based 

on the annual federal budget, usually are calculated on low estimated oil prices. 

Additional transfers can be done later, but the interval between these payments operates 

in benefit of the federal government, which can generate rents from these monies while 

they are not transferred, especially if the inflation rates are high. The Special 

Allocations Law allows general fiscal equalization transfers to subnational 

governments, as well as an additional redistribution of oil and gas revenues. 

 

Also, due to constitutional clauses, 20% of the federal ordinary fiscal income 

(comprising all kinds of revenues) must be distributed to the states and the capital 

district, at the rate of 30% in equal shares and 70% according to each unit’s population. 

Additionally, the federal government is obliged to transfer at least 25% of the fiscal 

income from oil to state and local governments, 42% of which belongs to state 

governments, 28% to municipalities and 30% to community councils. 

 

Municipalities in Venezuela used to tax the private operational services contracts, 

because the operators were characterized as simple contractors, but lost these revenues 

to the migration of the contracts to joint ventures under the regime of the 2001 

Hydrocarbons Law. 

 

In recent years, beginning with Chavez administration, the federal government is 

adopting measures in order to centralize even more the oil wealth and reduce the 

revenue sharing of the recent oil windfall. Many times this is done through measures 

that intend to take the revenues off the federal budget, so they would not count as basis 
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to calculate the value that shall be transferred to the states. In such a context, offf-

budget oil revenues have dramatically increased from the equivalent of 1% of ordinary 

revenues in 2003 to 42% in 2006.  

 

One of the instruments used for this purpose is the national oil company PDVSA, which 

the federal government uses to cheat on budgetary expenditures. PDVSA operates 

nowadays not only as an oil company, but also as the major investor in many sectors of 

the Venezuelan economy. The federal government has been also conducting a strategy 

of centralizing political and administrative authority by exchanging powers for revenues 

with the states. 

 

 

 

 

  



 

118 
 

CHAPTER III - Concepts, Hypotheses and a Proposed Conceptual Framework 

 

As presented in the introduction, this work intends to analyze the historical experiences 

of oil-producing federative countries, in order to provide for an explanation to the 

different reactions performed by their respective political arrangements when facing a 

political, federative conflict triggered by the increase of oil revenues. In this chapter, the 

key concepts of this research will be explained, in order to provide for a better 

understanding of this work’s premises and hypotheses, and proposing a conceptual 

framework for understanding the development of oil-related federative conflicts to be 

applied in the research. 

 

 

3.1. Oil-related federative conflicts as processes: origins, factors, and mechanisms 

 

A political conflict, as defined by the Heidelberger Institut für Internationale 

Konfliktforschung (HIIK), is  

 

“the clashing of interests (positional differences) over national 

values of some duration and magnitude between at least two 

parties (organized groups, states, groups of states, 

organizations) that are determined to pursue their interests and 

achieve their goals” (HIIK, 2010), or yet “a positional 

difference regarding values relevant to a society, between at 

least two decisive and directly involved actors, which is being 

carried out using observable and interrelated conflict measures 

that lie outside established regulatory procedures and threaten 

core state functions, the international order or hold out the 

prospect to do so” (HIIK, 2014). 

 

These definitions of a political conflict, which are complementary to each other, are also 

useful to set a clear concept of a federative conflict, which can be described as an 

intrastate political conflict which takes place within a federative arrangement and in 

which the directly involved actors are federative units, id est, different politically 

autonomous governments which belong to the same federative system.  
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In such a context, a federative conflict can be a vertical one, when the federative entities 

involved in the conflict belong to different levels of the federation – comprising the 

federal, regional (state or province) and local (municipalities) layers of governments, 

according to each federative design –, or a horizontal conflict, in which the political 

disputes occur among federative entities of the same level of government, as happens 

when different states set a dispute on a conflict item.  

 

Federative conflicts, as happens to all political conflicts, can be of different intensities, 

use a huge diversity of means, and can have different consequences. Due to this 

diversity, the political conflicts which take place within a federation can be categorized 

as federative disputes, federative crises and violent federative crises. This classification 

of federative conflicts also takes as starting point the categorization performed by the 

Heidelberger Institut für Internationale Konfliktforschung, which labels the political 

conflicts as non-violent (disputes, non-violent crises) and violent conflicts (violent 

crises, limited wars and wars), depending on the means used by the conflict actors and 

the consequences of the conflicts (2014).   

 

In the context of this research, “federative disputes” are the political conflicts among 

federative units which are conduced only within the institutionalized political arena 

(mainly the Parliament of the federations), involving the political actors of the 

federative entities, often with the participation of the media or the civil society. These 

conflicts, as will be further explained, will meet a solution among the political 

institutions of the federation and will have no major consequences to the federative 

balance. 

 

The concept of “federative crises” comprises the political conflicts that overflow the 

arena of political participation, with a great deal of involvement of the media and 

mobilization of the civil society, and with the arising of secessionist claims. These 

conflicts, if treated by the federative arrangement through redistributive measures of 

political or economic assets, can be settled and reduce the impacts of the claims, even 

though they can still linger among the populace of the involved federative entities. 
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“Violent federative crises”, finally, are the federative conflicts that involve the use of 

weaponry and military personnel by one or more of the conflicting subnational entities, 

whether as mechanisms of repression against civil uprisings or as fighting forces in a 

civil war. These conflicts leave a trail of destruction and sometimes will end with the 

secession of the revolting federative units from the federation to which they previously 

belonged. 

 

As can be noted, the levels of federative conflicts’ intensity configure an escalade, 

where the intensity of the conflict increases with the accumulation of factors. Therefore, 

it is possible to assert that every violent federative crisis has in its grounds the 

participation of political actors, the involvement of the media and civil society, the 

arising of secessionist claims and, as its peculiar and distinctive characteristic, the use of 

weapons and military personnel. Figure 11 represents graphically this escalade of the 

intensity of federative conflicts. 

 

Figure 11: intensity of federative conflicts 

 

 

 

 

Another possibility of graphical representation of the process of federative conflicts and 

the escalade of their intensity is presented by Figure 12, which makes clear that the 

increase of the level of conflict is fruit of a historical process.  
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Figure 12 – Another representation of the process of federative conflict  

 

 

 

Relying on empirical evidences, as will be further demonstrated, this work assumes as 

one of its premises that oil and gas, as well as the wealth generated by these natural 

resources, are among the greatest causes of political conflicts, having also a prominent 

role when it comes to triggering federative conflicts.  

 

An analysis of the historical experiences of oil-producing federations, in its turn, shows 

that, if it is true that the increase of oil-related wealth has an impact on the political 

stability of a federation, it is also clear that different federative countries reacted 

diversely when facing a political conflict related to oil rents. Actually, the federative 

countries that experimented oil-related crises reacted diversely to the rents shock caused 

by the influence of such resources on their political systems, with these reactions 

forming a long range of possible consequences, going from mere political debates to 

separatist movements and armed conflicts.  

 

This research, in such a context, assumes that the different behaviors of the oil-

producing federative countries in the case of an increase of the oil-related rents can be 

explained by the diversity of political institutions among the federative countries, 

considering the importance of institutions and also the fact that there are no two 

completely identical federative systems in the world (Majeed et al, 2006). 
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Considering that political institutions, as comparative studies of institutional 

arrangements demonstrate, may have the most varied combinations, it is expected that 

from these different interactions between institutions derive diverse answers regarding 

the definition of how these countries manage the federative issues related to oil and gas 

revenues.  

 

This work, therefore, proposes that political institutions will influence federative 

conflicts around oil-related governmental revenues, whether tending to the maintenance 

of the federal equilibrium or increasing the divergence and fragmentation of interests 

within a country. But which institutions could be of interest concerning to the impacts 

on the behavior of federations in the case of an oil-related conflict? 

 

At first sight, the answer to this question could be the features of the federative design 

of each country, regarding to the attribution of the property of natural resources, to the 

centralization or decentralization of revenues, or even to the equalization balance among 

federative units. However, the historical experiences of the oil-producing federative 

countries show that the federations’ performances when facing windfalls of oil wealth 

were different, even when the respective federative arrangements and the rules on oil 

property and rents distribution were similar, but also that sometimes the reactions of the 

federative environments were quite the same, in spite of the differences among their 

federative or oil-related institutional patterns.  

 

A good example of the indifference of property patterns of oil on the increase of 

conflicts is performed by comparing the cases of the Brazilian political crisis on oil 

revenues of 2009-2012 and the events related to Canada’s National Energy Plan of the 

1980s. In both cases, the disputes on oil evolved to political crises among the producing 

federative units – Rio de Janeiro and Espírito Santo, in the case of Brazil, and Alberta, 

in the case of Canada – and the federal governments. However, Brazilian law grants the 

property of oil and gas to the federal government solely, while Canada’s constitutional 

statutes recognize the property of those resources to the provinces, in the case of 

onshore oil and gas, and to the Union when exploited offshore.  
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The concentration of revenues in the hands of the federal governments or the 

subnational units also does not seem to be the only cause of federative disputes on oil. 

This can be demonstrated through the comparison of the cases of Mexico and Brazil, 

both countries with a huge concentration of revenues in the Union, but where the former 

has no remarkable quarrel on oil rents, while the latter experimented a federative dispute 

on the same subject. A comparison between countries where the revenues are shared or 

owned by the regional authorities (such as Canada and the United States) has the same 

results: Canada got through the already mentioned 1980s federative disputes on the 

subject, while the United States did not have any considerable federative political 

conflict on oil revenues since the beginning of its exploitation. 

 

Therefore, in a somewhat counterintuitive manner, the arising of oil-related political 

conflicts within federations does not seem to be attached to the patterns of property of 

the resources or distribution of revenues among federative units. An empirical analysis 

shows that political conflicts among federative units concerning oil and gas – from 

disputes to civil wars – take place in spite of the federal or regional property of these 

resources, and also of the higher or lower concentration of rents in the hands of the 

federal government. 

 

As showed by the analysis of the federative systems’ reactions to windfalls of oil and 

gas revenues performed by this work, the appearance or even the mere perspective of 

these new rents are, in most of the cases, enough to unbalance the federative relations, 

leading to the increase of political conflicts and, sometimes, to secession and civil war 

(Ross, 2012).  But more than this, what could be perceived through the analysis here 

performed is that the increase of the political conflict level is undoubtedly related to the 

attempts by political actors towards changing the rules of the distributive game, when 

they find it interesting to alter the patterns of the distribution of rents or of the property 

of resources among federative units. 

 

The constitutional design of federations always brings rules concerning the attribution 

of property of natural resources found within the country to political entities, the 

distribution of competences and the division of revenues among federative units. The 

ascription of such matters can be done in many ways and result in diverse combinations, 

according to the fundamental decisions taken at the moment of the political compromise 
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that gave birth to each federation, or to the conjunctural aspects of each political 

environment.  

 

These normative patterns, as happens to all constitutional norms, are meant to last and 

to be obeyed by all political entities and actors, in order to provide the federative 

arrangement some stability. However, somehow the oil and gas-generated wealth 

frequently seems to drive federative political actors to disobedience and to the 

modification of those norms, generating political conflicts among federative entities.  

 

 

3.2. “Windows of opportunities” and oil-related federative conflicts 

 

Therefore, the origins of federative conflicts on oil and gas-generated governmental 

revenues seem to be located in the attempts of modification of the institutionalized 

patterns of resources’ property or rents distribution within the federation, rather than in 

the original setting of those patterns. As a matter of fact, it was noticed during this 

research that, in most federations, the attribution of property of natural resources and the 

distribution of rents were no problematic issues – or, at least, were not taken as conflict 

items – until one of the sides of the federative relationship attempted to change the rules 

related to these subjects, mostly due to a sudden increase of oil and gas production or of 

the governmental share of wealth from these productive chains.  

 

When federative arrangements face the emergence or the perspective of a windfall of oil 

and gas revenues, the level of conflict of the political environment increases because the 

political agents feel inclined to change the rules of the game, in order to maximize the 

financial and political gains from the oil and gas economic exploitation. The imminence 

of new oil-related wealth generates a “window of opportunity” for political actors to act 

opportunistically, trying to increase the gains of their constituent federative units; in the 

words of Bednar, “as the pie grows, everyone is better off because there is more to 

share, but each individual has an incentive to take just a bit more for himself” (Bednar, 

2009:116).  

 

Federative entities involved in such a debate will most probably adopt a strategic and 

opportunistic behavior, in order to maximize their own benefits and/or reduce the losses 
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they could have. Obviously, the decision-making processes that result in such behaviors 

are not so simple, and congregate many diverse interests even within the core of each 

federative unit political environment.  In the context of a sudden increase of oil and gas 

production or wealth, then, the political entities often will tend to adopt the following 

behaviors: 

 

 the federal government will tend to promote changes of the rules concerning oil 

and gas property and revenues distribution, in order to maximize its gain and/or 

the benefits of the non-producing units, therefore reducing the share of the 

wealth which belongs to the producing federative units; 

 

 the oil and gas producing units will tend to defend the maintenance of the rules 

and institutional patterns as they were previously to the windfall of oil and gas 

revenues, willing to prevent the loss of their present and future wealth; 

 

 the non-producing units tend to align with the federal government, in order to 

receive more profits from the oil and gas wealth, but mostly will be prone to 

behave as “free riders”, waiting for the federal government to take movements 

rather than acting themselves. 

  

It is important to take into consideration that in federative countries the decisions on 

national interests are always taken by participation of subnational entities’ politicians – 

representatives and senators –, whose electoral interests most likely will push them to 

satisfy their electorate, in order to assure their political survival (Persson & Tabellini, 

2000; Samuels, 2003), relying then on local public goods, which present greater 

opportunities for electoral benefits (Weingast & Shepsle, 1981).  

 

As a matter of fact, politicians in charge of national legislative functions in federalist 

systems are tied to subnational units, either via elections solely or also because of the 

nature of their tenure (in the case of senators). These politicians are responsible for 

important decisions on national policies, but the survival of their careers depends on 

addressing the local and regional interests of voters and on maintaining good relations 

with regional or local political elites, including governors, mayors and party leaders. 
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There is also the fact that citizens, when participating as subnational voters in national 

elections, would rationally vote for politicians who seek national funding for local and 

regional public goods (Lockwood, 2006). The behavior of these politicians in the 

decision making process of the federation, therefore, shall tend to reinforce subnational 

interests against national ones, and the competition among federative subnational units 

shall increase. 

 

This would be a cause of fragmentation of interests within a country because the 

subnational populations’ interests are not homogeneous among all subnational 

federative units (Hills, 2009). For instance, oil and gas producer regions would tend to 

support policies and politicians which could strengthen their competences on the 

management of these natural resources’ revenues, while non-producer units would 

rather ask for revenues policies of a more redistributive character. On the other hand, 

subnational units’ representatives can act together when the interests of their constituent 

units coincide, turning the decision-making process into a unstable game of frugal 

alliances, giving birth to temporary majorities, which can act in many (and predatory) 

ways against other federative units’ and also national interests (Hallerberg, 2002; Hills, 

2009), perhaps imposing them several losses. In this context, both interregional and 

interpersonal aspects of the distribution of wealth will be taken into consideration by 

political elites when in charge of the decision process (Beramendi, 2014).  

 

In such an environment, therefore, the occurrence of a windfall of oil and gas revenues 

to some subnational entities could menace the federative pact, for each subnational unit 

(and their representatives) would be tempted to act opportunistically, in order to 

maximize its gains, even if it could mean a loss to other federative units or to the nation 

as a whole. Taking into account the lack of intertemporal commitment of politicians in 

charge of the conduction of federative units’ affairs, as well as the use of a predatory 

rationality, it is expected that a new oil and gas revenues windfall strongly impact the 

institutional environment, for political actors will tend to maximize the revenues of their 

respective federative units. It is also expected that oil-producing units would act to 

concentrate the revenues generated by the natural resources exploited in their territories, 

while non-producing units would ask for an expressive distribution of these revenues 

among all subnational entities – just as happened in 2012 to Brazilian federation, to 

Nigeria in 1967, and to Canada in the beginning of the 1980’s. 
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According to Alston et al. (2016), “when economic and political outcomes differ from 

expectations, it creates a window of opportunity for changing institutions” (Alston et al, 

2016: 172), and this is exactly what happens to the institutional patterns of distribution 

of oil property and oil-related wealth: when there is an increase of the oil-related wealth, 

it creates a “window of opportunity” for political agents to attempt to modify the 

institutions that rule the distribution of these riches among the federative units. 

 

Political federative conflicts on oil and gas revenues arise, then, because these attempts 

of modification of the norms concerning the attribution of oil property and/or of the 

distribution of oil-related revenues will be made against the positions of the other side 

of the relationship; an attempt of modification of the rules by the producing federative 

units will meet the resistance of the non-producing units and of the Union and vice-

versa.   

 

But, if federative conflicts on oil revenues arise because of the attempts of modification 

of the norms concerning the distribution of the property and/or of the revenues, the 

reaction of the federative system when facing such a conflict will depend on other 

features, mainly on institutions which can promote an overall agreement among the 

contestants, curb the greed of the political actors and federative units, impose a 

countenance behavior to all parties, or yet promote a compensation to the losing side of 

the dispute on oil wealth. 

 

As historical processes, federative conflicts are transitional paths; no federative 

arrangement can have the unbalance as its default situation. These transitional paths, as 

Alston et al (2016) remark, are contextual, and the institutions of each federative 

arrangement in each historical time, as well as the institutional changes, are “embedded 

in different belief structures that define and limit the feasible set of institutions that any 

country can implement at a certain time” (Alston et al, 2016:172). Each country, then, 

will present different institutional features in each historical moment, and this 

institutional conjuncture will impact its reaction to the effects of an increase of oil 

wealth, to the attempts of modification of the rules, and to the menaces that may arise 

against the federative pact. 
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I argue, therefore, that the availability of these institutions – efficient and sufficiently 

clear mechanisms of inter-federative negotiations and bargain, effective compensation 

measures among federative units and institutional safeguards to federalism – in the 

political environment of a federation will conform the reaction of the respective political 

arrangement, influencing the degree of federative conflict and/or contributing to the 

solution of the quarrel. 

 

To assess the importance of these institutions and check for the hypotheses proposed, I 

relied upon the concepts of “necessary conditions” and “sufficient conditions”, as 

proposed by Mahoney (2003 and 2010) and detailed in the Chapter III, which will be 

important to the definition of the hypotheses and the further design of a conceptual 

framework.  

 

 

3.3. The importance of mechanisms of inter-federative negotiation and bargain 

 

The creation of a federative environment involves the attachment of territorial entities, 

endowed with political and administrative autonomy, bound by a fragile political tie, a 

mutual compromise established by the country’s constitution and other fundamental 

norms, through which all the federative units agree to pursue the mutual interests, which 

can be also configured into the country’s ones, while maintaining the right to strive for 

their own interests (Feeley and Rubin, 2008).  

 

As communities of territorial entities endowed with administrative autonomy and 

political power, federations are complex political environments, where the decision-

making process always depends on intricate arrangements to extract a decision out of 

the many different sides and stake-holders (March, 1994), full of ambiguity and 

complexity (Zahariadis, 2003; Inglez-Dias, 2015).   

 

In a federative political environment, the decision-making process has to take into 

consideration the diverse interests of a plurality of politically autonomous entities, of 

different levels of government, which together constitute the federation. These political 

entities will express their wills through the political representation mechanisms 
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established by the countries’ constitution and other fundamental statutes, comprising the 

set of institutions which translate political preferences into policy choices, like the 

division of competences and power among the federative units, the party system, the 

legislative process, the electoral rules (Beramendi, 2014). 

  

The diverse political units that constitute a federation naturally do not always converge 

to the same interests, but present also different preferences relating to many aspects of 

the political decisions of the governments. Often the perspectives of the central 

government will differ substantially from the wills of the other subnational units (Feeley 

and Rubin, 2008), and these entities will often diverge from other units from the same 

or distinct level of government. 

 

Therefore, as an obvious consequence of the coexistence of subnational units within a 

country – with different degrees of autonomy, but always autonomous somehow –, all 

of them submitted to a federative pact allowing them to participate of the decision-

making process of the State as a whole, it is a common fact to federations the 

occurrence of divergences among federative units, just as a part of the political game. 

Federative units, as happens to people, do not agree all the time: the functioning of a 

federation is not always a consensual process, but often a conflictive one, experimenting 

political, judicial and sometimes armed conflicts. The conciliation between equality and 

political autonomy, using the concepts of Beramendi (2014), is not an easy task. 

 

Many reasons can lead to divergence between federative entities, as demonstrated by 

history since the American disputes on slavery led to the Secession War: economic 

interests, ethnic conflicts, religious issues, disputes on commons, distributive policies, 

tax distribution and many other questions have the strength to push federative units 

towards quarrels that sometimes reach unbearable proportions. In such a context, one of 

the fundamental steps of the forming or reforming of a federation is reaching 

agreements on the allocation of the benefits and costs of the provision of public goods 

(Filippov et al., 2004). 

 

One key issue for a federation to surpass such troubled affairs without being scratched 

(or destroyed) – and, therefore, to maintain unshaken such a fragile equilibrium – seems 

to rely on the existence of mechanisms of negotiation among the federative units of all 
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levels, the possibility the subnational of trading interests and bargaining. Theoretical 

patterns relating to this matter often settle concepts and models, like the ideas of 

“cooperative” and “uncooperative” federalism (Bulman-Pozen & Gerken, 2009), 

according to the level of agreement and mutual help among federative units, besides 

other features of the federal arrangements. 

 

The federative pact implies the coexistence of autonomous administrations, which 

sometimes will have the power to veto or override the decisions of other levels of 

governments, but also will be frequently forced to accept or even endorse decisions of 

other spheres, which may be applicable in the territories of other units. At the other 

hand, undue intrusions of a federative unit in the affairs exclusively attached to the 

decision-making process of another are strictly prohibited by all constitutions. 

 

Also, in a federative system, the necessary autonomy of federative units, decentralizion 

of competences, and the existence of mechanisms of preserving the political power of 

the subnational levels of government may become factors of increasing conflicts among 

subnational units. As a principle, federalism imposes limits to the authority of the 

central government and reinforces the power of the subnational units (Mainwaring, 

1997), but can also generate a political environment where it would be more likely for 

the subnational federative entities to search for their own interests, in spite of the 

national ones, acting then as important veto players (Hallerberg, 2002; Tsebelis, 2010), 

mainly when acting together in groups (Hills, 2009). 

 

By endowing subnational units with autonomous political power, federalism indeed 

institutionalizes a veto points’ system that allows the defenders of specific territorial 

interests to oppose and eventually block nationwide redistributive efforts (Beramendi, 

2014; Tsebelis, 2002). This political power also grants the majority of federative units 

the possibility of attempting to change rules that favor the minority of the subnational 

entities, or to veto a norm that favors them.  

 

As a matter of fact, the more the subnational units participate in the decision-making 

process of the national level of government – not only directly, but also through 

political pressure and lobbying –, the more this process will tend to consider local and 

regional interests, constraining the federal government initiatives vis-à-vis the political 
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goals of subnational entities (Hills, 2009). The very decision-making process of a 

federative subnational unit’s political environment, in its core, points to the centrality of 

local and regional issues, due to the proximity of subnational levels of government to 

the population (Tiebout, 1956; Lockwood, 2006), revealing citizens’ preferences for 

local goods and interests.  

 

In a context like this, there are many reasons for a federation to establish a system of 

procedures to allow the subnational units to negotiate and trade interests, in order to 

avoid greater conflicts among them. Mechanisms of negotiation among federative units 

can promote inter-federative cooperation and curb unnecessary competition, vertically 

or horizontally, providing for a better understanding of the needs and wills of each 

subnational entity involved in a dispute, and also ensuring that no federative subject or 

subset of them can capture the center to the disadvantage of the rest (Filippov et al, 

2004). 

 

These negotiations may take place inside the parliamentarian arena, where the 

federative units have their representatives, who can defend the interests of their 

respective constituent units at the moment of the legislative process. In this case, the 

representatives of the subnational entities will have voice and vote, and these federative 

units can bargain with the others in order to reinforce decisions that can favor them; 

they can also try to form coalitions of subnational entities, in order to fortify their 

positions and to enter the game in a more favorable way. 

 

Also, negotiation among subnational units can promote greater uniformity concerning to 

policies, programs, taxation, personal mobility, infrastructure, commerce and many 

other subjects, through inter-federative compacts, regional and national associations, 

administrative agreements or even on a formal legal basis, among units of the same or 

of different levels (Zimmerman, 2011). The uniformity of practices and behaviors 

among federative units can be of great value to the populace of a country, for they can 

find in other places the same rules and expect the same reactions from the State as they 

would find in their own homeland, increasing the possibility of transit of people and 

commerce within the federation.  
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The establishment of effective negotiation mechanisms can also be of use when 

federative units engage in discussions about complex issues, like the property of 

resources or the distribution of resources-related rents in the national arena. The trading 

of interests among federative units can precede ministerial or legislative debates, 

enabling solutions to be proposed to the Parliament and adopted by the Executive, 

therefore providing for the settling of a controversy before it reaches a critical point. 

 

In this context, the existence of efficient mechanisms of negotiation and bargain among 

federative units converges with the so called “Coase theorem”, as became known the 

idea firstly exposed by Ronald Coase in his article “The Problem of the Social Cost” 

(Coase, 1960), according to which if trade in an externality is possible and there are no 

transaction costs, bargaining will lead to an efficient outcome regardless of the initial 

allocation of property rights. In other words, it means that, when conflicting property 

rights occur, negotiation and bargaining between the involved parties will lead to an 

efficient outcome regardless of which party is ultimately awarded the property rights, as 

long as the transaction costs associated with bargaining are negligible.  

 

Applying the “Coase theorem” to the inter-federative relations in an environment where 

a federative dispute on oil revenues is ready to arise – remarking that this “theorem” is 

not immune to criticisms of other authors –, it leads to the conclusion that, if the 

transaction costs of inter-federative negotiations and bargain are diminished or reduced 

to zero, the initial allocation of property rights concerning to oil revenues will not 

matter, and the efficiency of the outcome will be measured by the maintenance of the 

federative balance.  

 

The procedures of negotiation and bargaining need to be somehow institutionalized, so 

that relevant decision makers, while competing in pursuit of their self-interest, have 

clear rules to follow; this would be a manner to minimize the possibility and the extent 

of a conflict over outcomes, which could harm the choice of rules under which 

bargaining and outcome selection occurs (Filippov et al., 2004). According to Filipov et 

al (2004), institutionalized bargain  

 

“typically concerns details about the allocation of the costs and 

benefits of specific policies and programs and the determination 
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of jurisdictional boundaries. (…) In contrast, uninstitutionalized 

bargaining corresponds to a situation in which there is no such 

sustainable system of constraints, and in the limit, when nearly 

every rule and institution becomes subject to negotiation and 

change, the propensity of conflict to escalate makes it difficult or 

even impossible to distinguish between “details” and the critical 

strategic components of a federation.” (Filippov et al., 2004:78) 

 

Inter-federative negotiation, then, is an important feature of federal relations, regardless 

of the institutionalized patterns through which they occur. Also, different federative 

countries present different bargaining institutions; they may be conducted through 

independent commissions (Australia), bilateral executive-to-executive negotiations 

between the center and each federal subject (Russia), by a maintained consensus on 

equalization (Germany), or on a case-by-case and generally ad hoc basis, as in the 

United States (Fillipov et al, 2004). Nevertheless, bargaining is necessarily structured 

by rules and institutions, which help to reduce the transaction costs of these 

negotiations, whether or not explicitly stated, and which not necessarily correspond to 

the institutions forged to ensure efficient provision of public goods.  

 

In the case of appearance or a sudden increase of new oil-related wealth, the existence 

of institutionalized, effective and clear procedures of bargaining and negotiation among 

federative units can allow the amicable solution of an eventual debate on the alteration 

of the rules concerning the distribution of that wealth, therefore mitigating the risk of 

occurrence of a federative conflict.  

 

I argue that the more effective and clear these mechanisms are (patterns that reduce the 

transaction costs associated to the negotiations), the greater the possibility of the 

federation to treat eventual conflicts in their beginning, therefore avoiding the arising of 

more complex federative disputes on oil revenues and property. The existence of 

effective and clear mechanisms of negotiation and bargain among federative units, in 

such context, prevent the transformation of a debate on oil revenues into a federative 

dispute; however, the absence of effective and credible mechanisms of inter-federative 

negotiation and bargain will certainly lead to the development of a federative dispute. 

Therefore, the existence of efficient mechanisms of inter-federative negotiations and 
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bargain is a necessary condition for the maintenance of federative stability, as 

graphically demonstrated by Figure 13. 

 

Figure 13 – Mechanisms of inter-federative negotiation as necessary conditions for 

federative stability 

 

 

 

3.4. The role of fiscal compensations mechanisms among federative units 

 

Federative conflicts on the property of oil or on oil-related revenues can also be reduced 

if the federative arrangement has in its toolbox credible mechanisms of financial 

compensations among the federative units, in order to promote a fiscal equalization, 

which can reduce the impacts of the exploitation of oil by compensating losses of both 

producing or non-producing subnational entities. 

 

It is a fact that oil production encompasses economic activities that are hugely profitable 

but also extremely harmful to the environment of the producing territories, damaging 

the nature, altering the landscape, affecting the social tissue and promoting predatory 

changes in the economy. On the other hand, the revenues acquired by the producing 

federative unit can be huge enough to redesign the financial patterns of the political 
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entity, granting it sufficient resources to fund the implementation of new policies and 

the maintenance of the already existent ones, sometimes allowing the reduction of the 

taxation on the citizens, or attracting the migration of workers, as showed by Chapter I. 

 

In addition, as stated before, oil endowments happen to be unevenly distributed across 

geographical regions within all the resource-producing federative countries, and 

therefore few subnational units can produce the commodity, while the others will 

remain as consumers (McKenzie, 2006).  

 

In such a context, both producing and non-producing units can claim not being fairly 

treated by the federation, when it comes to fiscal equalization and when these facts are 

not treated through negotiations and bargains among the federative units. If the wealth 

generated from oil is totally or mostly concentrated in the hands of the producing unit, 

the non-producing ones ask for compensations, arguing, for instance, that the riches 

from oil can unbalance the economic equilibrium of the federative arrangement, by 

putting the producing units in a much more favorable condition, and claim for a greater 

distribution of the oil-related wealth within the entire country. However, if oil-related 

revenues are distributed to other entities in spite of being oil producers or not, the 

former ones will feel injured by what they can call an undue appropriation of their 

natural riches by political entities that do not suffer the burdens of oil exploitation. 

There seems to be no way to keep all subnational units satisfied, and this can lead to a 

federative conflict on oil revenues. 

 

One way to avoid such conflicts – or to shorten the intensity of already existing quarrels 

on oil revenues – is to entitle the federal government to promote financial 

compensations among the federative units, so that, if the riches are concentrated in the 

hands of oil-producing units, the non-producing ones can receive monies to preserve the 

economic balance of the federation, or, if the revenues are shared by all subnational 

units, the oil-producing ones can be compensated for the damages they suffer and be to 

some extent rewarded for the economic gains they bring to the entire country. 

 

The distinction between the establishment of financial compensations and the 

institutionalized mechanisms of negotiation described by the section above is the fact 

that the former is set by the central government – even when it is established through 
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legislative procedures in the parliaments –, while the negotiations occur among the 

federative units, without the prominence of one of the federative levels. 

 

Also, it is important to notice that the fiscal balance of the federation is always subject 

to changes, considering the fluidity of economy and the diversity of realities inside a 

federation. According to Wheare, “[T]here can be no final solution to the allocation of 

financial resources in a federal system. There can only be adjustments and 

reallocations in light of changing conditions” (Wheare, 1953: 117). In practice, in all 

modern federations, the central government controls the greatest revenue sources and, 

therefore, there is always a significant political demand for vertical fiscal redistribution 

from and to subnational governments. 

 

To promote this fiscal balance, some countries established equalization transfer systems 

based on the revenue capacities of the subnational units; other countries have chosen to 

equalize over expenditure needs alone, which, in isolation from own-source revenues, 

tend to weaken budget constraints of subnational entities. An increasing number of 

countries, however, is adopting equalization systems that take into account both revenue 

capacities and expenditure needs. This pattern of equalization allows for moves towards 

balancing the capacity of subnational units to provide access to public services at 

similar levels of revenue effort, also addressing the difficulties associated with the 

abstraction from differential costs of services related to a revenue-only approach, or the 

incentive problems or possible inefficiencies that might persist in an expenditure needs-

only approach (Ahmad and Searle, 2005). 

 

Anyway, although some works argue that centralized systems will tend to be more 

efficient concerning the allocation of revenues among the federation (Ahmad and Motu, 

2003; Brosio, 2003), while other scholars defend the decentralization of revenues (Ross, 

2011; Paler, 2011), all institutional and normative patterns of attribution of oil property 

and revenues will need a system of fiscal equalization among federative units to 

maintain the balance of the federation.    

 

According to these premises, I assume that, if a federative country faces a federative 

dispute on oil revenues and/or property, and the fiscal compensations and equalization 
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system is credible enough to ensure proper compensations to subnational units, it will 

be capable of terminate this federative dispute, avoiding the development of a federative 

crisis, if the federative arrangement considers these institutions as its primary 

instrument to reach peace; however, in the same case, the absence of such effective and 

credible mechanisms of compensations will lead to the development of a federative 

crisis. 

 

The existence of effective mechanisms of compensation and fiscal equalization, 

therefore, stands as a necessary condition for the end of a federative dispute on oil 

revenues when the federative arrangement looks for it as its primary option of 

rebalancing the federation, as graphically synthetized by Figure 14. 

 

Figure 14 – Compensations as necessary conditions for federative stability 

 

 

 

Additionally, if a federative crisis developed because of the absence of political 

safeguards to federalism, as will be explained in the next session, the existence of 

credible mechanisms of compensation and fiscal equalization will be a necessary 

condition for the reestablishment of the federative balance in the case of a federative 

crisis, as graphically shown by Figure 15. 
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Figure 15 – Compensations as necessary conditions for preventing violent crisis 

 

 

 

 

3.5. The political safeguards to federalism 

 

The adoption of federalism as a principle of sharing power and responsibilities among 

territorial entities does not mean that all federative countries did the same choices 

concerning to other political institutions: this decision is completely independent from, 

e.g., the adoption of presidentialism or parliamentarianism, the dual or plural party 

system, or the extension of judicial review and the role of judicial courts. However, 

institutions like these, even being exogenous to (or rather independent from) the 

federalism principle, can act as political safeguards to the federative pact, balancing the 

relationships among subnational units and between these and the national entity 

(Wechsler, 1954; Kramer, 2000; Baker, 2001; Bednar, 2009).  

 

These institutions, which are sometimes called “safeguards to federalism” according to 

the literature – which arose primarily in Constitutional Law studies, and gradually 

expanded over Political and Social Sciences, mainly on American soil –, intend to 

protect the federative pact, preventing the rise of conflicts among the different levels of 

a federation, either horizontally (disputes among units of the same level, such as 
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different states or provinces) or vertically (encroachments or disputes among units of 

different levels, such as when the federal government imposes burdens on states), 

reinforcing the patterns of the federative arrangement and guiding the political actors’ 

decisions (Baker, 2001). 

 

From the seminal article written by Wechsler in 1954, which still serves as ground to 

several judicial decisions in the United States – including some formulated by the 

Supreme Court –, the American doctrine on Constitutional Law developed a theory 

about the political institutions which could act as safety clauses to the federative pact, 

with new discussions being added by scholars like Kramer (2000), Baker (2001), and 

Schwartz (2012).  

 

Wechsler (1954), writing about the American federalism of the post-war era, defended 

that the federative pact had a safety cushion on other political institutions such as the 

way the elections for President were conducted, emphasizing the importance of the 

States in these processes, and regarded to the judicial review a minor role; his main idea 

was to advocate for a political protection to the federative pact, instead of for a judicial 

one. However, in the following years the literature evolved to notice that the judicial 

review (which is actually recognized as a political institution), the party system and the 

features of the presidential cabinet can equally prevent aggressions to the federative pact 

(Kramer, 2000). Later on, Baker (2001) added the discussion about if those political 

safeguards act equally preventing horizontal and vertical conflicts within a federation. 

Other authors, like Schwartz (2012) and Sharma (2013), applied the theory previously 

formulated to cases like the marijuana legalization, the marriage of same sex couples 

and the educational reform in the United States.  

 

Three institutions appear recurrently among the safeguards of federalism throughout the 

literature: the federal Executive branch, the party system and the judicial review 

(Kramer, 2000; Bednar, 2009; Schwartz, 2012; Gerken & Holzblatt, 2014). This debate, 

however, remains until now mainly confined in the American academic field, what 

seems odd considering that federalism is an important issue around the world, and that 

all federative countries experiment, in a greater or lesser degree, the same difficulties 

concerning to the maintenance of the fragile balance of the federative pact. The 

institutions dubbed as political safeguards of federalism by the abovementioned 
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literature are, as a matter of fact, present in all federative countries, even though they are 

not necessarily endogenous to federalism.  

 

Considering that subnational federative units can act as checks on federal governments’ 

activities and also harm other federative entities, it is important to the federation to have 

instruments to efficiently gather the efforts and interests of subnational units in order to 

achieve the interests of the country as a whole and to prevent conflicts. This is the 

reason why, in most federative countries, the federal government is granted with the 

mission to protect the federation’s integrity – even using forceful means. 

 

However, even though the responsibility of protecting the federation is often attributed 

to the federal government as a whole – including the Executive, Legislative, and 

Judiciary, plus other checks and balances institutions –, this burden will often fall over 

the shoulders of the Executive. This occurs because sometimes the representative 

structure of Legislative houses will act opportunistically in order to make a regional 

interest prevail over the federation’s or other units’ benefits, using the power of 

subnational units to act as veto players; as for the Judiciary and other checks and 

balances institutions, they will only act reactively, and some of them need yet to be 

provoked in order to exercise their competences (Bednar, 2009). 

 

The federal Executive, on the other hand, will often act as the conductor of the 

federative business, gathering support for federal initiatives among regional and local 

actors, building broad national coalitions to support the federal policies; it is 

fundamental to the federal Executive branch, therefore, that the balance of the federative 

pact is maintained, so the federal policies will be legitimated by the majority of the 

country – if not by its integrality (Gais & Fossett, 2006). 

 

It is important, then, that the chief of federal Executive – i.e., the president or prime 

minister – has strong constitutional powers which make him/her able to protect the 

federation’s integrity. These powers must be necessarily granted by the constitution of 

the country, whether written or unwritten; as a matter of fact, when a legitimate 

constitution entitles the chief of federal Executive with such powers, through regular 

process of legislative deliberation, it is the same thing as if the whole federation agreed 

to this attribution of power, according to the theories of representation (Zippelius, 



 

141 
 

1997). The powers granted to the chief of federal Executive will be, then, taken as 

legitimate, for they are constitutionally bound, and their use by this important political 

actor will most likely be checked by control institutions (Pereira & Melo, 2013). 

 

In a federation, therefore, the chief of federal Executive shall be constitutionally entitled 

with powers that are enough to allow him or her keeping the equilibrium of the 

federative arrangement, maintaining the fragile balance among subnational units, acting 

as the coordinator of the federative relations – giving birth to one of the political 

safeguards of the federative pact. The more constitutional powers the chief of federal 

Executive has, the greater will be his/her ability to legitimately coordinate the 

distribution of resources among federative units, using powers and prerogatives – from 

negotiated bargains to coercive actions – which were delegated by all federative units 

through the constitution, helping him/her to prevent horizontal disputes among 

subnational units. A constitutionally weak chief of federal Executive, at the other hand, 

might face huge delegative problems when it comes to the distribution of revenues, 

lacking the powers enough to make the federation’s will prevail or even to meet a 

negotiated solution. 

 

However, if the strength of the chief of federal Executive is an important instrument in 

order to prevent conflicts among subnational units of the same level and to help 

avoiding horizontal federative crises, it is also expected that it will have negative 

impacts when it comes to a dispute between the federal government and one or few 

subnational units – it is to say, the stronger the chief of federal Executive is, the greater 

shall be the risk of vertical disputes within a federation. This is expected to occur 

because a constitutionally strong chief of federal Executive, when facing a dispute 

between the Federal level and a few subnational units, will probably tend to exercise 

these powers to the benefit of the former, in order to maximize the gains of the country 

as a whole in detriment of a “tiny” part of it.   

 

It is important also to assume that there is a great difference among the constitutional 

powers of the chief of Executive from country to country, as measured by many indices 

such as the developed by Shugart and Carey (1992) and Armingeon and Careja (2007). 

This difference makes the strength of the chief of federal Executive an interesting 
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variable to explain diverse reactions of the federative arrangements facing an windfall 

of oil and gas revenues. 

 

Therefore, concerning to the federal Executive branch as one of the political safeguards 

to federalism, we expect that the stronger the chief of federal government – President of 

the Republic or equivalent authority of the Executive branch – is, the more difficult it 

will be for a federation to reach an alarming level of horizontal dispute and 

fragmentation, but also the easier it will be the occurrence of a vertical debate within the 

federation, when it comes to the distribution of oil and gas revenues. 

 

The party system also constitutes an important element concerning to the fragmentation 

of interests within a country, and is taken as a safeguard to the federative pact (Gerken 

& Holzblatt, 2014). A political party arises as the result of rational choices taken by 

political actors, seeking their own interests and the ones of their constituents; they are 

defined as created by political elites which intend to achieve their objectives (Aldrich, 

1995), representing different political groups and their ideological patterns, or even 

local or regional interests; but, in fact, parties are something more than mere 

intermediaries between citizen preferences and elite actions, or mere indicators of the 

overall structure of a federal system: they are associations that allow the organized 

participation of political agents in the decision making process and that confer 

legitimacy to the state, its definition, function, and limits. The political parties are 

critical to shaping people’s beliefs, expectations, and political strategies, sustaining a 

level of federal centralization suitable to their electoral needs (Filippov et al, 2004). 

 

Assuming, then, that different parties give space to different political tendencies and 

groups of interests, and that a relatively high number of effective parties provides a 

closer approximation to representation of the various interests in society, it becomes 

natural to conclude that the more parties there are in the political environment of a 

country, the more fragmented will be the decision-making process, for each party with 

parliamentarian representation will be able to push its preferences onto the decision-

making process (Aldrich, 2006; Mainwaring, 1997). However, there is nothing about 

political parties that prevents them from participating in disputes that menace federal 

stability. 
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Many works explore the relationship between federalism and party systems. There is a 

tendency of scholars to conclude that federalism weakens political parties, as effect of 

the resulting tension between state and national interests, in which legislators succumb 

to local and regional interests and pressures, therefore defecting from parties national 

positions when the latter are contrary to the interests of their territorial constituencies 

(Desposato, 2004). Some studies, at the other hand, reinforce the importance of regional 

and local parties, and that of regional branches of national parties, as representatives of 

the interests of states, provinces and municipalities, allowing the closer perception of 

local and regional interests and needs, as well as inserting them into the national 

political agenda (Walchuk, 2013). 

 

In a federative country, political parties can also be instruments to political pressure by 

specific federative units, acting individually or together with other federative entities, in 

order to achieve their objectives, when these goals are contrary to the interests of other 

units or even strange to the federation as a whole (Desposato, 2004). In such an 

environment, political parties will sometimes tend to soften their national orientation, 

granting the politicians freedom to follow the positions that would be most favorable to 

their territorial constituencies, apart from considerations as to if these positions would 

embarrass government-opposition relationships or confront ideological concerns. In 

some countries, as happens to Canada and India, the existence of regional or regionalist 

parties puts an even greater burden over the federative arrangement, for they can act as 

important veto players against national decisions, sometimes exercising their political 

power as a barrier against the central dominance over subnational units or the 

prominence of other federative entities (Sadanandan, 2012). On the other hand, strong 

parties or coalitions of national range, with rigid partisan discipline, can avoid the 

breaking up caused by federative issues, maintaining the centrality of national positions 

held by the party or coalition even against local or regional interests.  

 

However, setting aside those divisions, the fact is that an integrated party system may 

be a mechanism to help developing a nationalized set of priorities within a federation, 

shifting the attention of politicians away from the concerns that contribute to rivalrous, 

counterproductive behavior among federative units (Bednar, 2009). The main goal of 

politicians, as well as the parties’, is the same: win elections; for it to happen, both must 

deliver to their respective constituents, locally or nationally, the more they can of the 
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interests they were elected to pursue. The primary actions of the politicians and the 

parties, then, may be initially directed to local and regional interests, in order to 

immediately satisfy their constituencies and obtain support rapidly among the electoral 

bases; however, if the political actors have ambitions of increasing their participation in 

the national level, this fact will induce them to gradually move their attentions towards 

interests of a broader basis, even the national one, and will count on the protection of 

the party system to do this. This is the reason why, according to Bednar, the party 

system can free political agents from strict binding to their constituents’ wishes; not 

only will the party system induce localist opportunism, but it might also tolerate 

adjustments and changes of positions that will be, in the end, beneficial overall for the 

union  (Bednar, 2009).   

 

Also, the existence of strong mechanisms of checks and balances, specially autonomous 

judicial review, while constituting important veto player regarding to constrain federal 

government’s actions, also may have a considerable impact on the fragmentation of 

interests within a country when it comes to decisions about oil and gas revenues 

distribution. When acting with independence from the other Powers, the Judiciary can, 

mainly through Constitutional Courts, fully exercise the defense of constitutional 

norms, among which usually lies the federative pact, against the perils brought by 

political decisions (Gibson, 2006; Mcguire, 2006).  

 

Judicial courts, then, as independent checks and balances mechanisms, are taken by 

institutional theorists as fundamental institutions for political stability, because of their 

capacity to constrain the behavior of other political agents, based on ideas and principles 

like legality, morality, the defense of constitutional norms and the protection of 

minorities (Gibson, 2006). When it comes to Constitutional Courts, whose decisions on 

constitutional and/or political affairs submitted to judicial claims use to be final, this 

ability reaches its peak; the Judiciary is therefore considered the last enforcing power, 

the veto player par excellence, whose word would prevail over other Powers’.  

 

The theory on safeguards to federalism assumes, then, that constitutionally strong 

judicial courts would protect the political environment of a federation against the 

menaces represented by an oil and gas revenues’ windfall, for these institutions would 
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act as safeguards to the federative pact, whose centrality is recognized by all federative 

countries’ constitutions (Bednar, 2009; Gerken & Holzblatt, 2014). 

 

However, in the political arena the existence of strong judicial institutions – and of 

Constitutional Courts above all – can serve as a trigger to federative debates when 

political actors are foremost able to assume that the Judiciary would, as its final decision 

and no matter what, reinforce the constitutional patterns of federalism. It would occur 

because, in such an environment, political actors, when deciding on subjects of 

federative disputes, would feel tempted to act opportunistically and to please their 

territorial constituencies, sustaining positions which could notoriously harm the 

federative arrangement, trusting that an eventual judicial decision would repeal or 

revoke it after all, avoiding damages to the federation in the end of the process.  

 

This has recently occurred in Brazil, where a new model of distribution of oil and gas 

revenues among subnational entities, clearly detrimental to producer units, was 

submitted to the President of the Republic, whose first idea was to sign the approved 

bill without any veto, even being aware of its unconstitutional features, therefore 

pleasing the political majority and the 25 non-producer States, while expecting the 

Supreme Court to repeal it (Jungblut et al., 2012).  

 

Political actors, then, knowing that Judiciary institutions tend to take care of the 

integrity of the federation in the case of an unjust menace, would avoid taking 

unpopular measures: they can appear to the public opinion (and, more interestingly, to 

their constituencies) as defenders of the most popular decisions, leaving to the courts 

the dirty job of take the unpopular ones. In addition, the Executive on charge of national 

affairs, when facing a situation like this, can adopt positions that would not harm his or 

her image to the most of the electorate or to other politicians, relying on a future 

Constitutional Court’s decision that would rectify the federative arrangement, even 

against the will of the political majority; in the words of Bednar, “the umpire can make 

an unpopular call; often, he has to” (Bednar, 2009:120).  

 

Well-known preferences of the Judiciary in favor of preserving the constitutional 

principle of federalism, therefore, can be used by politicians as a safety cushion to 

federative equilibrium, making them comfortable to adopt positions which could be 
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dangerous to the federation, knowing (or trusting) that their decisions would be repealed 

by the Court and that no greater harm would be done to the federation as a whole. 

 

In the meanwhile, however, the discussion on the subject can originate or increase a 

heated debate, promoted or encouraged by politicians who act opportunistically and 

play to the gallery, perhaps causing irreversible damages to the federative arrangement 

before the subject is analyzed – and set to an end – by the Judiciary.  

 

In the case of federative conflicts on oil and gas revenues, then, a crisis among 

federative units can be worsened by the clear perception that an eventual decision by the 

Judiciary on the distribution of oil and gas revenues would favor the federative 

equilibrium and restore the constitutional boundaries of the federative pact, letting the 

political actors comfortable to adopt opportunistic behaviors in order to satisfy their 

electorate, e.g. proposing bills establishing new patterns of collecting and distributing 

those revenues in spite of other federative units, which would most probably be 

repealed by the Constitutional Court. 

 

Additionally, in any federation, court decisions are actually products of a political 

process, even when the Judiciary remains independent from the other Powers. Most 

important, the Judiciary can be independent when alternative authorities are competing 

with another, in the federal level or among subnational units. The judicial courts act as 

umpires, having ideally no personal stake in the dispute’s outcome and focusing on 

ensuring the fairness of the decision-making process (Bednar, 2009). 

 

In such a context, institutionalized, constitutionally strong judicial courts can defend the 

federative pact from the aggression represented by a conflict on oil revenues, by 

analyzing the attempts of changing of the rules of oil-related wealth under the light of 

the federative clauses of the national constitution. 

 

Therefore, the mentioned safeguards of federalism – a strong Chief of Federal 

Executive, an integrated party system and an independent, constitutionally strong 

Judiciary – can put an end to a federative crisis and avoid the development of a violent 

conflict, maintaining unharmed the institutional environment of the federation by 

reinforcing the federative compromise.  
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The existence of such political safeguards dedicated to the defense of federal principles 

can lead to the return of peace and balance to the federation, in the case of an oil-related  

federative dispute, when the political environment turns primarily to these institutions in 

search of protection to the federative arrangement. The lack of such institutions, on the 

other hand, will lead to the development of a federative crisis on oil revenues. Thus, the 

existence of political safeguards to federalism will act as a necessary condition for the 

return to peace in the abovementioned situation, as Figure 16 shows: 

 

 

Figure 16 – Political safeguards as necessary conditions for federative stability 

 

 

 

 

Additionally, if a federative crisis on oil revenues developed because of the absence of 

credible mechanisms of compensation and fiscal equalization, the existence of political 

safeguards to federalism will be a necessary condition for the reestablishment of the 

federative balance, for the lack of such institutions, in the same context, will lead to the 

installation of a violent federative crisis, as graphically shown by Figure 17. 
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Figure 17 – Political safeguards as necessary conditions for preventing violent 

crisis 

 

 

 

Finally, it is important to remark that there are no specific, ideal institutional designs 

that will make these institutions act as proper political safeguards to federalism. In fact, 

as the analysis of historical processes shows, more important than the specific design of 

the political safeguards to federalism is the way these institutions operate in the real 

world.  

 

The concentration of powers on the hands of the chief of the federal Executive, for 

instance, can promote inter-federative mediation or the unreasonable supremacy of the 

federal government over the oil-producing units, and conflicts may arise in both cases, 

depending then on the way the federal Executive will deal with the reality. Also, there is 

no sole feature of a party system that will be able to make it work properly in avoiding 

conflicts; in the specific and real cases, a fragmented party system can lead to conflict or 

not, as well as a concentrated party system can be able to provide or not for federative 

peace. Finally, the fact that the Judiciary is historically compromised to the defense of 

federalism does not mean that it will manage to prevent the rise of a conflict or act 

reactively in the proper way, or even have the authority to do so. 
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3.6. A framework of the historical process of federative conflicts on oil revenues 

 

As mentioned before, I propose that the availability of some institutions – efficient and 

sufficiently clear mechanisms of inter-federative negotiations and bargain, effective 

compensation measures among federative units, and institutional safeguards to 

federalism – in the political environment of a federation will conform the reaction of the 

respective political arrangement, influencing the degree of federative conflict and/or 

contributing to the solution of the quarrel. 

 

Additionally, I argue that the possibility of resolution of the federative conflicts will be 

influenced by the availability of these institutions, considering that each one of them 

can be responsible for solving one of the historical stages of federative conflicts. The 

existence of efficient and sufficiently clear mechanisms of inter-federative negotiations 

and bargain can avoid the development of federative disputes; the availability of 

effective compensation measures of fiscal equalization among federative units inhibits 

the arising of federative crises; last, the existence of institutional safeguards to 

federalism can put an end to federative crises and avoid the installment of violent 

federative crises. 

 

This research proposes, then, that the intensity of the federative conflicts generated by 

the attempts of modifications of the norms related to oil property or the distribution of 

oil-related revenues will depend on the existence of those institutions, as a historical 

process divided in the following stages: 

 

 Federative countries which have efficient and clear mechanisms of inter-

federative negotiation and bargain will settle the eventual conflicts on oil-related 

property and/or revenues among subnational units before they are turned into 

federative disputes; the inexistence of such mechanisms will lead the country to 

the development of a federative dispute; 

 

 Countries experiencing a federative dispute on oil revenues and/or property 

which have clear and credible mechanisms of compensations and fiscal 

equalization or in which there are strong political safeguards to federalism will 

avoid the development of a federative crisis on oil revenues and property; at the 
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other hand, the lack of such institutions will drive the country into a federative 

crisis;  

 

 Countries in which federative crises on oil revenues and property arise, but 

which have well strong safeguards to federalism or credible mechanisms of 

compensations and fiscal equalization, will settle these conflicts before they are 

converted into violent federative crises; countries without such mechanisms of 

preservation of the federative compromise will face violent federative crisis, 

with the development of armed conflicts. 

 

Applying the concepts of necessary and sufficient conditions, as proposed by the 

contemporaneous qualitative research theorists (Mahoney, 2003 and 2010), the 

hypotheses of this research can be stated as follows: 

 

1) The existence of efficient mechanisms of inter-federative negotiation and 

bargain is a necessary condition for federative peace; the lack of these 

mechanisms will lead to the development of an oil-related federative dispute. 

 

2) When a country faces an oil-related federative dispute, the existence of credible 

mechanisms of compensation among federative units or of political safeguards 

to federalism is a necessary condition for the return to federative stability. The 

lack of credible mechanisms of compensation among federative units or of 

political safeguards to federalism, on the other hand, will lead to the 

development of a federative crisis on oil revenues. 

 

3) When a country faces a federative crisis on oil revenues because of the 

inexistence of credible mechanisms of compensation among federative units, the 

existence of political safeguards to federalism is a necessary condition for the 

return to federative peace. In such a case, the lack of political safeguards to 

federalism will lead to the development of a violent federative crisis. 

 

4) When a country faces a federative crisis on oil revenues because of the 

inexistence of political safeguards to federalism, the existence of credible 



 

151 
 

mechanisms of compensation among federative units is a necessary condition 

for the return to federative stability. In such a case, the lack of credible 

mechanisms of compensation among federative units will lead to the 

development of a violent federative crisis. 

 

These hypotheses configure a conceptual framework for understanding the development 

of oil-related federative conflicts, graphically represented by Figure 18.  

Figure 18 – Framework of federative conflicts’ historical processes 

 

 

The framework here proposed congregates the key concepts analyzed before and the 

idea of sequential process of the development of oil-related federative conflicts, as well 

as the importance of the institutions to the evolution of the conflict’s intensity. It will be 

useful for the analysis of historical processes performed by this research. 
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CHAPTER IV - Methodology and research design 

 

 

As presented in the introduction and the preceding chapters, this work intends to 

analyze the historical experiences of oil-producing federative countries, in order to 

provide for an explanation to the different reactions performed by their respective 

political arrangements when facing an increase of oil revenues, applying the framework 

proposed in Chapter III. 

 

This chapter is dedicated to the methodological strategy adopted for this research. 

Initially, it discusses the research design, making clear the qualitative methodological 

perspective here adopted, the kind of research performed, the criteria for the selection of 

the cases analyzed, the ways how data were collected and analyzed, and, at last, a 

discussion about the methodological limitations of this research. 

 

 

4.1. Research design 

 

To assess the causal relationship between political institutions and oil-related federative 

conflicts, this research relies on comparative historical methods, mainly through the 

comparative analysis of empirical data on federative arrangements and on crises which 

took place in distinct oil-producing federative countries. 

 

This research presented a considerable difficulty concerning to the fact that the variables 

here considered integrate a complex, multifaceted phenomenon, for each federative 

country is an unique microcosm and there are many layers of endogenous and 

exogenous variables which can somehow impact the performance of its political 

institutions. Having this fact in mind, the research was conducted in a manner to 

provide for the best understanding of the reality experimented by federative countries in 

whose economic and political environments oil and gas revenues have an important 

role. 
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The choice of using qualitative methodology – whose importance is being reaffirmed 

since the edition of the work by King, Keohane & Verba (1994) and the many studies 

that followed, like Mahoney (2010), Goertz (2006) and Gerring (2007) – was primarily 

based on the perception that the main goal of this research is not to find out the mean 

effect of some causes, as would be the idea of a quantitative analysis, but rather the 

causes of events. Therefore, the qualitative way of thinking and its respective 

methodological tools, like historical explanation and the theory on the development of 

concepts, show extremely suitable for achieving the objectives here proposed. 

 

The comparative analysis of different federative countries’ experiences relating to 

federative crises generated or influenced by oil-generated wealth constitutes an 

important tool to the investigation of causes of the difference between the responses 

given by diverse federal systems to political instability caused by a windfall of 

resources, as wanted by this research.  

 

Historical explanations can be described as inferences about the causes of specific 

outcomes in particular cases that happened throughout history, either in the distant or in 

the recent past; they make reference to sequences of linked causal factors, and outcomes 

are explained by connected events that unfold over time. As mentioned by Roberts 

(1996), historical researchers “explain [outcomes] by tracing the sequence of events that 

brought them about” (Roberts, 1996:16). 

 

The objective of the historically based analysis is accurately to explain the specific past 

occurrences and the reasons why they occurred; the possibility of generalization of the 

resulting explanation is a secondary preoccupation.  

 

This kind of explanation is usual in contemporary social science. In sociology, 

international relations, and anthropology, for instance, it is important in the field of 

comparative-historical analysis (Mahoney & Rueschemeyer, 2003). In political science, 

according to Mahoney & Terrie (2008), approximately half of the articles in leading 

comparative politics journals pose questions in which the objective is to explain specific 

outcomes that occurred in selected cases.  
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In fact, historical explanation became a standard approach for comparative case study 

and small-N research, and can be contrasted with explanations whose goal is to estimate 

the average effects of variables within large populations of cases. Researches which use 

historical explanations tend to view causes as necessary and/or sufficient for the 

predetermined outcomes of interest (Mahoney & Goertz, 2006). The latter works, on the 

other hand, understand causes to make outcomes more likely on average, as if they were 

“probability raisers” (Gerring, 2005).  

  

One of the most important tools to historical explanation is the process tracing 

methodology, which relies on “the examination of intermediate steps in a process to 

make inferences about hypotheses on how that process took place and whether and how 

it generated the outcome of interest”, (Bennett and Checkel, 2015:6), or simply on “the 

use of evidence from within a case to make inferences about causal explanations of that 

case” (Bennett and Checkel, 2015:4). This investigation process turned out to be a good 

way to capture mechanisms in action, seeming as an adequate methodological tool to 

search for the causal explanations as intended by this study, for it also “attempts to 

identify the intervening causal process – the causal chain and causal mechanism – 

between an independent variable (or variables) and the outcome of the dependent 

variable” (George & Bennett, 2005).  

  

Process tracing, then, can be used as a method for evaluating hypotheses about the 

causes of a specific outcome in a particular case, being arguably the most important tool 

of causal inference in qualitative and case study research (Collier et al. 2010; George 

and Bennett, 2005; Mahoney, 2012). 

 

As other qualitative methodologies, the use of process tracing involves extensive 

descriptions of the historical experiences analyzed. According to Collier (2011:823), 

 

“Careful description is a foundation of process tracing, a 

perspective emphasized by Mahoney (2010, 125–31). 

Process tracing inherently analyzes trajectories of change 

and causation, but the analysis fails if the phenomena 

observed at each step in this trajectory are not adequately 

described. Hence, what in a sense is “static” description 
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is a crucial building block in analyzing the processes 

being studied”. 

 

The use of process tracing methodology involves also the elaboration of sequences of 

independent, dependent, and intervening variables, as well as the analysis of “causal-

process observations” (Collier et al, 2010), which can be defined as “pieces of evidence 

– usually understood as part of a temporal sequence of events – that have probative 

value in supporting or overturning conclusions about descriptive and explanatory 

hypotheses” (Mahoney, 2012: 2). The causal-process observations are used together 

with broader generalizations which are relevant to the case under analysis. These 

generalizations can be simply elementary associations of facts that are nearly 

universally regarded to be true, or yet inferences derived from scientific analysis.  

 

The grounds of process tracing are located exactly in the idea that history is a sequence 

of facts, with or without causal relations, but always configuring a process that can be 

explained through the analysis of the observed facts. However, although process tracing 

is a widely discussed method, the specific procedures which constitute it are often not 

clearly delineated; as remarked by Collier, ‘‘too often this tool is neither well 

understood nor rigorously applied” (Collier, 2011:823), and many times it is mistaken 

for deductive or inductive explanations (Mahoney, 2012).  

 

To clarify the steps and procedures that are comprised by the process tracing 

methodology, authors like Van Evera (1997:31-2), Mahoney (2010, 2012), Bennett 

(2008:706) and Collier (2011) propose some empirical tests in order to enhance the 

ability of the methodology to leverage the robustness of the findings. These procedures, 

called “hoop tests” and “smoking gun tests”, “can help a researcher establish that: (1) a 

specific event or process took place, (2) a different event or process occurred after the 

initial event or process, and (3) the former was a cause of the later” (Mahoney, 

2012:2). 

 

A hoop test proposes that a specific causal-process observation must be present for a 

hypothesis to be valid. Failing a hoop test eliminates a hypothesis, but passing a hoop 

test does not confirm a hypothesis. In turn, smoking gun tests propose that, if a given 

causal-process observation is present, then the hypothesis must be valid; passing a 
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smoking gun test lends decisive support in favor of a hypothesis, though failing a 

smoking gun test does not eliminate a hypothesis (Mahoney, 2012; Collier, 2011). 

 

Mahoney (2012) asserts that hoop tests and smoking gun tests “can be used to evaluate 

hypotheses proposing that (1) certain specific unobserved events or processes occurred 

and (2) there is a causal connection between two or more events or processes” 

(Mahoney, 2012:3). In such a context, the first kind of hypothesis involves descriptive 

inferences about what really happened in the history of a given case, while the second 

kind seeks to establish a relationship of causality among events or processes that are 

believed to have occurred within a historical case. 

 

The inferences obtained from hoop tests and smoking gun tests can be of diverse levels 

of precision. Primarily, hoop tests eliminate hypotheses, whereas smoking gun tests 

confirm hypotheses. but, in practice, the researcher may not be able to carry out strong 

tests, for there may be considerable doubt, and, in such a situation, hoop tests and 

smoking gun tests become “straw-in-the-wind” tests, providing some evidence in favor 

of or against a hypothesis, but not decisively. A straw-in-the-wind test neither confirm 

nor eliminate the hypothesis in question (Van Evera 1997:32), delivering neither a 

necessary nor a sufficient criterion for accepting or rejecting a hypothesis, and only 

slightly weaken rival hypotheses (Collier, 2011:826). 

 

Process tracing methodology also uses the idea of “necessary” and “sufficient” 

conditions. A necessary cause implies that an outcome would not have occurred if the 

cause had been absent, though the cause’s presence would not guarantee the outcome. A 

sufficient cause, on the other hand, is one whose presence inevitably leads to the 

outcome, though the outcome can occur through other means as well (Mahoney et al, 

2009). 

 

The application of process tracing tests also requires a reasoning in which the analyst 

infers a conclusion from a set of premises, which includes facts and peculiarities from 

the case and one or more preexisting generalizations that can be applied to these facts. 

These generalizations, which often take a law-like form, are a common device for social 

sciences; however, while these generalizations always pertain to more than one case, 

they are not universal laws that apply across all times and places, but are limited by 
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scope conditions that specify the parameters within which they apply. Also, these 

generalizations may be “relatively trivial relationships that amount to little more than 

platitudes”, citing Mahoney (2012:16), but this high probability of the generalization 

makes it useful for inferring the presence of the facts in the given cases. The 

fundamental requirement for any process tracing test is simply that the generalization 

apply to the kind of case under analysis. 

 

The literature on process tracing also remarks the importance of identifying causal 

mechanisms – intervening steps between an initial cause and a final outcome – for 

making causal inferences. The identification of one or more of these causal mechanisms 

is a requisite for using process tracing tests to help finding a causal connection between 

two events that are believed to exist (Mahoney, 2012).  

 

Process tracing is built around an understanding of explanation that emphasizes causal 

mechanisms, and tests will be carried out to establish a causal connection between two 

events (Mahoney, 2012). Process tracing tests that are designed for causal inference 

always require the analyst to locate and draw upon mechanisms. Without locating 

causal-process observations that express information concerning a causal mechanism, 

the researcher cannot use process tracing tests to help infer that one event causes 

another. 

 

Another interesting feature of process tracing methodology is that the timing of the 

discovery of relevant causal mechanisms and of the specification of hypotheses being 

tested can vary; the discovery of a causal-process observation can happen before the 

formulation of a hypothesis or after that.  

 

Also, the researcher can first design a process tracing test and then intentionally look for 

data concerning a particular causal mechanism to carry out that test. Mahoney (2012) 

reminds that, “from some epistemological standpoints, this is an especially strong mode 

of inference because the test is conceived prior to the analysis of the data. The 

investigator specifies in advance the kind of evidence concerning mechanism that 

counts in favor of or against a hypothesis and then looks to see if those data are 

present” (Mahoney, 2012: 18). However, the process tracing tests can also be 
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formulated after (and in response to) the discovery of data, and even then the 

methodology can provide strong results.  

 

The history of this research, as briefly presented in the introduction, portrays a picture 

in which all these peculiarities of the process tracing methodology fit well. This 

research was born from its author previous study on the behavior of the Brazilian 

presidential coalition in the legislative process of modification of the regulatory patterns 

of the distribution of oil revenues, after huge discoveries of oil fields located at the pre-

salt layers in the Brazilian continental shelf, affecting the balance among the 

subnational units and triggering a federative crisis (Ribeiro, 2013). The reaction 

performed by the Brazilian federation, in turn, was noticeably different from the 

reactions of many other federative countries, and this fact inspired the puzzle that lays at 

the grounds of this research.  

 

This study, then, had as its first path the analysis of the Brazilian federative crisis on oil 

revenues, which allowed the identification of a pattern of opportunistic behavior inside 

the federation, triggered by the appearance of new oil-related wealth. From that point 

on, the analysis of the institutional environment of Brazil made clear the importance of 

certain institutions, which could arguably be related to the behavior of the federation in 

the given case. This analysis made possible the development of a first framework of the 

federative conflicts on oil, based on the hypotheses formulated before, relying on the 

ideas of necessary and sufficient conditions, and providing for the identification of 

causal mechanisms which linked the increase of oil-related wealth to the development 

of a federative conflict. 

 

Until that moment, the analysis was within-case; however, within-case analysis can 

become multi-case analysis if different facets of the initial case are analyzed (Collier, 

2011). The fundamental idea of the analysis is that the point of departure is a single 

case, when viewed from the perspective of a wider comparative analysis focused on a 

larger number of cases. 

 

This is exactly what happened to this research: departing from the initial motivation of 

analyzing the causes of the Brazilian federative crises on oil revenues, the analysis soon 
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became broader, assuming the form of a comparative historical study and having as its 

sample the oil-producing federative countries with significant production in 2014. 

 

4.2. Case selection 

 

The cross-national comparisons intended by this research took as cases the histories of 

oil-producing federative countries with substantial production. It intended to check for 

within-case evidences, defined as evidences from within the temporal, spatial, or topical 

domain defined as a case (Bennett & Checkel, 2015), to understand why the selected 

countries reacted in the manners they did when facing the events of windfalls of oil and 

gas revenues, and what led to the respective institutional reactions. 

 

According to data obtained at the United States Energy Information Administration 

website, the following countries, taken as federations or confederations, can be 

considered oil and gas producers: Argentina, Australia, Austria, Belgium, Brazil, 

Canada, Ethiopia, Germany, India, Iraq, Malaysia, Mexico, Nigeria, Pakistan, Russia, 

South Africa, South Sudan, Sudan, Switzerland, United Arab Emirates, United States of 

America and Venezuela. 

 

For the purposes of this research – and relying on the lessons of Goertz & Mahoney on 

case selection (2012) –, we selected as cases federative countries which have substantial 

production of oil and gas, using as a minimum limit the production of at least 500,000 

oil barrels per day on 2014; these criteria caused the exclusion from the selected cases 

of Argentina, Austria, Belgium, Ethiopia, Pakistan and Switzerland, which produced 

less than 500,000 oil barrels per day on 2014, without greater consequences on the 

national and subnational finances. Also, Iraq was excluded from the samples because of 

the constant state of belligerence which affects the country since its reframing as a 

federative State, making it impossible to dissociate the elements of the still lingering 

conflict. 

 

Taking these 11 federative countries as sample - Australia, Brazil, Canada, India, 

Malaysia, Mexico, Nigeria, Russia, Sudan and South Sudan (counting as one), United 

States of America and Venezuela –, this study was carried out in three stages. In the first 
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stage, the research involved a deep study of the reality of each one of these countries in 

the historical moments when they experienced federative conflicts on oil-related wealth, 

in order to apprehend the contexts and to understand the conjuncture of each one of the 

observed countries, through literature review, analysis of normative documents and 

media produced in each relevant period. 

 

Second, it was relevant seeking underlying reasons for the occurrence of federative 

conflicts on oil and gas revenues within the federative contexts of the analyzed 

countries, investigating also the interactions among political institutions within a 

federative system and its effects on the response that each federative country provided 

for in the case of an oil and gas revenues shock, or yet the causal relationships between 

the institutional environment and the reaction performed by the federative arrangement 

of each country.  

 

Finally, suitable variables, such as the performance of the political institutions, 

economic disparities among subnational units and the presence of ethnical or religious 

conflicts were approached to understand their relations to the course of political 

federative crises related to oil and gas revenues. 

 

 

4.3. Data collection and analysis 

 

Information and data to support this research were obtained through the following 

procedures, among others: 

 

1. Analysis of literature, official documents, statistics and legal documents relating 

to the countries selected as samples of the research; 

 

2. Content analysis of newspapers and other periodical literature dealing with the 

events in which oil and gas revenues were directly related to political crises; 

 

3. Discussion with government officials, scholars and pundits about the federative 

conflicts on oil revenues that took place in each country. 
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The data collected through the procedures mentioned above were sufficient to provide 

an extensive range of information about the historical cases of federative conflicts on oil 

revenues that took place in the countries selected to form the sample. 

 

The peculiarities of each country were scrutinized in order to provide a deep 

understanding of the respective historical experiences, the institutional environments, 

the patterns of attribution of oil property and distribution of oil-related rents, the 

configuration of the Executive, Legislative and Judicial governance, the economic 

features and other aspects that could be related to the historical processes of federative 

conflicts on oil wealth. 

 

The information obtained was analyzed in order to rank the different kinds – or levels – 

of federative conflicts on oil property and/or oil-related wealth, according to items like 

the extension of the dispute within the national borders (i.e. the proportion of 

subnational units involved), the existence or not of an intention to separatism, the 

existence of armed conflicts, the horizontalism or verticalism of the dispute (where 

horizontalism provides for a dispute among subnational units of the same federative 

level, while verticalism is applied to disputes between the national unit and subnational 

federative entities) and other characteristics of the political environment. Each country 

was, therefore, classified into a group according to the intensity of the federative 

conflict on oil-related wealth. 

 

After that, the framework proposed before was applied to each case, in order to check 

for the existence of the institutions mentioned by it (efficient and clear mechanisms of 

inter-federative negotiation and bargain, credible mechanisms of compensations and 

fiscal equalization among subnational units and political safeguards to federalism), and 

to verify if the federative arrangements behaved the way suggested by the framework, 

confirming or not the hypotheses previously formulated by the application of the 

process tracing tests and evaluation of the causal sequences.    
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CHAPTER V - Analysis of countries’ historical processes on oil-related federative 

conflicts 

 

 

As shown in the preceding chapters, all oil-producing federative countries 

experimented, in lower or higher degree, the impacts of oil production on their 

respective federative arrangements. As mentioned in Chapter III, the increase on the 

production of oil or on the wealth associated to this commodity opens a “window of 

opportunity” (March, 1995; Alston et al, 2016), which political actors will use in 

attempts to modify the institutional patterns of attribution of oil property or of 

distribution of revenues within the federation, guided by the opportunist behavior that is 

intrinsically connected to politics and to federations (Bednar, 2009). 

 

According to the premises of this research, the differences among the reactions of these 

countries when facing the impacts of oil can be linked to the existence of some 

institutions: efficient and clear mechanisms of inter-federative negotiation and bargain, 

credible and effective compensations and fiscal equalization among federative units, 

and political safeguards to federalism. The hypotheses of this research refer to these 

institutions and their respective roles in the historical processes of oil-related federative 

countries, providing a conceptual framework proposed in the Chapter III.  

 

In this chapter, the importance of the above mentioned institutions in the historical 

processes of diverse countries’ oil-related federative conflicts will be analyzed, 

following the procedural and methodological steps mentioned by Chapter IV, and 

applying the conceptual framework proposed by Chapter III to explain the different 

intensities of federative conflicts. 

 

The cross-national comparisons contained by this research consider the histories of 

federative relations in oil-producing federative countries with substantial production, 

approaching the cases of Australia, Brazil, Canada, India, Malaysia, Mexico, Nigeria, 

Russia, South Sudan, Sudan, United States of America, and Venezuela. As described by 

Chapter II, the federative environments of these countries performed reactions that 

cover all the possible levels between peace and civil war. 
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At this point, it is important to remark that the federative crises comprised by this 

research are situated in different periods, from the second half of the twentieth century 

to the beginning of the twentieth-first. This extensive range of time provides for a wide 

spectrum of federative conflicts, and does not bring problems with the data or additional 

difficulties to the task. 

 

 

5.1. A brief summary of the analyzed oil-related federative conflicts 

 

The theory of federative conflicts brought by Chapter III showed the distinction among 

the many (and sequential) conflict intensity’s levels in which an oil-producing country 

can be situated, when it comes to federative conflicts. This sequence of conflicts’ levels 

starts at the inexistence of federative conflict (which is called “peace”, meaning a 

situation of latent federative disputes on resources’ wealth), and ends at the occurrence 

of violent federative crises, with the use of weapons and military personnel in the 

struggle to obtain the largest share of oil wealth. 

 

An initial analysis of the eleven greatest oil-producing federative countries showed that 

the occurrence of federative conflicts at specific moments could not be determined in 

some of these countries, in spite of the existence of continued federative disputes within 

their political environments. In fact, in some of the analyzed federations, the oil-related 

wealth did not generate visible federative conflicts, or yet the verified conflicts did not 

go beyond the “federative dispute” categorization, which protracts over time. Other 

countries experienced federative conflicts of the “crisis” category, and in these cases – 

whether violent or non-violent these crises were – it was possible to identify specific 

moments in which the conflicts developed and threatened the federative environment. 

 

The federative countries analyzed by this research can be, then, categorized in four 

groups, according to the intensity of their respective reactions and of the oil-related 

political conflicts they experimented – listed by Chapter II –, as shown by Table 7. 
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Table 7: Groups of countries according to the federative reactions to the impacts of 

oil revenues  

 

 

 

Additionally, it is important to notice that these intensity levels are not static, but 

instead present a sequential dynamics, a path that can be trodden by the oil-producing 

countries if they do not present certain institutional characteristics, able to provide the 

maintenance of the federative balance and avoid the development of conflicts, as 

proposed by the framework mentioned in the Chapter II.  

 

In such a context, a better view of the larger picture can be seen at Table 8, which shows 

the dynamic of the process of the development of oil-related federative conflicts in 

those countries, starting at T0, the moment when peace and federative balance stand 

still, going through T1 (the arising of a federative dispute) and T2 (the development of a 

federative crisis), and ending at the level of a violent federative crisis, if the respective 

federative arrangement does not possess institutions capable of avoid the installation of 

the conflict.  

 

This sequence and the path taken by each oil-producing federative country of the 

sample can be seen at Table 8: 
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Table 8 – Sequence of the levels of conflicts’ historical processes  

   

In fact, the sequence of events, as stated in Chapter II, forms a process through which 

the oil-producing countries will develop a higher or lesser degree of federative conflicts. 

The ability of a country to deal with the impacts of oil, through the presence of certain 

institutions in its political environment, will dictate how many conflict levels this 

country will go through, and if this country will remain at the “peace” (T0), “federative 

dispute” (T1), “federative crisis” (T2) or “violent federative crisis” (T3) level. For 

instance, for a country to reach the “violent federative crisis” level, it must have passed 

through all the precedent stages, from peace to the most violent conflict.  

 

In the cases of countries whose federative environments did not reach the “federative 

crisis” stage, the historical analysis does not have a specific event to focus on, but must 

rather concentrate on the historical processes which provide for the maintenance of 

peace or for the settling of a federative dispute.    

 

In Australia and in the United States of America, the mechanisms of inter-federative 

negotiation and bargain among the states provide for the maintenance of the federative 

balance, preventing the development of a federative conflict and limiting the debates to 

latent federative disputes. Therefore, and in spite of the importance of oil to the 

Australian and the American economies, these countries remain as examples of 

federative arrangements where oil wealth did not manage to instigate a federative 

conflict. 
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Also, countries like India, Mexico, Russia and Venezuela presented federative disputes 

on oil-related wealth, but these conflicts are or were kept at bay by political safeguards 

of federalism and mechanisms of compensation and fiscal equalization among 

federative units, avoiding the installment of a federative crisis. In the cases of these 

countries – which remained at the “federative dispute” stage –, the analysis shall focus 

on the process of development of the federative dispute and of its resolution, which will 

most often not be possibly associated to any particular event. 

 

The cases of countries which experienced a conflict of the “federative crisis” or “violent 

federative crisis” levels, on the other hand, can be directly associated to identifiable and 

specific events. 

 

Brazil, Canada and Malaysia, for instance, presented historical processes of federative 

crises on oil property or on oil-related revenues, which were treated by political 

safeguards of federalism and mechanisms of compensation and fiscal equalization 

among federative units, preventing the worsening of the crises into violent conflicts. 

 

However, Nigeria and former Sudan (lately converted into Sudan and South Sudan) did 

not manage to treat their respective worst oil-related federative crises, which were 

converted into civil conflicts that are among the bloodiest civil wars in the world, 

characterizing violent federative crises.  

 

For the purposes of the proposed categorization, then, Australia and the United States 

stayed at T0, due to the inexistence of proper federative conflict on oil wealth; the 

remaining countries went forward and experienced federative conflicts, and, among 

them, India, Mexico, Russia and Venezuela managed to treat the federative disputes 

before they could threaten the federative pact, staying at T1. Brazil, Canada, Malaysia, 

Nigeria and Sudan/South Sudan, in turn, presented conflicts that belonged to the 

“crises” set and that can be identified and specified; Brazil, Canada and Malaysia got to 

T2, with the occurrence of federative crises, while in Nigeria and in former Sudan the 

federative crisis were turned into violent conflicts, reaching the T3 level. 
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In the following sections, the historical processes of oil-related federative conflicts that 

took place in these countries will be analyzed in order to check for the application of the 

hypotheses and the validity of the framework proposed by Chapter III. 

 

 

5.2. Australia and USA: inter-federative negotiation as a tool for federative peace 

 

Analyzing the experiences of the oil-producing federative countries, regarding to the 

reactions of their federative arrangements when facing windfalls of oil revenues, it is 

possible to realize that two of these countries managed to treat the disputes which arose 

in a negotiated manner, avoiding the installation of a proper federative conflict. 

Australia and the United States of America, in fact, present federative environments in 

which oil-related issues have been historically dealt with through negotiations among 

the federative units of all levels. 

 

In the Australian oil history, the federative disputes that arose on oil property and 

revenues did not turn into proper federative conflicts, but were mainly settled within the 

political arena, through negotiations before the Parliament or among the chiefs and 

deputies of the federal and state governments. 

 

There are some reasons that might have jointly influenced the resolution of the 

federative dispute among the Australian states and between them and the federal 

government; one of these is the distribution of hydrocarbons basins within the 

Australian territory, perhaps the most equanimous distribution of oil fields in the area of 

a producing country.  

 

Also, oil revenues, although being important to all Australian governmental budgets, 

have never been large enough to dominate public policy or the political debate. All 

federative spheres recognize the fiscal patterns of revenue sharing as an essential 

ingredient of the cooperation arrangements within the Australian federation. 

 

The discovery of oil reserves had an enduring impact on both the Australian economy 

and the federal system of government, and the response provided by the country’s 

political environment showed to be a virtuous one: the federal and states governments 
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chose cooperation instead of conflict – an approach that has prevailed until the present 

times. Consequently, nowadays both levels of government are actively engaged in the 

management of oil and gas, and share the revenues derived from these resources. 

 

The fact that all Australian states and the federal government have oil fields under their 

respective jurisdictions turns them all into players in the upstream and makes them all 

interested in the regulatory aspects of the oil sector. Consequently, both the federal and 

state legislatures have considerable jurisdiction over onshore petroleum resources, while 

offshore oil, which is granted to the commonwealth, remains regulated by the 

Parliament, although the states have their respective stakes and competences in the 

regulation of side aspects of offshore oil exploitation, as well as part of the revenues.  

 

The initial uncertainty over offshore jurisdiction, for instance, provided a stimulus to 

intergovernmental cooperation. The issue of the definition of maritime limits of the 

countries was growing in importance, even being discussed at United Nations 

assemblies. After the discovery of oil in the Bass Strait, offshore Victoria, this question 

arose in Australian politics, and the debates among the Commonwealth and the states 

generated negotiations concerning to the legislative basis for offshore oil exploitation. 

As result of these negotiations, an agreement was signed on October 16
th

, 1967, 

providing the basis for the Petroleum (Submerged Lands) Act of 1967. 

 

The celebration of an agreement was seen by all sides as useful to avoid discussions on 

the limits of the constitutional powers of the federative units, preventing the arising of a 

conflict among them. This agreement, whose full name was “Agreement Relating to the 

Exploration for and the Exploitation of, the Petroleum Resources, and Certain Other 

Resources, of the Continental Shelf of Australia and of Certain Territories of the 

Commonwealth and of Certain Other Submerged Land signed October 16, 1967”, 

proved to be capable of accomplishing its mission. 

 

The center of the negotiated agreement referred to three pivotal questions: the enacting 

of “mirror legislation” by all federative units, the delineation of “adjacent areas” of each 

state, and the establishing of a “Designated Authority” for each federative unit.  
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According to the agreement, offshore oil should be subject to a common legal code; 

therefore, the Commonwealth and the states should enact legislation in the same terms, 

or “mirror legislation”, and the seven governments agreed to submit bills in identical 

terms regulating offshore operations to their respective legislatures. Also, due to the 

Australian constitutional provisions, the federal statute should be applicable to all 

adjacent areas, while each future state statute would be applied only to the respective 

adjacent area, so the delineation of “adjacent areas” of each state and coastal territory 

was necessary for the implementation of the agreed norms.  

 

Additionally, to prevent the states to go their own way, the oil legislation brought very 

detailed provisions, granting each state or territory the legislative capacity to grant dual 

titles to oil companies, under the state authority and the authority delegated by the 

Commonwealth. This joint management required also the establishment, for each state, 

of a “Joint Authority”, which comprises the relevant Commonwealth Minister and the 

responsible State Minister, and also a “Designated Authority”, which was the 

responsible State Minister, who was required by the agreement to consult with his or her 

federal counterpart before exercising some of the more significant powers conferred by 

the offshore oil legislation, and who derived its legal authority from both legal sources 

(Australia Attorney-General’s Department, 1980; Hunter, 2011).  

 

It is interesting to remark that the 1967 agreement did not intend to create legal 

relationships which could be enforced in a court of law; instead, its inherent idea was 

that oil exploitation would be encouraged by its measures and that the governments of 

all federative levels would cooperate to ensure the effectiveness of authorities over the 

resources (Hunter, 2011). The Clause 26 of the agreement is worth transcribing: 

 

“26. The Governments acknowledge that this Agreement is not 

intended to create legal relationships justiciable in a Court of 

Law but declare that the Agreement shall be construed and 

given effect to by the parties in all respects according to the true 

meaning and spirit thereof.”  
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It is clear that all sides of the agreement intended to produce an effective arrangement, 

strong enough to bind all of them, and that would not need any kind of external 

institutional reinforcement. 

 

Although relying on the federative units’ agreement, the federal “Petroleum 

(Submerged Lands) Act 1967” caused considerable political controversy. The 

Australian Labor Party, which was in opposition at that time, frankly opposed the 

legislation on the grounds that it was too benevolent to the states and the industry. 

Indeed, the 1967 agreement benefited the states in three points. First, by allowing 

private companies who had acquired offshore exploration and production titles under 

state legislation prior to the enactment of the “Petroleum (Submerged Lands) Acts 

1967” to convert these into corresponding titles under the new offshore regime. Second, 

providing for the sharing of offshore oil revenues between the federal and state 

governments, on the basis of 4% to the federal government and the remainder (between 

6 and 8.5%) to the state in whose adjacent area the oil was exploited. At last, the states 

were also entitled to area rental and cash bonus bid payments (Crommelin, 2012).  

 

After winning the federal election of December 1972, the ALP decided to challenge the 

1967 agreement and the federal statute. In 1973, the federal Parliament passed the “Seas 

and Submerged Lands Act 1973”, ensuring federal sovereignty over Australia’s 

territorial sea (which then extended 3 nautical miles from the coast) and recognizing 

federal rights to the natural resources of these areas. The states questioned the 

constitutionality of the new act, but the High Court of Australia held up the federal 

position (New South Wales v. Commonwealth, 1975; Crommelin, 2012).  

 

In fact, the Court ruled that the Commonwealth was responsible for all waters and 

seabed beyond the low water mark. The main argument of the analysis of the High 

Court was the discussion of the limits of the Australian colonies immediately prior to 

Federation, for the majority judges were of the view that the colonies’ sovereignty 

ended at the low water mark, and that the Commonwealth had the power to deal with all 

maritime areas that were not part of a state. Their judgments also indicated that the 

federal Parliament had the power to regulate these offshore areas, and its sovereignty 

over them was consistent with international law (Kaye, 2009).  
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If the edition of the “Seas and Submerged Lands Act 1973” caused a new clash among 

the federative entities of Australia, regarding regulation and control of the offshore oil, 

the decision of the High Court in the “Seas and Submerged Lands Case” caused much 

agitation among the states, and the Commonwealth and state governments commenced 

negotiations on jurisdiction in offshore areas. Once again, the friction among the 

federative units was to be resolved through a negotiated settlement, the “Offshore 

Constitutional Settlement”, concluded in 1979.  

 

This agreement provided for the division of the regulation of Australia’s offshore 

maritime zone, and therefore offshore oil activities, between the states and the 

Commonwealth. It should also be implemented through “mirror legislation”, dubbed 

Commonwealth and State Petroleum (Submerged Lands) Acts, and needed the 

establishment of several other norms to enable its implementation, granting the states a 

virtually unrestrained ability to make laws up to three nautical miles. Additionally, the 

states are responsible for regulating the waters wholly within their territories, such as 

bays and estuaries (“states waters”), and are also responsible for waters the first three 

nautical miles seaward from the mean low water mark (“coastal waters”), while the 

federal government is responsible for the “Commonwealth waters”, from the limit of 

three nautical miles to the outer edge of Australia’s maritime zone, 200 nautical miles 

from the mean low water mark” (Turner, 2011; Crommelin, 2012). This agreement 

remains in force today. 

 

Crommelin (2012) finds it remarkable that, given the decision of the High Court of 

Australia in the Seas and Submerged Lands Act case and the sustained antipathy of the 

federal Labor Party to the 1967 agreement, the Offshore Constitutional Settlement 

managed to set the extent of the responsibility over offshore petroleum operations 

retained by the states. Indeed, through the Offshore Constitutional Settlement, the states 

obtained jurisdiction over coastal waters and ownership of seabed resources; 

additionally, retained a stake in the administration of the federal legislation in their 

adjacent areas, along with a share of revenues derived from petroleum operations in 

those areas (Crommelin, 2012).  

 

In these cases and in other that happened later, the Australian political environment 

showed its clear preference for cooperation over conflict in the oil management and 
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revenues. Also, the mechanisms of negotiation are clearly set, and the governments of 

the diverse federative units of both federal and state levels have incentives to seek 

consensus, to believe in their counterparts and to enforce the fulfillment of the 

agreements by their own means, without recurring to other institutions such as the 

judicial review. 

 

As mentioned in Chapter II, the United States of America may be the most stable 

country when it comes to inter-federative relations and equilibrium of the federation, 

and there is no expressive federative conflict as consequence of oil and gas revenues 

within its borders, since the debates on offshore jurisdiction of the 1930s-1950s. Even 

considering some claims of the oil-producing states and recent policies to give a larger 

share of offshore revenues to the adjacent coastal states, which have the potential to 

create significant conflict among the federative units (Mieszkowski & Soligo, 2012), the 

United States does not present a significant federative dispute on oil property or 

revenues.  

 

Throughout time, some energy policies generated political alignments that put oil-

producing and consuming states in attrition. Consuming states were against the import 

controls of the 1950s and 1960s, supported price controls during the 1970s – a period 

when the federal government adopted a very intrusive behavior over the oil industry –, 

and opposed tax breaks for the oil industry, while oil-producing states were on the 

opposite side in all these situations. However, and fortunately, in American politics the 

regional coalitions always proved diffuse and imperfect, and the ideological factor 

hugely influences political behavior. The issues which arose on oil resources could be 

resolved through negotiations, a behavior that became more common with the ideas of 

“cooperative federalism” and “new federalism” in the American politics (Zimmerman, 

2011).  

 

In fact, regarding to oil resources, during the American long oil history several claims 

arose, by the states and federal government, both trying to ensure possession and rights 

over these resources in dominions that the constitutional provisions seemed not to 

regulate. Many of these demands were taken to the courts, as happened to the federal 

attempts to obtain control over offshore (Curbitt Jr, 1970). Since then, issues on oil 

property or revenues have been dealt with through negotiations among the federative 
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units, inside the Congress or among the chiefs of the respective Executive powers, 

agencies, and legislatures. 

 

This relative peace among American federative units concerning to oil wealth can be 

explained as the result of the combination of many factors, like the specific design of 

attribution of the property of natural resources and of revenues to federative units, the 

patterns of American federalism, or the origins of the federation. But in the end, what 

helps to prevent federative conflict on oil resources within the United States is the 

ability of the political environment to deal with the demands and claims of some 

federative units and the responses of the others, reaching consensus instead of conflicts.  

 

Federalism in the United States has as one of its central principles the express limitation 

of the federal competences by the Constitution, while the states remain with all other 

competences, even the ones not mentioned by the Constitution. Due to this 

constitutional design, the competences of the federal government are, in a large deal, the 

result of the interpretation of the constitutional clauses by the Supreme Court, when 

they are not clearly stated by the Constitution.  In such context, the attribution of the 

property of oil and gas and the distribution of revenues are not directly treated by the 

Constitution (promulgated long before the first oil discovery in American soil), but 

follow the patterns of general property attribution. Oil and gas rights may then be 

owned by private individuals, corporations, Indian tribes, or by local, state, or federal 

governments, and these rights extend vertically downward from the property line. Also, 

each level of the American federation is authorized to levy its own taxes to oil and gas 

activity, according to the property of the land where the hydrocarbons are extracted. 

 

Other subjects related to oil are treated through the interpretation of general 

constitutional clauses and statute law. There are in the United States’ Constitution 

several general provisions, like the Supremacy Clause and the Commerce Clause, which 

the federal government has historically used to justify a larger federal role in the oil 

sector.  

 

The Supremacy Clause establishes that the laws passed by Congress are the supreme 

laws of the nation and may override state law. In such a context, the duplicity of 

regulation among federal and state laws is permitted if state regulation or laws do not 
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conflict directly with the federal law, frustrate purposes of the federal norm, or regulate 

conducts in a subject that was intended by the as to be exclusively occupied by federal 

regulation.  

 

Federal regulation of the oil business is often justified through the Commerce Clause, 

which authorizes federal regulation of interstate commerce. Judicial courts have 

traditionally interpreted this statement as an implicit prohibition (the so called “dormant 

Commerce Clause”) that shall prevent the states from harming the freedom of the 

economic markets or from taking discriminatory actions against producers from out of 

their borders. Judicial courts may strike down state statutes under the “dormant” 

Commerce Clause even when there is no federal regulation. 

 

In fact, history shows that the relations between federal and state spheres in the USA 

when it comes to oil-related subjects have been well balanced, with periods of higher or 

lower federal intrusion in states’ jurisdiction; even when federal intervention reached its 

peaks, the governments of the different federative levels acted in order to maintain the 

proper limits of each entity’s jurisdiction. 

 

Prior to the World War II, the exploitation of oil in the United States took place mainly 

in privately owned lands, with privately held mineral rights, under states’ jurisdiction, 

but with little regulation by state or federal authorities. This fragmented system also 

meant that there were many individuals and private enterprises in the oil business, 

generating inefficiencies because of the frenetic competition among them – portrayed 

even by the cartoons of the time, such as Popeye and Looney Tunes, in which all oil 

businessmen were unscrupulous and every oil discovery meant a gigantic spill. The 

economic waste due to prorationing system at that time can be measured in billions of 

dollars (Isser, 1996). States began reducing this waste through production controls, and 

federal efforts were made to support the states’ actions, as well as to regulate prices.  

 

After the war, the federal role in oil regulation increasingly grew; issues linked to 

energy security, like the volatility of oil prices and the variations in the degree of the 

United States’ dependence on oil imports, accounted for higher or lower intervention of 

the federal government in the oil business and over the states’ jurisdiction. Also, the 

gradual increase of offshore oil production and the appearance of some subjects to the 
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political agenda, such as environmental concerns, public lands, indigenous reservations, 

and globalization of oil market, reinforced the importance of the federal government as 

a player.  

 

Nowadays, oil exploitation on American soil is subject to extensive and complex 

regulation by both federal entities and regional authorities, but, although oil and gas 

laws vary by state, the laws regarding ownership of oil are nearly universal. The 

governance of oil is mainly determined by the property of the land. An owner of real 

estate also owns the minerals underneath the surface, unless the minerals are severed 

under a previous deed or an agreement. Once severed from surface ownership, oil and 

gas rights may be bought, sold, or transferred, like other real estate property.  

 

Concerning to governmental revenues, the property of the land also dictates the rights to 

the oil wealth. In the American system, the ownership of public lands, and the mineral 

rights associated to them, is divided between federal and states governments. The Union 

still holds about 30 percent of the total area of the country (almost 650 million acres), 

and the majority of these lands was obtained when the territories did not yet have the 

status of states. Over the years, about 328 million acres of original federal public 

domain lands were distributed to states for various purposes.  

 

In this context, the way the federal government dealt with public lands varied: in the 

mid-west, for instance, virtually all public domain lands were granted to the states or 

made private, while in the oil-richer west the Union maintained a huge deal of public 

lands. However, in order to convince the western states to accept the continued federal 

presence in their territories, the eastern states, through a process of bargaining, agreed to 

turn over to the West as much as 90 percent of the mineral revenues collected on the 

federal lands (Mieszkowski & Soligo, 2012). Nonetheless, the federal government still 

keep exclusive jurisdiction over lands acquired by purchase, indigenous reservations 

and public lands in Alaska in which it has reserved exclusive jurisdiction; in these cases, 

state or local authority only can be exercised after the federal government give specific 

consent.  
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Although the federal government regulates oil and gas activities across the country, 

apart from corporate income taxes, the national government receives fiscal benefits only 

from resources located on federal lands.  

 

A remarkable negotiation occurred in the late 1970s and 1980s, on the distribution of 

revenues from federal offshore oil leases located within 3 miles of the states’ seaward 

jurisdictional boundaries. According to amendments done in 1985 to the Outer 

Continental Shelf Lands Act (OCSLA), these revenues are subject to distributive grants 

to the coastal states, which are entitled to 27% of these monies under section 8(g) of the 

OCSLA. In fact, this legislative decision followed debate over the terms of the original 

OCSLA in 1978, which provided for a “fair and equitable” share of revenue to go to the 

states that are affected by the offshore operations in adjacent federal waters. The amount 

of 27% was considered appropriate to compensate the coastal states for any damage to 

oil under state jurisdiction that might be caused by the federal leases in adjacent areas.   

 

The American federation, it is important to remark, is not immune to federative 

disputes, and many of them become conflicts that were submitted to the Judiciary. An 

analysis of the institutional patterns of the American federation makes it clear that the 

existence of mechanisms of negotiation and bargain among federative units removes 

nowadays the pressures on the political system, maintaining the discussions on oil 

wealth, when they happen, confined to the political arena. Even considering that this 

apparent tranquility is yet fragile – as shown by recent policies to give a larger share of 

offshore revenues to the adjacent coastal states, which have the potential to create 

significant conflict among the states (Mieszkowski & Soligo, 2012) –, there is no 

expressive federative conflict as consequence of oil and gas revenues within American 

borders.  

 

 

5.3. Countries with federative disputes: India, Mexico, Russia and Venezuela 

 

In India, Mexico, Russia and Venezuela, the oil property or the distribution of oil-

related revenues were the issues of disputes among the federative units, which were 

unable to settle their interests through negotiations before they were turned into conflict 

items and caused federative disputes. However, the federative disputes that arose in 
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these countries throughout their histories did not evolve to federative crises, for the 

political institutions of those environments were capable to keep the conflicts among 

subnational governments from reaching more intense levels. 

 

Analyzing the historical processes of these countries, it is possible to verify that, in all 

of them, the discovery or the exploitation of oil increased the pressure on the federal 

balance, serving as a trigger to the development of a dispute among the subnational 

entities, considering that the oil-related issues could not be dealt with through inter-

federative negotiations. Obviously, there are and were differences among these 

countries’ institutional patterns, leading to the diversity of their reactions to the oil 

wealth windfalls. Some of these political environments were more prone than others to 

present federative disputes, even before the appearance of oil in their economic 

scenarios, due to regional, ethnic or religious concerns. In turn, the settlement of these 

oil-related federative disputes also took different forms among these countries, 

depending on the institutional design of each federation.  

 

In India, Mexico, Russia and Venezuela, the centralizing patterns of these federations 

bring forth a constant tension between the central governments and the other federative 

units relating to oil property, regulation, management and revenues distribution, 

creating disputes that have not evolved to the most troublesome conflict levels due to 

the peculiarities of these political environments.  

 

Oil exploitation is a very important economic sector to all these federations, either as 

integrant of the GDP or to the composition of governmental budgets. Oil revenues, in 

diverse forms – taxes, royalties, licensing fees, special fees, oil in natura, among others 

–, became indispensable to all the federative levels’ governments of these countries. The 

prominence of oil revenues in the fiscal scenario of these federations acts as an 

incentive for the political forces’ opportunism, as remarked by Bednar (2009), opening 

the “windows of opportunities” that are mentioned by Alstom et al. (2016) to attempts 

of the federal governments or the non-producing  units to change the rules in order to 

earn a bigger bite of the oil wealth. 

 

In Mexico, oil revenues constituted circa of 32% of all federal government’s incomes in 

the last 20 years (Carreon-Rodríguez & Rosellón, 2012). The oil-related rents account 
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for as much as 50% of all governmental revenues in the Russian Federation 

(Kurlyandskaya et al., 2012); in Venezuela, oil revenues account for 40% to 60% of 

governmental revenues, not counting the part related to the national oil company 

Petróleos de Venezuela SA (Manzano et al., 2012).  

 

India has a more diversified economy, but, even so, oil-related activities have a pivotal 

role in the budgets of the federation. By 2000, revenues to the Union from offshore and 

onshore oil accounted to 35% of non-tax revenues (about 7% of total revenues), but 

declined after that to about 10% of the Union’s non-tax revenues (2.5% of total 

revenues), with the liberalization of the sector and macroeconomic diversification. The 

oil sector is also an important source of revenue for the producing states: in 2005, 

shared royalties comprised up to 25 % of some oil-producing states’ own-source 

revenues (Noronha and Srivastava, 2012). 

 

The huge volume of these oil-related revenues and the dependence they generate in the 

governmental budgets of all federative levels are crucial points for understanding these 

federations’ behaviors and their paths towards centralization. In fact, during the analysis 

of the historical processes of these countries, it was possible to realize that, as all these 

federations are highly centralized, their respective federal governments managed 

throughout time to concentrate the competences related to oil, either by constitutional 

and legal measures or by other means. The core reason the federations give to having 

adopted centralizing behaviors is the strategic importance of oil production, either to 

national energy security or to the economic scenario, followed by the importance of oil 

revenues among the governmental incomes. In a certain way, both these concerns have 

to the centralization tendency the same importance that national defense had to the 

process of nationalization of the oil industry in the whole world.  

 

This is one of the reasons why, in almost all the analyzed oil-producing countries 

(except Malaysia), offshore resources are concentrated in the hands of the central 

government, which may concede some revenues to the coastal federative units or 

distribute among all the constituents of the federation, according to the institutional 

patterns of fiscal federalism.  
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There are differences among them, though, when it comes to onshore resources: oil 

belongs to the federal government in Mexico and Venezuela, to the states in India and 

are owned jointly by the center and the subnational units in Russia. However, in all 

these countries, the federal government concentrates the competences on oil regulation, 

exploitation and revenues, even when the resources are attributed to the subnational 

federative units.  

 

In the case of India, where oil belongs to the states, the federal government regulates 

and manages oil exploitation, also receiving the majority of oil-related revenues. The 

producing states receive only a share of these royalties, at a rate that is determined by 

the federal government – which has, then, an institutional incentive to keep royalties 

low, because they must be shared with the producing states. By keeping royalties low, 

the federal government has room to collect other levies that it need not share, such as 

the petroleum profit tax (Noronha and Srivastava, 2012). 

 

In Russia, the federal Constitution establishes a joint ownership of land and resources 

by the federal and the subjects’ governments, but the subjects have been deprived of any 

real voice regarding subsoil resources, which are managed by the federal government. 

This also applies to oil revenues: even though the resource is owned by the subnational 

units jointly with the federal government, there is no revenues-sharing based on 

derivation, and oil taxes, revenues and licensing powers are concentrated at the federal 

level. This centralization process, which started in the first term of Vladimir Putin as 

Federal President, counted with little, if any, opposition from the few oil-producing 

federative subject, and has been progressive: until 2002, 60% of taxes levied on mining 

operations accrued to the budgets of the mineral-producing regions and 40% to the 

federal government; from 2004 to 2006, the oil-producing regions had to forfeit a 

substantial share of revenues, and, from 2010 on, all oil-related taxes accrue to the 

federal government (Kurlyandskaya et al., 2012; Alexeev & Shlomo, 2013).  

 

Another peculiar feature of these four countries is that the centralization of the 

federations had impacts on the constitutional autonomy of the subnational federative 

units. In fact, to perform the centralization of powers in the hands of the central 

government, these political environments suppress some of the powers, competences 
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and jurisdictions of the federative units of the subnational level – states, provinces, 

okrugs and so on –, which then become very dependent on the central government.  

 

In all these cases, the federal government clearly limits or even understates the 

subnational units’ autonomy, forfeiting their property and competences, often 

disrespecting constitutional provisions. The process of this political restraint or 

expropriation can have several distinct forms, from legal acts and contractual bindings 

to direct intervention in administrative and political affairs of the subnational units.  The 

oil-producing subjects of the Russian Federation can illustrate well this assumption. 

 

In Russia, measures such as the extinction of elections for subjects’ governors serve as 

ingredients to a bigger picture where administrative competences, decentralized after 

the rupture of the Soviet Union, are once again increasingly concentrated. These 

subnational federative units have managed to maintain the core of their autonomy, 

though at the cost of the revenues from their mineral extraction tax. Although they are 

still bargaining to surpass the federal offensives, the “autonomous okrugs” of Yamal-

Nenets and Khanty-Mansi are considered the next potential targets for a merger. 

 

Sometimes the rules that regulate the federative arrangements provide the means that 

the federal government can adopt to override the subnational units’ autonomy. The 

Indian constitution, for instance, allows the Union to legislate on areas that are 

exclusively assigned to the states, and the federal law will override the state one, in 

subjects like policing, mining, industry, and sales and other taxes. Also, if the governor 

of a state feels that any state act needs federal approval, it may reserve that act and 

submit to the scrutiny of the central Executive power, whose veto will be final (Dhavan 

& Saxena, 2006). 

 

The result of these central governments’ actions over subnational entities’ autonomy is, 

often, the inexistence of conflicts, for the subnational unit becomes so weak that it loses 

the ability to resist the federal government’s attempts – and, as defined in Chapter III, a 

conflict is always the result of the resistance of one part of a relationship facing the 

demands of the other. The lack of autonomy, the loss of financial resources, the absence 

of political representation in the national level, among other consequences of the federal 
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government’s intervention in the subnational units’ affairs, create a vicious cycle of loss 

of political power and increase the submission of the federative units to the center.  

 

Additionally, in some of these countries it was possible to verify that the oil-producing 

subnational units are mainly among the less developed and/or the less populous of their 

respective federations, and also that the number of oil-producing federative units in all 

these federations is always small when compared to the same country’s consuming 

units.  

 

According to the 2015 Human Development Reports of the United Nations, Indian oil-

producing states of Assam, Andhra Pradesh, and Rajastan are among the less developed 

half of the federation, as also happens to the Mexican oil-producing states of Campeche, 

Tabasco and Veracruz (UN, 2015). The Russian oil-producing oblast Tyumen and the 

okrugs Yamal-Nenets and Khanty-Mansi combined account for less than 3% of 

country’s total population, as do the Mexican states above mentioned.  

 

These facts are actually important to explain the behavior of these federations because, 

without financial resources and/or proper political representation, and forming a 

minority inside the political environment against the majority formed by consuming 

units, the oil-producing federative entities are not capable to strive for their rights in the 

political arena, and are thus set aside by the rest of the federation. 

 

In consequence, in situations like these, the federal government, serving its own 

interests but also the interests of the oil-consuming subnational units, will feel tempted 

to act in detriment of the oil-producing ones. The producing units, in turn, will fear the 

damages of any eventual resistance they could oppose to the attempts of the rest of the 

federation, and will easily give in to the others’ interests, perhaps in exchange for a 

share of the revenues or the preservation of some political autonomy. 

 

Also, once the federal government in these countries concentrates the property of oil 

resources or the jurisdiction on regulation, management and collection of revenues, it 

will have financial power enough to keep the control of the other federative stake-

holders’ behavior and reactions. In such a context, eventual measures of fiscal 

equalization or financial compensations from the federal government to the oil-
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producing units will tend to be taken by the latter as sufficient, even if they are not 

substantial enough to really indemnify the damages caused to the producing 

environments. 

 

In India, some states, including the oil rich states of Assam, Nagaland, Arunachal 

Pradesh and Tripura, were granted the status of “special category" by the central 

government, resulting in the possibility of receiving to special grants and development 

incentives from the Union . The attribution of this special status, which is grounded in a 

constitutional provision, to the oil-producing states has the clear purpose of reducing the 

animosities caused by the federal supremacy in the oil regulation, management and 

collection of revenues, by compensating them for the losses associated to the oil 

exploitation.  

 

In Mexico, the producing units receive almost nothing from the sharing of oil revenues, 

most of which is related to the offshore production. Oil revenues, however, are an 

important part of the total income of the general revenue pool that will later be 

distributed among the subnational entities (states and municipalities) by the federal 

government. The states receive almost 90% of their total revenues through federal 

transfers from this pool, in a demonstration of the fiscal vertical imbalance of the 

Mexican federation (Carreon-Rodríguez & Rosellón, 2012). Having oil production in its 

territory, thus, is of no advantage for Mexican states, because it will not mean special 

incomes to the governmental budgets. Because of such a vertically concentrated fiscal 

arrangement, the Mexican states are practically forced to submission by the federal 

government; even when the states try to obtain a greater decentralization of 

competences and revenues, they get trapped by the lack of structure created by the 

historical concentration of revenues in the hands of the federal government (Amieva-

Huerta & Verhon, 1996; Cabrero Mendoza, 2013).  

 

The Russian oil-producing subnational units get no resource revenues through 

derivation principle, but as the ordinary Russian fiscal federalism includes a derivation 

principle for sharing other taxes they do not lose much, because regions with high 

personal and corporate income taxes, including the oil-producing ones, can have an 

advantage (Alexeev & Shlomo, 2013).  
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In Venezuela the federal government is increasingly trying to centralize even more the 

oil wealth and reduce the sums delivered to the subnational federative units through 

revenue sharing, often adopting measures that intend to take the revenues off the federal 

budget, so they would not count as basis to calculate the value that shall be transferred 

to the states – for instance, using the national oil company PDVSA. Through these 

measures, the Venezuelan federal government was able to increase off-budget oil 

revenues from the equivalent of 1% of ordinary revenues in 2003 to 42% of the budget 

in 2006 (Manzano et al., 2012).  

 

Naturally these situations could generate grievances among the oil-producing federative 

units and turn the federative disputes into more troubled conflicts; however, other 

institutional patterns of these federations, the political safeguards to federalism, have 

intervened in these historical processes and kept the federative conflict in latency. In the 

cases of India, Mexico, Russia and Venezuela, the features of the party system, in the 

case of the first two, and the Executive power, in the case of the others, helped to 

prevent a worst federative conflict. 

  

In all these countries, the federal Executive has been able to push the centralizing 

political processes forward and to hold the eventual dissents of regional elites, but the 

two major examples are Russia and Venezuela. In Russia, Vladimir Putin (still in charge 

of the Russian presidency) has constitutional powers and personal political strength 

enough to promote the centralization of powers in an extreme way.  Since coming into 

office, at the end of 1999, Putin's government has taken over or closed all independent 

national television channels, established unrivaled dominance of both houses of 

parliament, reasserted control over the country's huge energy industry and jailed or 

driven into exile business tycoons who defied him.  

 

Concerning to the federative units, Putin has been able to harness the governors, who 

often defied the Kremlin under former president Boris Yeltsin, and the opposition, 

ensuring that the results of the elections held in the country are favorable to the federal 

government. Early in his tenure, Putin threw the governors out of the Federation 

Council, the upper chamber of parliament, and set up seven presidential envoys, 

sometimes called super-governors, to supervise them.  
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It is interesting to remark that Putin’s centralizing measures are, in some extent, 

intended to prevent the secession of some troubled federative units. During the 

government of Boris Yeltsin, the federal government had to make concessions to the 

regional authorities, increasing federal transfers, granting regional and local 

governments substantial powers to raise revenues. Some regions, however, pressed still 

for more autonomy and some even threatened the federation with secession. In order to 

reverse this process and constrain the regional political elites, Putin began his process of 

centralization of the power, increasingly concentrating revenues and tax authority, 

extinguishing regional elections and replacing the elected governors by agents 

appointed by the president. In doing so, Putin cowed the political elites which 

dominated the subjects of the Russian Federation (González, 2016).  

 

In Venezuela, the power of Hugo Chávez (who died in March, 2013) was also enough 

to promote the increase of the centralization of power in the hands of the federal 

government (González, 2016). The Venezuelan governors, which were historically 

weak, got stronger during the late 1980s and the 1990s as result of a decentralization 

tendency of the federal government. Chávez reversed this decentralizing trend with not 

only with fiscal centralization, but also reducing the power of the states by suppressing 

the Senate, increasing his control over the National Congress and reducing the influence 

of the governors over it (López Maya, 2003; González, 2016). 

 

The features of the party systems of these federations may also have influenced their 

reactions to oil revenues, of what India and Mexico are good examples. As mentioned 

in Chapter III, political parties can act as a political safeguard to federalism,  

 

In India, the fragmented party system, with several national and regional parties, helps 

the representation of the immensely diverse population of the world’s most populated 

democracy. The decline of dominance by the Congress Party, which was responsible for 

a “one-party government” (Chhibber & Kollman, 2004), and the gradual rise of 

opposition and regionally based parties brought coalition politics to India, with no 

single party getting a parliamentary majority in the general elections since 1989. At the 

state level, political formations already tended to coalesce around bipartisan politics. 

These coalition governments, according to Noronha & Srivastava (2012), brought 

greater visibility to state parties (and state interests) in the decision-making process, 
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influencing the policies of institutions like the National Development Council and the 

Planning Commission (Noronha & Srivastava, 2012). Even though, in the federal 

Parliament the centralizing tendency of oil-related issues in the hands of the Union still 

exists, in part due to the influence of the regional parties, since the majority of the 

Indian representatives in both legislative houses is from non-producing units. 

 

In Mexico, the dominance of the Partido Revolucionario Institucional (PRI) at the 

national level throughout the 20
th
 century had severe consequences on the state level 

politics. PRI was hegemonic in a one-party government, which monopolized control 

over political institutions; although coexisting with other legally registered parties, PRI 

competed under conditions that ensured its absolute advantage and allowed it to 

preserve its power for seven decades. There are national parties (with representation in 

the Congress) and local ones, which dispute at state level; this division makes the 

insulation of many states’ internal affairs in the regional legislatures. After the demise 

of PRI in the 2000 national elections, with the victory of Vicente Fox Quesada, of the 

“Alianza por el Cámbio”, the Mexican political environment watched the rebirth of a 

real multi-party system.  

 

When it comes to the representation of the oil-producing states at the national level, the 

Mexican party system provides for their accommodation among the national interests. 

In fact, the national Mexican parties do not provide for the representation of the special 

interests of the oil-producing subnational units, and the regional parties do not manage 

to be listened at the arena of the national politics.  

 

Therefore, in India and in Mexico the party system, for different reasons, keeps the 

special interests of the oil-producing federative units out of the main political debate; 

when oil-related issues arise, both party systems provide for the prominence of the 

federal view instead of the oil-producing units’. Together with the other characteristics 

of the Indian and Mexico environments, such as the vertical transfers of revenues and 

the centralization of administrative competences, the oil-producing states of both 

federations have no incentives to engage in federative conflicts. 
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5.4. Countries with federative crisis 

 

5.4.1. Brazil 

 

The analysis of the case of the Brazilian federative crisis on oil revenues shows that the 

federation failed to avoid the development of a conflict among the subnational 

governments, initially because of the inexistence of credible mechanisms of inter-

federative negotiation and the absence of fiscal equalization among federative units, 

generating a federative crisis that was settled by one of the political safeguards to 

federalism – namely, the Judiciary.  

 

The federative dispute among Brazilian governments of all levels developed after the 

failure of the channels of negotiation among federative units and the lack of 

mechanisms of fiscal compensation, reaching the level of a federative crisis, with the 

involvement of the media and the civil society, riots and demonstrations, parallel to the 

political debates that took place in the representative spheres, culminating with the 

judicialization of the subject.  

 

The perspectives of an oil rents’ windfall with the new “pre-salt” oil fields opened a 

window of opportunity to political attempts of changing the rules of the game. The 

preexistent agreements on oil and related fuels taxation among subnational units were 

soon forgotten, and the issue of a redesign of the patterns of the oil wealth distribution. 

Soon after the confirmation of the pre-salt oil fields discoveries, the non-producing 

states, through their representatives (governors, senators and deputies), showed clearly 

their intention to change the norms on the distribution on royalties and special fees, but 

did not mention the special regime of the ICMS tax. Oil producing states, in turn, 

remained in a kind of passive and contemplative mood, until the non-producing states’ 

interests were turned into a bill and presented to the Congress. There was no possibility 

of negotiation, for the non-producing states felt they were in a better position – counting 

also on the Union’s endorsement of their interests –, and thus did not intend to bring 

those interests to the table. Traditional loci of negotiation among federative units, such 

as the CONFAZ – the meeting of the Finance Secretaries of all states – were not 

credible enough to allow for a stable solution to that puzzle. 
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The Brazilian federative arrangement lacked at that time – as still does nowadays – an 

efficient system of mechanisms to promote credible and clear inter-federative 

negotiations, adopting a “competitive” form of federalism more than a “cooperative” 

one (Piancastelli, 2006). In the Brazilian federation’s model, although the governments 

of states and municipalities have certain loci of interaction, the main political debates 

and negotiations take place mostly under the command of the federal government, most 

probably inside the National Congress, where the discussions often lose the aspects of 

regionalization and assume the interests of the presidential coalition or of political 

parties.  

 

According to Samuels (2003), Brazilian federative environment presented a 

considerable deal of inter-governmental negotiation during the Fernando Henrique 

Cardoso administration (1995-2002), when the federal government managed to involve 

the subnational governments in its own agenda through costly processes of negotiation 

and bargaining. However, even then, Brazilian horizontal federalism remained mostly 

predatory, also obstructing important aspects of Cardoso’s reform agenda, with 

governors, mayors, and members of the National Congress forcing the national 

government to modify or even abandon parts of it and to pay an immense price to 

achieve its objectives. This patterns of uncooperative federalism are still reinforced by 

the fact that, in Brazil, even with the President as a powerful political actor, state 

governors – which often are “selfish maximizers that not cooperate with the other 

actors” (Almeida, 2001) – have a huge deal of control over the policy agenda, either by 

controlling the state representatives in the National Congress or by using their veto 

power to influence the allocation of policies regionally.    

 

Therefore, Brazilian federalism tends to be highly competitive, and without clear 

institutional channels of intermediation of interests and conflict negotiation, leaving the 

solution of inter-federative conflicts to the mediation of the President of the Republic 

or, most probably, to the judicial review by the Supreme Court (Souza, 2005).  

 

Compensation mechanisms could also have precluded the development of the federative 

crisis. In order to reduce regional inequality, the Brazilian constitutional fiscal 

environment contains clauses on equalization of revenues among the federative units, 

providing for transfers from the Union to states and municipalities. However, in the case 
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of oil revenues, the pre-existent, specific arrangements concerning to these rents, which 

were the result of negotiations among subnational governments in the National 

Congress and resulted in a constitutional amendment in 2001, were affected by the 

political opportunism, increasing the federative conflict.    

 

Before the occurrence of the “pre-salt oil” windfall, Brazilian fiscal federalism balanced 

the impact of the oil wealth on subnational economies by compensating the oil 

revenues, earned by the federal government and the oil-producing entities, with the 

ICMS tax. This state-level sales tax, imposed on the physical movement of 

merchandise, is usually collected by the coffers of the state of origin of a good, and the 

only cases in which the tax would be collected by the destination state are the operations 

with oil and derivatives, because of constitutional provisions that provide that ICMS is 

due to the state where oil is consumed, not where extracted. These constitutional 

provisions of fiscal compensation were able to maintain the balance of the federation 

concerning to the distribution of oil revenues. 

 

However, as told in Chapter II, when the oil-related resources windfall sounded 

imminent, with the promise of huge wealth coming from the pre-salt layers of Brazilian 

offshore, the consuming states (id est, the vast majority of the Brazilian states) started 

trying to change the patterns of distribution of oil rents, but without any mention to 

change the special ICMS arrangements, which were established as a fiscal equalization 

measure.  

 

The fragility of the fiscal equalization mechanism and the possibility of its derogation 

by the proposals of new regulation were made clear to the oil-producing states and 

municipalities, which immediately opposed the new proposals via their respective 

governors, senators, deputies and mayors. In many statements at that time, many of 

them mentioned that the Constitution already provided for a mechanism of fiscal 

compensation among producing and non-producing federative units through the special 

ICMS clauses, created after an intense political debate and institutionalized by a 

constitutional amendment, and that these clauses had to be observed. In such context, 

according to them, any change on the oil revenues distribution would have to be done 

together with the revocation of the constitutional clauses regarding to the special ICMS 

system on oil revenues. But it did not happen: in fact, the bill approved through 
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congressional debates did not involve the changing of the ICMS special patterns, 

fueling the revolt of oil-producing federative units.  

 

Many diverse political actors, whose preferences were strategically revealed, were 

directly involved in this turbulent decision-making process. The federal government, 

when started the legislative process through four bills with emergency requests in 2009, 

aimed at changing the entire regulatory framework for the oil sector, including the rules 

of distribution of incomes, and at the same time gave the non-producers states and 

municipalities the perspective of obtaining revenues that were inconceivable before. 

Later, when the federative political conflict intensified, the federal government changed 

its position, declaring publicly its preference for maintaining the status quo concerning 

to the distribution of the oil revenues, but without taking any direct actions effectively 

able to force the parliamentary coalition to follow this guideline. 

 

Although the President of the Republic in Brazil is a powerful political player, with 

many constitutionally granted competences and prerogatives that use to be enough to 

give the Presidency the role of moderator of the federative relations, in this case she did 

not act this way. In fact, the Presidency of the Republic adopted a certain strategic 

inaction, for it avoided positioning on either side of the dispute. On one hand, the 

President apparently agreed to the interests of oil producers and to protect the legal 

certainty of the already producing oil fields, when partially vetoed the bill’s articles that 

they pointed as most unfavorable. However, as the President did not use the 

mechanisms of persuasion and discipline of members of her coalition, she paved the 

way for the overriding of the vetoes, so that the interests of oil producers could not 

prevail.  

 

This strategic movements – and also strategic inertia – of the Presidency allowed it to 

surpass the conflict with little or no political damage concerning to the relations with 

the subnational governments, but weaved in contradictory ways to the political 

environment. If it is true that with great powers come great responsibilities, in this case 

the Brazilian president did not fulfilled this proverb: the positions adopted by President 

Dilma Rousseff during the whole legislative process let clear that the Presidency would 

let the debates happen among the states’ congressional representations, therefore 

weakening its power as mediator and umpire of the federative game in Brazil.  
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The oil-producing states and municipalities, mainly via their respective governors, 

senators, deputies and mayors, immediately positioned themselves in the opposite 

direction to the proposal of modifying the rules of distribution of oil revenues. It is 

worthy to notice the protagonism of the state of Rio de Janeiro, which would be the 

main victim of the proposed new rules, and whose governor – although generally 

aligned with the federal government – frontally opposed to the bills since the beginning 

of the process, warning also about the potential disruption of the federal pact. 

 

In turn, the governors, deputies, senators and mayors of non-producing federal units, 

lured by the promise of possible future rents, stood from the outset in favor of the 

amendment of the rules of distribution of oil revenues, pressing the federal government 

and the Congress for the adoption of a new regulatory framework, able to provide the 

division of oil rents among all federative entities. Only at the end of the debate, when it 

became clear that the Congress would override the vetoes affixed by President Dilma 

Rousseff, some governors of non-producing states adopted more conciliatory positions, 

waving to the preservation of the previous rules concerning to contracts already in 

effect. 

 

The Congress remained divided between the two positions throughout the decision-

making process, but in the end the numerical superiority of non-producing states spoke 

louder. The parliamentary representatives of producing states in both legislative houses, 

regardless of their political party or ideological lines and also as to whether or not 

belonging to the presidential coalition, lined up with their territorial bases, adopting 

every possible regimental maneuver to hinder or even prevent the deliberation on 

proposals that would be harmful to their respective states. In the deliberations, all 

representatives of the Rio de Janeiro and Espírito Santo that were present to the 

sessions, without exception, opposed changing the rules of oil revenues, as shown in 

Table 9 below. 
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Table 9 – Results of the voting of Bill no. 5.938/2009 by the Brazilian Chamber of 

Deputies – by State 

 

Note: 
a
 Oil and gas major producing State 

Source: income data from Chamber of Deputies’ Official 

Journal, November 7th 2012.  

 

Among the deputies of the non-producing regions, as shown in Table 9, the vast 

majority voted in favor of changing the rules of distribution of government revenues, 

what was already expected: their decisions were largely grounded by the representation 

of regional interests of their territorial constituencies’ basis. In fact, the data contained 

by Table 9 show that, excepting the states of Rio de Janeiro and Espírito Santo, major 

oil producers in the country, whose representatives in the Chamber of Deputies 

unanimously rejected the project, the other Brazilian states voted for its approval, some 
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of them by unanimity (case of Tocantins, Roraima, Amazonas, Rondônia, Maranhão, 

Mato Grosso, and Alagoas). 

 

The speeches and discussions in the plenary of the Chamber of Deputies during the 

voting session also showed clearly that the discussion took a bias of federative dispute, 

which was also reflected in the orientation of political parties, when many of them, in 

spite of having oriented their representatives to approve the bill, ensured free voting to 

the deputies of Rio de Janeiro and Espírito Santo states. 

 

The factual evidence contained by these legislators’ behavior also adds to the theory 

that recognizes the strong Brazilian federalism an important counterpoint to the 

concentration of powers in the hands of the President (Mainwaring, 1997). According to 

Mainwaring (1997), the strong Brazilian federalism makes the parliamentarians prefer 

to endorse local and regional interests rather than aligning with national interests. 

Neither would be negligible, in the case, the influence of the governors, mayors and 

leaders of regional committees of parties, important actors in decision-making even at 

national level – also because the decision involved the perspective of increasing state 

and municipal financial resources. 

 

The failure of the Presidency of the Republic to mediate the dispute and the regional 

opportunism of the fragmented party system were clearly fueling the conflict instead of 

helping to settle it. The Brazilian federative conflict on oil revenues was then submitted 

to the Judiciary, a power that is being increasingly institutionalized in Brazil since the 

promulgation of the 1988 Constitution, forming nowadays (as also in the time when the 

Brazilian federative conflict arose) an independent branch and an important checks and 

balances instrument to the political power. 

 

Judiciary in Brazil tends to be highly protective of the federal principles and the limits 

of jurisdictions of federative units, as well as to the legal certainty concerning to 

contracts (public or private) and the rights of investors. Judicial review is among the 

human rights’ clauses in Brazil, and the constitutional independence of the Judiciary 

reflects in its administrative and financial autonomy (Mendes, 2009). 
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The Judiciary, through the Supreme Court, adopted in the case of the oil revenues, until 

now, the already expected pro-contract and pro-legal bias, even though it decided to 

preliminarily suspend the effectiveness of the norms that were fruit of the overriding of 

the presidential vetoes, through a preliminary decision by Justice Minister Carmen 

Lucia, which granted the injunction to suspend the effects of the contested articles.  

 

The monocratic, preliminary decision continues valid until the time of writing of this 

thesis. After the publication of the decision, many politicians and representatives in the 

Congress gave statements proclaiming their intention to fight it through the proposal of 

a constitutional amendment, but there was no effective movement in this direction. 

Several federative units and institutions of the civil society joined the constitutional suit 

as amici curiae, because of their interests in the subject.  

 

It is also possible to notice, through the arguments underlying the statements made by 

some ministers, that the Judiciary tends to ensure the application of rules which were in 

effect at the time of signature of each contract –, a preference which is someway aligned 

with the substantive arguments brought by oil and gas producers states and 

municipalities.  

 

In fact, during the entire debate on the subject, it was already expected that the Supreme 

Court would act in favor of the federative pact; this revealed preference of the Judiciary 

was even taken for granted by President Dilma Rousseff, whose first idea was to 

sanction the approved bill without any veto, even being aware of its unconstitutional 

features, therefore pleasing the political majority and the 25 non-producer States, while 

expecting the Supreme Court to repeal it in the wake of constitutional suits proposed by 

the oil-producing states (Jungblut et al., 2012). 

 

Why did Brazilian political environment fell on a crisis because of oil revenues? If the 

above settled hypotheses are applied to the Brazilian case, it seems that all the political 

environment and decision-making process here described have their share on this 

federative crisis. It seems also true that the federative conflict regarding the distribution 

of oil and gas revenues among federative units in Brazil was born from the perspective 

of the emergence of significant new revenues, which can be interpreted as a “new rents 

shock” in the political field, opposing the oil non-producing units – and among these the 
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poorest States in Brazil – to the producing ones. Furthermore, the decision-making 

process in question was developed in a fragmented environment, in which multiple 

interests – regional, partisan and electoral, collective or individual – found 

representation in Parliament, the Executive remained strategically inert (because it 

would not commit to either side of the dispute), and, finally, the numerical majority 

imposed its will, which, however, was challenged before the Judiciary, par excellence a 

counter-majoritarian power – reinforcing the importance of checks and balances to the 

decision-making process. 

 

In this case, then, it is possible to assume that Brazilian oil-related federative crisis 

started due to the inexistence of credible and effective mechanisms of financial 

compensation and fiscal equalization among the federative units, through which the 

federations could indemnify the losses verified by the oil-producing states. The 

federative crisis was submitted to the Judiciary to be settled, and this power is acting as 

a political safeguard to federalism.  

 

 

5.4.2. Canada  

 

As the analysis of the Canadian case shows, the country’s federal arrangement was 

seriously threatened by a federative crisis on oil revenues, which was developed during 

decades until exploding when the federal government imposed the National Energy 

Program unilaterally on the provinces.  

 

The mechanisms of negotiation between the oil-producing Alberta and the federal 

government, which acted under pressure from the oil-consuming provinces, were not 

efficient enough to prevent the installment of a federative crisis. In fact, reaching a 

credible agreement on oil prices and revenues between Ottawa and Alberta became 

nearly impossible, for both parts could not entirely rely on the credibility of a negotiated 

commitment of the counterpart.  

 

Before the establishment of the National Energy Program (NEP), Ottawa and Alberta 

tried for several times to settle the question of oil prices. Meetings were held between 

the respective Ministers of Energy and Resources, even before the installment of 
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Trudeau’s Liberal government, but they did not reach any agreement; later on, the prime 

minister Pierre Trudeau and the Albertan premier Peter Lougheed also met, trying to 

achieve what their subordinates could not, but these attempts were also inefficient 

(Galagher, 1983). The constitutional powers of each federative level on the resources (in 

the case of the oil-producing province) and on the regulation of related issues (in the 

case of the federal government) put them in clear adversarial positions at that time, for 

each had constitutional grounds to stand still and ignore the other’s claims. 

 

In the end, the positions adopted by Pierre Trudeau and Peter Lougheed concerning to 

Canadian federalism and the role of the federal and provincial governments also 

contributed to the development of the crisis. Trudeau defended federalism as a strong 

central government, which would concentrate power and authority, able to plan and 

develop national goals that would be implemented by the provinces, as well as to act 

unilaterally if the provinces would not concede some of their powers. Lougheed, in turn, 

as did many of the premiers, saw federalism as the basis for strong provincial 

governments, with clear spheres of power and authority, and a federal government that 

would act mainly as mediator, federative disputes should be worked out through 

reasonable negotiations among peers (Nemeth, 2006). These two visions of the role of 

the federative units and of the federative pact were clearly in conflict, and this 

antagonism left little space for peace between the federal and the provincial 

governments. 

 

Also, the pressure of the oil-consuming provinces – especially Ontario – on the federal 

government, impelling it to act against what was seen as Alberta’s oil quasi-monopoly 

practices, left little space for any agreement among Ottawa and Alberta that could be 

more suitable for the latter. The frenzy that took place in the world market after the 

1973 and 1979 oil-prices’ pikes put energy issues in the center of the attention of the 

public opinion. If Albertans intended to fight for their resources’ wealth, other 

Canadians would fight back for their interests on cheap oil and energy security 

(Nemeth, 2006). 

 

Energy affairs also entered the electoral campaigns of that time, taking advantage of the 

feelings of the common men; both Conservative and Liberals governments were elected 

using energy (and oil) as platform, with different approaches to seduce the different 
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voters. However, many of the promises made in the electoral campaigns were virtually 

unreachable; both governments, when elected, realized that many of the promised 

measures could not be taken the way they were sold to the voters. In result, frustration 

came in the form of rejection from the voters in the following elections (Galagher, 

1983) and is the cause for nowadays’ Western rejection against the Liberals (Nemeth, 

2006). 

 

There were, then, no possibilities of reaching a credible agreement in such a political 

context, leading Canada to a federative dispute on oil wealth. 

 

In the Canadian context, the political safeguards of federalism did not work efficiently 

enough to prevent the development of a federative conflict between Alberta and the 

federal government, and some of them still seem to have pushed the inter-federative 

relations towards the conflictive level.   

 

The Canadian party system of the time of the implementation of the NEP was 

characterized by a huge fragmentation in the provincial politics and a centralizing 

tendency in the federal parliament. Canadian parties at the federal level were (and still 

are) slackly connected with political parties at the provincial level, in spite of having 

similar names. As some authors point out, it was (as still is) difficult to observe a truly 

national political party in Canada (Hueglin, 2006).  

 

This political design induces the separation of regional politics from the national level, 

as a result of the Canadian constitutional patterns, which provide for a specific and more 

stable separation of provincial and central jurisdictions. On the other hand, if this design 

can make the provincial legislatures function well, in the national level it can perform in 

detriment of the less populous, western oil-producing provinces.  

 

The representation of western provincial interests in the Houses of Parliament became 

impaired, resting on the shoulders of the few representatives elected by these provinces. 

It is interesting to remark that, at the time of implementation of the NEP, Alberta 

counted with only 21 out of 282 seats in the House of Commons, while Ontario alone 

had 95 seats.  The Ontario’s dominance of the House of Commons made impossible to 

Alberta and the other oil-producing provinces to conduct negotiations in the parliament.  
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The elections for the national legislature are traditionally influenced by the regional 

debates in each province. In the 1979 federal elections, the Progressive Conservatives 

won 136 seats, followed by the Liberals (114), New Democratic Party (26) and Social 

Credit (6), totalizing the 282 House seats. The February 1980 elections promoted the 

turning of the table and a still greater centralization, with the predominance of the 

Liberal Party (147 seats), followed by the Progressive Conservatives (103 seats) and the 

New Democratic (32 seats). In both elections, all of the elected Albertan representatives 

were of the Progressive Conservative Party. 

 

At the provincial level, the predominance of the Progressive Conservatives in Albertan 

politics from 1971 on was also clear. In the 1971 regional elections, the Liberals got no 

seat in the Alberta legislature, and this result was repeated in the 1975, 1979 and 1982; 

only in the 1986 elections, the Liberal Party managed to get 6 seats out of the 83 of 

Albertan parliament, while the Progressive Conservatives kept 61 seats. 

 

Table 10 – Political parties performance in Alberta’s legislative elections 

Year Progressive 

Conservative 

Liberal Social 

Credit 

New 

Democratic 

Party 

Independents Other 

parties 

Total 

1967 6 3 55 - 1 - 65 

1971 49 - 25 1 - - 75 

1975 69 - 4 1 1 - 75 

1979 74 - 4 1 - - 79 

1982 75 - - 2 2 - 79 

1986 61 4 - 16 - 2 83 

Source: data from Elections Alberta, available at http://www.elections.ab.ca  

 

The fragmentation of the party system, the fact that the ideas proposed by the main 

parties in the Parliament were diametrically opposed, and the identification of the main 

parties with the positions adopted by their leaders (Pierre Trudeau for the Liberals, and 

Peter Lougheed for the Progressive Conservatives) also led to the impossibility of the 

parties to reach a consensus as an alternative to the premiers’ discussions (Galagher, 

1983).  

http://www.elections.ab.ca/
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The Judiciary, in many of the preceding cases that involved federative disputes on 

resources’ property or regulation, adopted contradictory positions, sometimes upholding 

the provinces’ claims, and sometimes preferring to grant the federal government the 

power to intervene on provincial resources’ affairs (Galagher, 1983; Doern & Toner, 

1985). Also, traditionally the Canadian judicial courts – even the Supreme Court – had 

no decisive role in analyzing federal-provincial relations, since the Judicial Committee 

of the Privy Council was displaced in 1949 as the final appellate tribunal for Canadian 

constitutional cases (Chhibber & Kollman, 2004).  

 

Therefore, the very limited role of judicial courts in adjudicating federal-provincial 

relations induced the federal and the provincial governments to prefer 

intergovernmental negotiations to judicial adjudication when it came to managing inter-

federative conflicts, regarding the submission of these issues to judicial courts like an 

ultimate resource, when the other had failed to come to acceptable results (Smiley, 

1988). 

 

Also, previously to the establishment of the NEP, the judicial courts imposed some 

setbacks to the province of Saskatchewan’s policies of resources management, in the 

CIGOL and Central Canada Potash cases, causing some speculation that the federal 

government or the oil industry would rely on the Judiciary to challenge the Alberta 

resource management legislation, and this judicial decision-making bias also prevented 

the Albertan government to launch legal challenges against the NEP. In fact, there were 

no legal suits of one level’s government against the other (Doern & Toner, 1985). 

 

The strength of the Canadian Executive power, led by the prime-minister, also had its 

impacts on the development of the Canadian federative conflict, rather than helping to 

avoid it. The federal Executive power at that time, in the hands of Trudeau’s Liberal 

Party, also had no incentives to act in a protective way to the federative relations and to 

avoid a conflict with Alberta.  

 

First of all, it was already clear to the Liberals since the beginning of the 1970s that the 

western provinces were, concerning to politics, barren territory for them, making it 

acceptable to the Liberal Party to engender policies that could harm the oil-producing 
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countries, if these same policies were to the benefits of the central and eastern 

Canadians. Policies that imposed Ottawa’s visions over Alberta’s would even help to 

reduce the impact of Quebecois separatism, because the federal setting of oil prices 

would bring advantages to Québec that it would not have if it became independent 

(Nemeth, 2006).  

 

Additionally, as already mentioned, the general objectives of the prime-minister 

Trudeau and the Alberta premier Lougheed, as well as their strategies and tactics for 

achieving them, were very similar: both wanted to strengthen their administrations (the 

federal government in the case of the former, the provincial government to the latter), 

and defended a very peculiar vision of federalism that put, respectively, the federal or 

the provincial governments in a better position. Lougheed, however, wanted the oil 

revenues to strengthen and diversify Alberta’s economy within the constitutionally 

established principles, while Trudeau saw no harm in transgressing the constitutional 

borders if it was to promote and diversify the economy of the country, where the federal 

government saw fit (Nemeth, 2006). 

 

In such a context, the resources of Alberta were seen by the federal Executive as an 

important instrument to achieve its interests but also as a threat to them: a larger share 

of Alberta’s revenues in the hands of the federal government would serve well to help 

other provinces, to continue subsidizing the imported oil, to reduce the federal deficit, to 

promote industrial development where intended by Ottawa and to fund other federal 

programs and equalization payments. On the other hand, if Alberta kept these revenues, 

they would be used only in the benefit of that province, which would be put in a 

position of economic advantage when compared to the consuming provinces (Galagher, 

1983; Nemeth, 2006). 

 

The negotiations maintained between Ottawa and Alberta, preceding the establishment 

of the National Energy Program, would be unsuccessful anyway, if they did not attend 

the federal government’s interests. All Alberta’s proposals made during the meetings 

between the energy ministers were rejected by the federal government, and a document 

produced in May, 1980 stated that negotiations with Alberta were pointless, because the 

province would not retreat and was going to fight every federal attempt to increase 

Ottawa’s share of oil revenues (Nemeth, 2006). 
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Albertan politicians saw these negotiations like attempts of imposition of federal 

interests over Alberta’s, more than as actual procedures of negotiations (Galagher, 

1983), and the result of the meetings and debates between the federal and the provincial 

governments proved they were right. 

 

The federal Executive, having failed to impose its will over Alberta’s interests through 

the “negotiated” way, used its power to impose the National Energy Program as an 

unilaterally driven policy. Interestingly enough, before the negotiations failed, the 

federal government had already planned for two occasions the announcement of 

unilaterally set energy policies (Nemeth, 2006). 

 

The federative conflict between the Canadian federal government and Alberta was, in 

the end, settled through the establishment of mechanisms of compensation and fiscal 

equalization among Ottawa and the provincial government, mainly through the return to 

prices set before the installment of the National Energy Program. 

 

As mentioned by Chapter II, soon after NEP was announced by the Canadian federal 

government, the Albertan premier Peter Lougheed clearly demonstrated that the 

province would not accept the oil prices and the other measures unilaterally set by 

Ottawa, and also stating that, if the federal government was to enter serious 

negotiations, the province would reconsider its retaliatory measures.  

 

These new negotiations, differently from the ones conducted prior to the establishment 

of the NEP, met the Alberta government in a better position: having announced 

protective measures, such as cutbacks in the production, the province reaffirmed its 

stakes in the oil regulation and made it clear that it was not going to cede to the 

federally imposed policy, what was seen as a disadvantage of Ottawa during the 

process. These measures were taken by the federal government as a menace to the 

energy security (and the wealth) of the country as a whole, but it did not have effective 

instruments to fight it. The federal government had instead to go back to the 

negotiations table, in an attempt to configure a set of compensations measures that 

could reduce Alberta’s opposition to the NEP.  
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These compensation measures were discussed between Alberta and Ottawa in a series of 

meetings that took place throughout the spring and the summer in 1981 – after the 

federative conflict was already installed. From April to August 1981, the ministers of 

energy and resources Lalonde (for the federal government) and Leitch (for Alberta) 

made compromises that resulted in the final agreement signed by their two governments 

(Galagher, 1983).  

 

The Memorandum of Agreement signed on September 1
st
, 1981 by Trudeau and 

Lougheed displayed the extent of compromise made by each party. It provided for 

larger price increases for conventional Alberta oil, but at the condition that these prices 

would not track the world price – formula that would be capable to make the Liberals 

keep their electoral promises, but also provided for higher prices than would be reached 

if the Conservatives’ earlier proposals, based on the prices set by Clark’s administration 

budget in 1979, had been accepted. The federal government also agreed not to impose 

an export tax on natural gas and to allow the producing unit, as a “resource allowance”, 

a 25% share of the Petroleum and Gas Revenue Tax – PGRT, which meant that the tax 

could not be described as a “wellhead” tax anymore; the PGRT also was allowed to 

increase to 16%. In return, the Alberta government agreed to hold the rate of provincial 

royalties steady for the term of the agreement (id est, until 1986), and to make 

concessions on natural gas (Galagher, 1983; Doern & Toner, 1985). 

 

Anyway, the Liberal federal government was accepting to raise the price of oil in a very 

substantial pace, after only a year and a half being elected on a platform of inexpensive 

oil, in response to the imperatives of international oil prices and Alberta’s resolution to 

keep on fighting. 

 

In fact, the characteristics of the federal Executive, the party system and the judicial 

courts at that time did not recommend trust and confidence concerning to the protection 

of the federative environment or the rights of the oil-producing provinces, for these 

institutions acted on behalf of the central and eastern Canadian provinces. The oil-

related federative crisis was settled only after the federal government proposed to adopt 

measures to compensate the oil-producing provinces, including the establishing of 
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prices to the oil barrel in higher levels than was the initial intention of Ottawa and other 

fiscal provisions. 

 

 

5.4.3. Malaysia 

 

Malaysia is a federal, representative, democratic constitutional monarchy, following the 

parliamentarianism of Westminster tradition, with a two-houses Parliament, and its 

federation is highly and increasingly centralized, with the federal government in a very 

prominent position in the federative game. The federative crisis on oil revenues 

involving the state of Kelantan and the federal government developed in a context in 

which the high centralization of the federation and the political, institutional aspects of 

Malaysia served as fuel to the conflict. 

 

In such context, the Malaysian federalism did not develop institutionalized and credible 

mechanisms of negotiations among the federative units, creating instead an example of 

non-cooperative federalism, mainly when it comes to federal-state relations.  

 

In fact, the central government has so huge powers concerning to administrative, 

legislative, regulatory and fiscal aspects that it does not have to negotiate with the 

subnational units, which, in the end, depend on the federal transfers of monies to 

implement their policies. 

 

When it comes to the distribution of oil revenues, the constitutional and legal provisions 

of Malaysia, as well as the competences granted to the national oil company Petronas, 

as mentioned by Chapter II, put the federal government in a dominant position, for the 

revenues are paid by the federally controlled enterprise. The states remain only with the 

competences of regulation of premises and infrastructure, in spite of their nominal 

jurisdiction over and ownership of mineral resources within their boundaries (Hui, 

2012), and this limitation pushes them to dependence on the federal government. In 

such an environment, the federal government has no incentives to negotiate or cooperate 

with the states concerning to oil revenues.  
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In the case of the Kelantan oil claim, the federal government did not consider to have 

any reason – of political or legal concerns – to acquiesce to the state’s requests or to sit 

at the negotiations table. There was no interest or intention of the federal government to 

establish negotiations with the state, considering that the Union adopted since the 

beginning of the argument the view that preconized the inexistence of Kelantan’s 

alleged rights to oil revenues, due to the fact that the oil fields were located beyond the 

3 miles of the state offshore.  

Indeed, the federal government argued that, in the light of Malaysian Constitution, 

Kelantan has no right to oil royalty, because it provides that the states can only extract 

mineral within its territorial waters. Since the oil wells which could benefit Kelantan are 

located almost 150 km from the state’s coast, they are located in the continental shelf, 

which, under Malaysian legal environment, belongs to the Union.  

 

Therefore, any discussion of the claims done by the state, in the perspective of the 

federal government, had no reasons to be looked upon. The state, on the other hand, saw 

the unequal treatment by the Malaysian federal government as contrary to the 

constitutional guarantee of equal treatment before the law, under Article 8 of the Federal 

Constitution. 

 

The imperative and inaccessible position adopted by the federal government increased 

the grievance of Kelantan and paved the way to the installation of a federative dispute.  

 

The inexistence of mechanisms of compensation and fiscal equalization among the 

federative units in Malaysia also contributed to the development of the federative 

conflict between Kelantan and the federation. The federal government centralizes the 

management and the collection of oil revenues, even in the case of oil fields located in 

states’ areas, although the rights to oil property and revenues are granted to the states by 

constitutional and legal framework. All Malaysian states signed terms with Petronas 

agreeing to the transfer of the oil rights to the national oil company – and, consequently, 

to the federal government –, which institutes the payment of royalties to oil-producing 

states related to the production within their boundaries. 

 

However, the fiscal regime of oil revenues in Malaysia does not provide for 

compensations in cases such as Kelantan’s, in which the oil production occurs in federal 
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waters, but the impacts of oil production can be felt in the state’s territory, with the risk 

of spills, the pollution caused by oil facilities, and so on.  

 

The payment of “goodwill money” to Kelantan, in turn, did not have the power to 

compensate the lack of the oil royalties, considering that these grants are supposed to be 

paid by the Malaysian federal government on discretional bases and grounded on 

humanitarian reasons, allowing the reduction or even the suppression of these payments 

anytime, at the will of the federal government only. The absence of legal certainty of 

these payments, therefore, does not let them be taken as a compensation, and the 

populace of Kelantan still see them as an attempt of the federal government to escape 

the law suit proposed by the state (Zahiid, 2009).  

 

The federative conflict on oil revenues among Kelantan and the Malaysian central 

government reached a critical level after the announcement of these “goodwill” 

payments, when the federal government stated clearly that it would not recognize 

Kelantan’s claims on oil royalties, exacerbating the grievance of the politicians and 

social movements in that state. 

 

In such a context, the strength of the prime-minister vis-à-vis the state of Kelantan 

increased the level of the oil-related conflict that started in 2009. During the period of 

the incumbency of Abdullah Ahmad Badawi (2003-2009) and Najib Abdul Razak 

(2009-present), which were in charge as prime minister when the issue of Kelantan oil 

royalties arose, the relations between the federal government and the states were 

impaired by political estrangement, considering the success of opposition parties in 

regional elections and the failure of negotiations on projects and funding among the 

federal and state governments.  

 

The term of Najib Abdul Razak, which started in April 2009, experienced since its 

beginning the clash between BN-led federal government and the states – even those 

controlled by the ruling coalition. Many issues related to the limits of federal and state 

jurisdictions arose, including disputes on water management and the use of trademarks 

(Omar, 2012), and the Kelantan oil claim. 
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The PAS-led government of Kelantan presented in 2009 a claim against the federal 

government, seeking an equal treatment concerning to royalties, referring also to oil 

extracted in Malaysia’s joint development area with Thailand, where production 

commenced in 2005. The state argued that the payment had to be done in accordance 

with the Petroleum Development Act of 1974, wherein Sabah, Sarawak, and 

Terengganu had all received 5% royalty, but instead Kelantan had been denied its 

equivalent.  

 

In November 2009, responding to Kelantan claims, prime minister Najib Abdul Razak 

announced that the state was not entitled to oil royalty because the fields were located 

beyond Kelantan’s three nautical miles of territorial waters (bin Muslim et al, 2015), but 

that the federal government would pay “goodwill money” to Kelantan. However, the 

situation of Kelantan was clearly similar to other states’, such as Pahang, which is 

receiving royalties due to oil wells located beyond its territorial waters, as announced by 

the prime minister in October 2012 (Musa et al., 2014).  

 

It is important to remark that the head of government and chief of the federal Executive 

power in Malaysia – the prime minister, or perdana menteri – is entitled with a great 

political and administrative authority, mirroring the huge centralization of competences 

in the federal government created by the constitution and several posterior acts. Since 

the independence of the country until the present day, there were only six prime 

ministers in charge, all of them from the same political coalition, Barisan Nasional.  

 

The combination of the partisan aspects of the Malaysian political environments and the 

powers granted by the constitution turns the prime-minister into the main position in 

Malaysian politics, even more than the monarch (“Yang di-Pertuan Agong”, as 

constitutionally described, or “his majesty the king”, the head of state) to whom it 

serves as advisor. Having the federal administrative and legislative competences in his 

hands, and concentrating the political strength of the majority of the Parliament, the 

prime minister can conduct the political and administrative affairs of Malaysia as he 

sees fit. 

 

Due to this prominence of the head of the federal government, federative relations in 

Malaysia were always shaped by the positions adopted by each of the prime ministers 
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concerning to the limits among federal and states’ jurisdictions and the sharing of 

responsibilities among federative units, generating periods of higher or lower 

centralization (Omar, 2012). Also, the importance of the prime-minister to the 

distributional policies among the Malaysian federation has impacts on the transfers of 

funds and development of projects in the states, traditionally benefiting the subnational 

units that are governed by the federal government’s coalition. 

 

On other terms, the strength and the prominence of the prime minister in the federative 

game of Malaysia serve to impose on states the will of the federal government (and of 

the governing coalition) concerning to oil revenues, generating a feeling of grievance in 

the regional politicians and populaces, and instigating the federative conflict. 

 

The Malaysian party system also contributed to the federative crisis on oil revenues, 

instead of curbing it. The political environment of the Malaysian federation, although 

formed by many parties, is highly centralized, through the establishments of coalitions 

of political parties.  

 

The coalition Barisan Nasional, from whose benches came all Malaysian prime 

ministers until now, has been in the power in Malaysia since 1973; the main party of 

this coalition is the United Malays National Organization (UMNO). The opposition is 

made of parties such as the Pan-Malaysian Islamic Party (PAS), the People’s Justice 

Party, the Democratic Action Party, smaller, informal coalitions called People’s Pact 

(Pakatan Rakyat) and Pact of Hope (Pakatan Harapan) and several smaller parties. 

These coalitions and parties compete in national and subnational elections, but in 

practice, as the federal government is ruled by the Barisan Nasional, it leaves small 

space for political opposition in the states.  

 

As history shows, when an opposition party wins the state-level elections, the BN-led 

federal government initiates a struggle against the state, even adopting retaliatory 

measures. This is exactly what happened to Terengganu and still happens to Kelantan 

concerning the property of oil and the distribution of oil revenues.  

 

Terengganu received oil royalties related to offshore exploitation until 2000, when the 

opposition Pan-Malaysian Islamic Party (PAS), which won the 1999 state elections, 
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came to power. From 2000 on, the royalties due to Terengganu were inverted in a 

federal-controlled fund, and the federal government started claiming that the precedent 

payments were not related to the state’s rights to royalties, but instead a humanitarian 

help from the Barisan Nasional-led federal government due to the huge incidence of 

poverty in the state – calling it “wang ehsan”, or “goodwill money”. The government of 

Terengganu sued the federal government and the national oil company Petronas, but the 

federal court ruled in favor of the federal government. When a BN-led coalition won 

back the government of Terengganu in the 2004 state elections, Petronas remitted the 

royalties payments to the state (Hui, 2012). 

 

Kelantan, where oil exploitation started more recently, is perhaps the Malaysian state 

that switched more between BN and the opposition. The state was ruled by the Pan-

Malaysian Islamic Party (PAS) from 1959 to 1977 and from 1990 until the present time. 

In November 1977, the BN-led federal government declared a state of emergency in 

Kelantan, following a violent political crisis, and the BN won the elections that took 

place soon after de declaration of emergency, ruling the state until October 1990.  

 

In the 1990 General Election, all the 39 seats in the Kelantan state assembly and the 13 

state’s seats in the Federal Parliament were won by PAS, but this overwhelming victory 

seems to have attracted the political estrangement of BN with greater intensity. The 

federal government adopted political and administrative measures in order to regain the 

control of the state, and PAS almost lost it in 2004, when BN won the national elections 

by a landslide, but PAS managed to keep the control of Kelantan state assembly by a 

one seat only majority. In the following elections, PAS regained the vast majority of 

seats in the state assembly. 

 

This loyalty to the oppositionist party PAS was costly to the state of Kelantan. As it has 

previously done to the state of Terengganu, the BN-led federal government decided not 

to recognize the state’s requests on oil revenues, and the state government responded by 

recurring to the judicial courts. 

 

The Judiciary in Malaysia is an independent power, although highly influenced by the 

federal government through the process of appointment of judges. Even though, the 

Malaysian judicial courts seem to have a federalism protective bias, deciding on 
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federative-related suits on constitutional and legal grounds. An analysis of precedent 

cases relating to federative conflicts submitted to the Judiciary shows that Malaysian 

judicial courts try to remain attached to the constitutional framework when deciding on 

federative issues, upholding the arguments that seem more suitable to the country’s 

federal principles.  

 

One peculiarity of Malaysian political and legal environment which contributes to this 

judicial decision-making bias is the fact that the Constitution of Malaysia does not 

provide for the secession of a state. In Malaysia, advocating for secession of a state 

from the country constitutes the crime of sedition, according to the 1948 Sedition Act, 

initially promulgated by the British authorities to prevent actions against the colonial 

rule, but which suited actually well the political authorities of the Malaysian 

government. It is not common, therefore, to find active voices against the constituted 

governments, as well as defending the separation of a state from the federation. Possibly 

because of those provisions, the federative conflicts on oil revenues experienced by the 

Malaysian federation did not involve secessionist claims from the states’ authorities or 

political leaders; these claims are ventilated only by civil society and social movements, 

and only in very tenuous terms, in order to not attract the rampage of the governmental 

repression. The Sedition Act is sometimes considered an important factor of strength in 

maintaining the unification of multiracial nation in Malaysia (Mohn Shariff, 2015). 

 

Claims on federative relations submitted to judicial injunction, then, are never related to 

secession, but to the recognition of the boundaries between federal and state 

jurisdictions and the search for equality and isonomy among the states.  

 

Concerning to claims on oil revenues, it is interesting to remark that the state of 

Terengganu filed a law suit against Petronas and the national government in 2001, 

asking for the judicial recognition of its right to royalties related to offshore oil. At that 

time, the state – which received royalties prior to a PAS victory in regional elections –  

claimed that Petronas broke an agreement with it on the matter, and that the federal 

government acted against it in a discriminating way. Asked about the state's action, the 

then prime minister Mahathir Mohamad said in an interview: "It is their right... they did 

what they did based on their understanding of the law, we did according to ours. Let the 

court decide" (Business Times Malaysia, 2001). The statement of the then prime 
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minister ilustrates well the intention of the federal government at that time to have the 

affair decided by the judicial courts. 

 

In the end, Terengganu was denied its claims on offshore royalties by the High Court, 

but the federal government remitted the payments after Barisan Nasional regained the 

control of the province in 2004.  

 

Relying on this judicial pro-federalism bias, and although, in the mentioned similar 

case, the federal court did not accept Terengganu’s arguments and ruled in favor of the 

Union, the state of Kelantan filed a law suit against Petronas, on August 30, 2010, 

arguing breach of contract and constitutional issues, and demanding the company make 

outstanding and future cash payments to it for petroleum produced off the Kelantan 

coast, as set in their petroleum exploration agreement (Arukesamy, 2015). Although the 

Kelantan government had named Petronas as the sole defendant, the federal government 

applied in to be an intervener and joined the legal suit (The Star Online, February 24, 

2011).  

 

In January 2013, pending the state’s suit against Petronas and the federal government, 

Kelantan government applied for an interlocutory injunction, to prevent the payment of 

royalties on the oil produced from the state’s offshore to the federal government, asking 

the royalties to be to deposited into a profit earning syariah-compliant account (The 

Malaysian Times, 2013, January 23).  

 

Kelantan’s law suit against Petronas and the federal government is still under analysis 

before the High Court. In the meantime, organizations of the civil society and groups of 

politicians try to convince the judges through lobby and demonstrations. 

 

Also, recent attempts of the states of Sarawak and Sabah in order to increase the oil 

royalties’ rate – from 5% to 20% – are attracting the attentions of the Kelantan 

government, and an eventual victory of the state in the law suit would certainly be 

followed by the same movement. There are, therefore, fears of the development of a 

new federative conflict between Kelantan and the federal government, this time on the 

royalties’ rate.  
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Anyway, the Malaysian federative crisis on oil revenues was until now clearly laid to 

latency by the submission of the Kelantan claims to the Judiciary, and the final decision 

of the High Court on the matter, when it comes, will be forcefully accepted by both 

sides of the conflict, given the considerable degree of institutionalization of judicial 

review in Malaysia. While it is clear that the Malaysian federative crisis started due to 

the inexistence of credible and effective mechanisms of financial compensation and 

fiscal equalization among the federative units, capable of indemnifying the losses 

verified by the oil-producing regions, the federative crisis was submitted to the 

Judiciary, which is still analyzing the lawsuits, acting as a political safeguard to 

federalism.  

 

 

5.5. Countries with violent federative crises 

 

5.5.1. Nigeria 

 

An analysis of the institutional environment existent in Nigeria previously to the 

beginning of the Biafran War shows a troubled federative arrangement, without credible 

mechanisms of inter-federative negotiation or clear procedures of fiscal equalization 

among the regions or compensation to the oil-producing areas, and in which the 

institutions that could serve as political safeguards to federalism – the chief of the 

federal Executive power, the party system and the Judiciary – acted instead as factors of 

disintegration of the federal pact. 

 

In Nigeria, the political environment showed since the independence of the country a 

clear difficulty on dealing with federative issues. The forging of the Nigerian State as a 

federation, rather than being a decision of the natives, was imposed before the 

independence of the colony by the British officials who designed its political 

institutions. The division of the country in regions according to geopolitical concerns, 

mainly dictated by ethnic affinities and geographical aspects, transformed the newly 

born federation into a conflictive environment, in which the different regions had more 

interests in struggling than in cooperating with each other. The Northern, Western, Mid-

Western and Eastern Regions did not have institutional incentives to achieve 
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cooperation, as their different dominant nations – respectively the Hausa-Fulani for the 

first, Yoruba for the second and third and Igbo for the last – actually did not want to, but 

would rather fight each other for ensure its own prominence in Nigerian politics. In fact, 

violent ethnic conflict in Nigeria was in a permanent latency, and the mix among ethnic 

rivalries and politics was explosive; few years before the independence, in 1953, a case 

of tribal intolerance caused the massacre of Igbo residents in the Northern Region, in a 

pogrom commanded by members of the political party Northern People's Congress 

(NPC), prominent in the North of Nigeria (Siollun, 2009). 

 

The young federation experienced troubles on implementing the unity of such diverse 

regions. Until the discovery of oil in the Niger Delta and the increasing role of that 

region as a major income earner, the North of Nigeria was always a reluctant partner in 

the federation. It is important to remark that, at the National Conference at Ibadan, the 

northern delegates declared that their region would secede, unless it were allocated at 

least 50% of the seats in the Parliament. In fact, they demanded – and got – more than 

the number of seats of both the Eastern and Western Regions combined.  

 

Another example of the troubled ways of the Nigerian federation was the creation of the 

Mid-Western Region by the Nigerian 1963 Constitution. This new federative unit, 

which was not in the original design of the federation made by the British officials, 

since the beginning of its existence feared the reintegration to the Western Region, to 

whom it originally belonged; the other regions, in turn, saw the Mid-Western Region as 

a minor player in the federative game, considering also that the nations which resided 

there were ethnic minorities under Yoruba rule. The idea of creating a new federative 

unit was opposed by the Action Group party, which controlled the Western Region and 

positioned itself against any division of it, fearing to lose its political influence over the 

ethnical minorities of that part of the country. And this was exactly the reason why the 

Mid-Western Region was created: the northern NPC wanted to reduce the national 

importance of the Yoruba rule and of the Action Group, and did this by splitting the 

region into two, using its majority in the Parliament (Siollun, 2009).  

 

The lack of cooperation among Nigerian regions has also as an impressive example the 

case of the 1963 census, which was important to the evaluation of how many seats each 

region would have in the Parliament. The census revealed that the southern populace 



 

212 
 

was greater than that of the Northern Nigeria, but, as remarked by Siollun (2009), “each 

region was widely assumed to have inflated its population count. The results from the 

south showed a preposterously high rate of population growth, unprecedented in the 

history of mankind” (Siollun, 2009:14). The then prime minister, the northerner Balewa, 

ordered a verification of the results, and after this verification the population of the 

Northern Region was 8 million people greater, putting it in the position of the most 

populated Nigerian region. Southerners then accused the federal government and the 

Northern Region to have altered and distorted the census results, causing a huge dissent 

within the coalition formed by the NPC and the Igbo-led National Council of Nigerian 

Citizens (NCNC).  

 

In such context of dispute and untrust, there was no possible inter-federative 

cooperation, and an agreement or negotiated solution would never be trusted by the 

involved sides. The Nigerian subnational units, as a matter of fact, were always in fear 

of what their fellows Regions would do – there was always mutual fear. The Western 

and Eastern Regions feared that Northern Nigeria would use numerical advantage to 

suppress the South; the Northern Region, in turn, feared that southerners would use the 

superior academic qualifications of its politicians to control Northern Nigeria. 

  

These ethnic and territorial concerns also fueled suspicions that affected the distribution 

of powers not only among the federative levels, but among the different powers as well. 

These fears and suspicions, transplanted to the institutions of the federative units, 

resulted in the inexistence of credible mechanisms of negotiation and bargain among the 

federative units, for each one of them felt that it could not trust the others or the central 

government.  

 

In fact, the Nigerian federation’s institutional environment, prior to the irruption of the 

Biafran War, did not provide for clear mechanisms of negotiation among the federative 

units, relegating them to the game of political and tribal clashes instead. 

 

When it comes to fiscal equalization and compensation to the oil-producing regions, the 

pre-Biafran War Nigeria was also deficient. The constitution of 1963 established a 

revenue allocation system based on derivation; however, it put the mineral resources, 
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including oil, in the federal Executive Legislative List, keeping the federal government 

in a prominent position among the federative entities in this subject.  

 

The article 140 of the Constitution of 1963 established that the federation should pay to 

each region 50% of the proceeds of any royalties received by the federal government 

concerning to minerals extracted in the region territory, including the resources located 

in the continental shelf, while 30% of those revenues should be allocated in the 

Distributable Pool Account. The resources of the Distributable Pool Account, then, 

should be delivered to the regions at the rate of 40/95 to the Northern Region, 31/45 to 

Eastern Nigeria, 18/95 to Western Region and 6/95 to Mid-Western Region, at the end 

of each quarter.  

 

This distributive design, however, was seen by the oil-producing Eastern Nigeria as 

harmful to its rights to the resource’s wealth, because of the great sums delivered to 

regions that had no relationship with the oil exploitation, considering that the resources, 

according to the constitution, belonged to the region.  

 

Additionally, by maintaining oil taxation under federal exclusive jurisdiction, the 1963 

constitution prolonged the centralizing rule of colonial inspiration, which was 

understandable under the British domination regime, but the Eastern Region saw it as 

not acceptable anymore after the establishment of federation, regime that presupposes 

the autonomy of the subnational units. 

 

These particularities of the Nigerian fiscal federalism increased the grievances of the 

Eastern Region, which felt that the distribution of the oil revenues generated in its 

territory among all the federative units was unfair, and that it did not provide for a 

compensation to the producing region, but resulted in advantage for the others.  

 

The feeling of the Eastern Region about the inexistence of compensational measures by 

Nigerian fiscal federalism brought the increase of the level of the conflict, putting the 

region in a collision route with the northern-led federal government and generating a 

federative crisis.  
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Yet, the hot mood of the political environment could still be controlled by the 

institutional safeguards to the Nigerian federative arrangement, but it did not happen, 

and soon the Nigerian regions were torn apart by a cruel and bloody civil war. In fact, 

the peculiarities of the federal Executive, of the party system and of the Judiciary 

catalyzed the political forces to the installment of the violent conflict instead of 

avoiding it. 

 

In parallel, the cultural aspects of the Nigerian different nations coincide in the ideals of 

centralization of political power in the hands of individual leaders, following the tribal 

chieftain traditions; the federal Executive and the President of the republic, in such 

context, tended to be the most powerful among the political powers or agents of the 

young Nigerian democracy. This is well illustrated by the succession of military coups 

that took place soon before the Nigerian civil war, in which the power of arms and the 

individual leadership of military officers were more important than any other political 

aspects, except, perhaps, ethnic issues. 

 

The federal Executive of pre-Biafran War Nigeria was, then, characterized by a highly 

autocratic tendency, even when the country tried the parliamentarian way. After Nigeria 

gained independence from the British colonial rule on October 1, 1960, its domestic 

politics tried to emulate those of its former colonial master by adopting a Westminster-

style parliamentary democracy. The first prime minister of Nigeria, elected in 1959, was 

Abubakar Tafawa Balewa, a northerner, for the majority of parliamentary seats were 

won by Northern politicians, and the ceremonial role of Governor-General went to the 

leader of the NCNC, the southerner Benjamin Nnamdi Azikiwe. Balewa, however, was 

considered only a deputy of the immensely powerful northern political leader, the 

Sardauna of Sokoto Alhaji, Ahmadu Bello, who chose to be formally the premier of the 

Northern Region, but in fact commanded the federal government. In 1963, Nigeria went 

out of the monarchic rule of Britain and became a parliamentarian republic, whose 

presidency was occupied by the former Governor-General Azikiwe. But soon the 

northern Prime Minister and the southern President would be colliding: both attempted 

to concentrate power and to throw the other out of the throne, even trying to involve the 

Nigerian army. 
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In January 1966, after heated and turbulent elections in 1964 and 1965, with agitation in 

all Nigerian regions, the country experienced its first military coup d’état, through 

which Major General Johnson Aguiyi Ironsi, of the Igbo ethnic group, became the head 

of the Federal Military Government, suspending the constitution. Balewa was murdered 

and his body found at a roadside near Lagos (Obi, 2010).  

 

In July 1966, following dictatorial measures adopted by the federal government – 

including the abolition of the regions and the banishment of all parties – and violent 

massacres, another coup d’état, led by military officers of northern origin, killed 

General Ironsi and replaced him by Lieutenant Colonel Yakubu “Jack” Gowon as the 

new head of state (Siollun, 2009). Gowon reestablished the federative regions, but also 

showed a highly centralizing tendency, and, with the support of Northern Nigeria, tried 

to weaken the regions and to empower even more the center, causing unrest in the other 

Regions.  

 

The southern regions tried to reverse the centralization process, but the strength of the 

federal government, supported by northern politicians, left little space for discussion, as 

showed at the Aburi meetings. The governor of Eastern Nigeria, Lieutenant Colonel 

Odumegwu Ojukwu, with the support of other Igbo political leaderships, arose then 

against the federal government, in a process of political opposition that formed the 

ground to the development of the Biafran War.  

 

It is possible to see, then, that the federal Executive in Nigeria, instead of promoting the 

balance of the federation, historically aligned with the politically dominant forces and 

regions and oppressed the others, encouraging the federative conflict. 

 

The party system of Nigeria previously to the development of the Biafran War also 

contributed to the conflict. As shown above, the Nigerian partisan system of that time 

suffered the impacts of the ethnic and regional cleavages. Nigerian politicians always 

used ethnic and geo-ethnic lines in mobilizing for competitive politics (Elaigwu, 2006), 

and this division reflected on the political parties that arose in the youngest years of the 

Nigerian federation.  
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Before the beginning of the Biafran War, the main political parties in Nigeria were the 

Northern People's Congress (NPC), the National Council of Nigerian Citizens (NCNC), 

and the Action Group (AG), representing respectively the Northern, the Eastern and the 

Western Regions. These regional-based parties assured that none of the parties could 

govern Nigeria on its own, and also made ethnic conflict in the newly independent 

country only a matter of time. 

 

After the 1959 elections, NPC (which had the most seats in the parliament, totalizing 

134) and NCNC (with the second larger bench, 89 representatives) formed a coalition in 

the federal government, while Action Group, with only 73 seats out of 312, remained as 

the opposition group in the federal legislature. Other political parties, mainly of regional 

character and minor importance, joined the major ones. Also, the political platforms of 

the major parties were similar, with nationalist concerns and supporting welfare and 

development programs. Following the 1959 elections, the NCNC joined in a coalition 

with the NPC in the federal government.  

 

On December 30, 1964 were held the first national elections in independent Nigeria, 

involving two political alliances: the United Progressive Grand Alliance (UPGA), led 

by Michael Okpara, premier of the Eastern Region, and the Nigerian National Alliance 

(NNA), led by the northerner Ahmadu Bello. The NNA included the northern-based 

NPC, the western-based Nigerian National Democratic Party, and some opposition 

parties representing ethnic minorities in the Eastern and Mid-Western regions. The 

UPGA comprised the NCNC, the Action Group, the Northern Elements Progressive 

Union (the main opposition party in the Northern Region), and the United Middle Belt 

Congress (a non-Muslim party strongly opposed to the NPC).  

 

The northerners of the Nigerian National Alliance feared Igbo domination of the federal 

government and sought support from the western Yoruba, while the UPGA accused the 

northerners of anti-southern, antidemocratic, and anti-Christian attitudes. The NNA won 

the elections by a large majority, earning 198 of the 267 constituencies. The elections 

were contested by the UPGA, which accused that unconstitutional practices were taking 

place and announced that it would boycott the elections, in which only 4 million of the 

15 million voters actually participated. After that, in the supplementary elections held 

on March 18, 1965, the UPGA won all 51 seats of the Eastern Region and 3 seats in 
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Lagos. Soon the federal government announced an enlarged and reorganized cabinet, 

but it did not last long: ten months later, the first Nigerian military coup overthrown the 

Balewa government and the Federal Military Government banned all political parties. 

 

If the situation of politics in Nigeria was troubled with the ethnic-related political 

parties, it became even more turbulent after their banishment. In the months following 

the military coup of January 1966, political and social unrest took Nigeria, and the role 

that until then was played by the parties was transferred to the territorial chieftains, and 

later to the regions’ leaderships and governors, increasing the pressure on the already 

delicate federative arrangement. Having no more the partisan representation to fight for 

their demands, the nations relied then upon the traditional leaders and regional 

politicians, which had no particular compromises with the federal system. Politics was 

once again out the parliamentarian arena and put in the hands of individual leaderships, 

leading to the certain conflict.  

 

The Judiciary system in 1967 Nigeria was characterized by the division among political, 

Islamic, customary and civil courts. From the traditional judgements performed by tribal 

institutions and British-style courts of the time of colonial rule, Nigeria developed a 

system of regional high courts and a Supreme Court, presided by a Chief Justice of the 

Federation. Each region then had a High Court, presided by a Chief Justice. Appeals 

from each of the High Court of the regions were submitted to the Federal Supreme 

Court, and appeals from Magistrate Courts, Customary or Native Courts went to the 

regional High Courts. With the independence of the country, the judicial system 

maintained the same structure, and the constitutions provided for a Judiciary of limited 

autonomy, considering that the appointment of judges was an attribution of the chief of 

state and the prime minister. 

 

After the independence, the different developments in the Nigerian judicial system had 

to do mostly with the appointment of judges during the military regime, as well as the 

role of tribunals and commissions of inquiry (Ojomo, 2012). 

 

In fact, during the Nigerian military and dictatorial regime, the judiciary was 

“submerged in the absolute legislative sovereignty” of the Federal Military Government 

(Nwabueze, 1982: 209), considering that the dictatorial government did not took its 
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legitimacy from the constitution and did not want to recognize any other independent 

power in the country. During a military regime, the role of the judiciary, which is 

usually stated clearly in the constitution, is usually considerably limited, especially as 

the constitution is usually suspended, and this reality was exactly applicable to Nigeria 

during the military government ((Nwabueze, 1982; Ojomo, 2012). 

 

Furthermore, the only rules that would be applicable by the courts were the ones 

dictated by the Federal Military Government, and in such context there was no place for 

independent judicial courts in Nigeria previously to the irruption of the Biafran War, 

even though the military constitution brought provisions on the formal independence of 

the Judiciary.  

 

The Supreme Court of Nigeria still tried to act as an independent power. In the 

judgment of a case involving a decree of the Federal Military Government that 

confiscated properties of determined persons accused of corruption, the Supreme Court 

stated that the edition of normative acts intended to have effects in specific persons was 

a legislative judgment and consequently a usurpation of judicial power, and held the 

decree void. The judges only did not realize in time that the military dictatorship 

granted itself absolute and supreme power, overriding the spheres of jurisdiction of 

other powers (Nwabueze, 1982).  

 

In such context, the judicial courts could not decide against the rule of the dictators, and 

political affairs, such as federal relations, were not submitted to judicial scrutiny. The 

Nigerian Judiciary of that time, then, had no influence on federative issues, and the 

inexistence of an independent judicial power capable of curbing the political 

opportunism certainly contributed to the clash between the Eastern Region and the rest 

of Nigeria.  

 

 

5.5.2. Sudan and South Sudan 

 

The beginning of the Sudanese Second Civil War, in 1983, had in its epicenter the 

dispute, between the central Sudanese government and South Sudan, on the oil fields 

located in southern territory and the consequent revenues. As will be demonstrated, the 
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absolute inexistence of mechanisms of inter-federative negotiation and of fiscal 

compensation to oil-producing units, as well as the peculiarities of the federal 

Executive, party system and Judiciary at that time, exacerbated the tensions among the 

constituent units of Sudan and helped pushing the country to the violent federative 

conflict on oil resources. 

 

At that time, Sudan was a newly born federation of a unique kind, due to the terms of 

the 1972 Addis Ababa Agreement, posteriorly incorporated by the 1973 Sudanese 

Constitution. However, as mentioned in Chapter II, federalism in Sudan was much more 

a way of keeping the Southern Region bound to the rest of the country than a real option 

of an everlasting political system.  

 

In fact, unlike happened to other ex-British colonies like Nigeria, the choice of 

implementing a federal system was not taken before Sudan’s independence: the country 

was born as a unitary one, and federalism was implemented only after being brought to 

the table of negotiations as a demand of the South for the end of the First Civil War. 

The southern region claimed for more autonomy, and the forging of a federative system 

was a condition imposed by the southerners to the end of hostilities. 

 

From 1972 on, then, Sudan allegedly attempted to develop a special federative 

arrangement, in which the Southern Region was to receive autonomy enough to have a 

self-government, according to the article 8 of the 1973 Sudanese Constitution. 

According to this framework, the South would be as a Region on its own, with a House 

of Assembly, and an Executive power known as the High Executive Council, headed by 

a President, who was also one of the Vice-Presidents of the Republic, and southerners 

were to be represented in the national Parliament (Badal, 1976).  

 

However, actually the constitutional prerogatives of autonomy granted to the Southern 

Region were not as plenty as the former agreements seemed to dictate: the power of the 

central government over the regional autonomy was such that it could dissolve and 

dismiss the regional organs, as was really done in 1980 and 1981. The dissatisfaction of 

the Southern Region with such a limited political autonomy began to increase soon after 

the promulgation of the 1973 Constitution (Badal, 1976; Johnson, 2003). 

 



 

220 
 

In national politics, even after the recognizing of the South as an autonomous region, 

the North continued to rule over Sudan. Almost all the pivotal positions in the republic 

were in the hands of northerners: President Gaafar Nimeiri, as well as almost all his 

closest advisors, was of northern origin, and the North also had the majority of 

representatives and public servants in the federation, including army officers. Therefore, 

the prerogatives granted by the constitution to the central government were actually at 

the disposal of North Sudan to be used as it saw fit – including against the southern 

region.  

 

Such a troubled political context was also impregnated by ethnic and religious concerns, 

originated from the historical rivalries among the Islamic nations of the North and the 

southern Christian and animist nations. The attempts of the North to establish an Islamic 

republic and impose sharia on the whole country were initially rejected by Nimeiri, but, 

as his needs for support increased, he gave in to the pressures of the northerners and 

established the Islamic law on all Sudanese people, increasing the grievance of the 

South. 

 

Having obtained the role of President by a military coup himself, through the May 

Revolution in 1969, and suffering an attempt of deposition in 1971, Nimeiri feared any 

political opposition and tried to concentrate power in his own hands.  After securing 

power, he dissolved the Temporary Constitution of 1964, along with the Supreme 

Council, the Constituent Assembly, the Public Service and the electoral commissions, 

and banned public meetings and newspapers. Meanwhile, civil war was still rampaging 

in the South, and Nimeiri entered peace negotiations, trying to seem as a neutral leader 

when compared to the then existent political parties. The Addis Ababa Agreement was 

the result of this negotiation efforts, and had participants from both regions, with the 

Southern Sudan Liberation Movement (SSLM) representing the South (Mo, 2014). 

 

However, the division of power between North and South preconized by the Addis 

Ababa Agreement and the 1973 Constitution – drafted by the President himself – was 

soon to become dangerous for his maintenance in power.  

 

In a political environment with such features, there were certainly no incentives to 

negotiated solutions between South Sudan and the rest of the country. The central 
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government and the North had so much political power, including legislative and 

administrative competences, that it put them in a prominent position within the newly 

born Sudanese federation. The only negotiated solutions of that time concerned to the 

truce and cease-fire relating to the civil war, in 1971, and during the meetings in Addis 

Ababa; after that – including during the reunions of the constitutional committees in 

Khartoum –, the northern-led federal government would always try to impose its will on 

the southerners, which had still fresh in mind the memories of the betrayal, killings and 

discrimination performed by the North (Mo, 2014).  

 

From there to 1983, the situation of the inter-federative negotiations did not improve; 

instead, the animosities came back in full power after the discovery of oil in South 

Sudan. Southerners feared the usurpation of their wealth by the central government, 

through political decisions as the redefinition of borders, such as happened to Bahr el 

Ghazal after the discovery of uranium, when the government had redrawn the western 

Bahr el Ghazal/Darfur border to give the mineral deposits to the northern state of 

Darfur. Southerners saw this annexation of mineral resources to the North by the central 

government as a sad precedent for what would happen in their oilfields (Alier, 1999). 

 

Any issue concerning to the limits of power or the political, administrative and fiscal 

rights of the South, then, were ended by the federal government’s pressure, converting 

any discussion into federative disputes. And that was exactly what happened in the 

debate on oil resources: after oil was discovered in South Sudan’s territory, the 

northern-led federal government, instead of negotiating with the self-governing region, 

used its substantial power to take all the possible advantage from the southerners. Even 

the place of construction of a refinery, which South Sudan tried to negotiate to be on 

southern soil, was imposed by the federal government to be in Kosti, North Sudan. The 

inexistence of possible dialogue and negotiation, in practice, threw Sudan into a 

federative dispute. 

 

Also, the severity of the dispute was worsened by the patterns of distribution of 

revenues, combined with the political unbalance of Sudanese inter-federative relations. 

According to the Addis Ababa Agreement, the Southern Region’s autonomy comprised 

its right to receive revenues accruing from mineral and other natural resources in the 

territory. The central government had the control of oil exploration and production, but 
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the southern regional government had rights to all governmental profits on exports from 

the region and taxes from private businesses in the region.  

 

However, at the time of the agreement’s celebration, in 1972, the oil deposits in the 

southern territories were not discovered; when the Sudanese government became aware 

of their existence, it started adopting measures in order to pull every possible advantage 

for the country instead of leaving it to the southern region, as prescribed by the 

agreement (Alier, 1999). In fact, soon after the discovery of oil in 1978, the northern-led 

central government started acting in order to transfer the oil-related wealth to the North, 

rejecting the construction of a refinery in the South and building a pipeline from Bentiu 

to the northern seacity of Port Sudan, to provide for oil exports. The South feared that 

the next confiscation would refer to its oil taxes and revenues.  

 

Indeed northern Sudanese politicians started attempts in November 1980 to redraw the 

boundaries between North and South Sudan, so that the oil areas could be situated in the 

northern side, through a bill that placed the oilfields of Bentiu and the productive 

agricultural areas of Upper Nile province in the North. These attempts led to intense 

political debates until President Nimeiri declared that the North-South boundaries 

should not be changed (Johnson, 2003). However, still in 1980 Nimeiri created a new 

state – called Unity – around the oilfields of Bentiu, which was allegedly to be shared as 

an asset between North and South, but in practice brought the oil resources under 

central government jurisdiction, effectively bypassing the Southern Regional 

Government in oil management affairs (Prunier, 2001).  

 

With this movement, the central government let clear its intention to take the oil 

revenues out of South Sudan, and the real federative conflict began, with confrontations 

between the Southern Regional Government and the central government or the National 

Assembly (Alier, 1999; Johnson, 2003). 

 

At this point, political institutions such as a federal government which could act as a 

mediator among federative units, an institutionalized party system tending to the 

common interests and the presence of a strong, independent Judiciary power could have 

reversed the Sudanese federative conflict route. However, in the case of Sudan all three 

of these political safeguards to federalism, instead of helping curbing the conflict, had 
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features that made them increase the gravity of the inter-federative clash, resulting in the 

installation of a violent federative conflict.  

 

The features of the federal government of Sudan under Gaafar Nimeiri certainly 

contributed to the development of a violent federative crisis on oil. As mentioned 

before, after assuming the presidency in 1969 through a military coup, Nimeiri had to 

secure the political power in his hands, fighting political adversaries and even former 

allies. His personal abilities as negotiator were important to the celebration of the Addis 

Ababa Agreement, putting an end to the First Sudanese Civil War; however, his 

centralizing tendencies and the need for Muslim support, in the end, were costly to 

Sudanese peace. 

 

In the beginning, Nimeiri obtained the support from antagonistic forces, from 

nontraditional parts of the Sudanese society, relying at the same time on secular and 

religious organizations, on political parties, on the military, the civil service, the trade 

unions, and also the civil and military elite of southern Sudan. However, soon he had to 

choose sides and abandon some of his previous constituencies (Woodward, 2012; Mo, 

2014).  

 

Achievements like the Addis Ababa Agreement and the 1973 Constitution made 

Nimeiri a celebrated person even in foreign circles. The peace agreement in 1972 

brought a new political reality, and the constitutions – drafted by Nimeiri himself – was 

the institutionalization of this peace, recognizing the Arab and African cultures, both 

Islam and Christianity, and establishing the southern self-government (Mo, 2014).  

 

However, the neutral approach soon gave way to Nimeiri’s centralizing tendencies. 

Institutions that were put in the Constitution to serve as checks to the president’s power, 

for instance, like the National Assembly and even the Sudan Socialist Union, were 

promptly neutralized by the huge deal of executive powers granted to the president, 

especially the participation in the legislative process, his post of Supreme Commander 

of the People’s Armed Forces, the power to appoint and remove all official personnel, 

such as officers, ministers, diplomats, and other public servants, and the power to 

dictate provisional measures. 
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Also, the “Permanent Constitution” of 1973 withstood only two years in its original 

form, for it had several articles amended in 1975, restricting basic human rights and 

freedom of movement. These amendments hugely increased the presidential power. 

 

Additionally, the constitution granted the President the right to dissolve the regional 

Assembly and to dismiss the executive are hierarchical powers, ranking the federative 

units, the Powers and the organs in terms of superiority and inferiority. The most 

impressive examples of the use of these hierarchical powers occurred in 1983, when the 

President, by decree, established the division of the Southern Region into three regions, 

abolished the Addis Ababa Agreement and dissolved the Southern Regional 

Government, thereby igniting the beginning of the southern rebellion and the Second 

Sudanese Civil War. 

 

It is also interesting to remark that, when oil became a conflictive item within the 

Sudanese political environment, Nimeiri initially seemed to side with South Sudan, 

rejecting a bill intended to redraw the North-South borders to give the southern oilfields 

to the North, but soon gave in to the northern pressures, creating a new state, called 

Unity, in order to take the benefits of oil out of southern hands. As shown by his 

statement transcribed in the epigraph of this thesis and in Chapter II, Nimeiri knew that 

oil would be a major factor for the development of a new violent federative conflict – 

which would last 170 years, not 17 as the First Civil War.  

 

The way Nimeiri dealt with the oil issues, however, contributed to the breakage of the 

Second Sudanese Civil War. Instead of acting to moderate the federative dispute on oil 

resources, Nimeiri used his powers and constitutional competences to push the northern 

interests – which conformed the interests of the federal government – over South 

Sudan’s, increasing the level of the federative conflict. 

 

Concerning to the party system, at the time of the installation of the federative conflict 

on oil, Sudan was a one-party presidential republic, since the 1973 Constitution 

established, in its article 4, that the Sudanese Socialist Union was the only political 

organization in the country. The SSU was based in the same principles of other Arab 

socialist and communist parties, with a huge nationalist and autocratic tendency, and 

had only northerners at its more prominent positions. This absence of other possible 
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political representation helped to increase the southern feeling of alienation and 

domination by the North, boosting the already intense grievances.  

 

Sudan had a brief period as a multi-party system republic in the beginning of its history 

as an independent country, maintaining the parties that existed since it was under 

Anglo-Egiptian condominium. This period ended with the first military coup of 

Sudanese history, in 1958, when the army stepped into the political scene, under the 

leadership of General Abboud, installing a conservative “caretaking” regime. The first 

civil war was already raging in the South, and this region was not properly represented 

in the federal government (Woodward, 2012).  

 

Elections were held in 1965 but, as happened to the other two ballots held before, they 

were boycotted by the Southern Front, the largest southern party at that time, giving 

way to the perpetuation of the dominance of the country’s politics by the old Muslim 

parties. The 1965 elections delivered no clear majority to any party, and generated a 

political environment that was more troubled than the ones before. In 1968, new 

elections were held, which resulted in a stronger southern presence in the Parliament, 

but the outcome was still indecisive. Rivalries among the political and economic elites 

generated a dangerous instability at Sudanese politics, and the poor economic 

performance of the government helped to exacerbate the country’s troublesome reality.  

 

In May 1969, a new military coup led by middle-ranking officers of the so called 

Revolutionary Command Council (RCC) put Gaafar Nimeiri in the Presidency, 

installing a “breakthrough” government, intended to inaugurate new patterns of 

organization and public administration in Sudan (Woodward, 2012; Mo, 2014). Some of 

these officers were under the influence of the Egyptian and pan-arabist leader Gamal 

Abder Nasser, and others were more sympathetic to Sudan’s Communist Party. These 

groups went into conflict within the RCC, and in July 1971 the communist-wing 

attempted its own coup inside the coup, but, after being imprisoned, Nimeiri escaped 

and commanded bloody retaliations in Khartoum, to regain the control of the country.   

 

This political instability and the difficulty of gaining and maintaining support from the 

political organizations made Nimeiri turn his back on the political parties. After the 

celebration of the Addis Ababa Agreement in 1972, Nimeiri proposed a new 
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constitution, which provided for the one-party system centered in the Sudanese Socialist 

Union and the extinction of other political organizations, like the Umma Party, the 

Muslim Brotherhood, the Sudan’s Communist Party and the Southern Front. The SSU 

party was conceived as a pyramidal system, in which the power would flow from the 

bottom to the top, but it became clear soon that SSU was meant to be a tool for Nimeiri 

and his associates to keep control of the country (Woodward, 2012).  

 

The old parties, however, did not die, but remained clandestine and planning to 

overthrow Nimeiri, as shown by the attempts of these organizations to bring him down. 

Nimeiri responded through proposals of a great armistice, the National Reconciliation, 

making peace with Sadiq al-Mahdi, leader of the Umma Party, and Hassan al-Turabi, of 

the Muslim Brotherhood. Al-Turabi entered the federal government and acted as 

attorney-general; Al-Mahdi soon went into voluntary exile (Woodward, 2012). 

 

Therefore, when oil was discovered in 1978, Sudan found itself under the one-party 

system implemented by the 1973 Constitution, in which the only political party did not 

provide for the protection of the interests of South Sudan. This lack of southern 

representation also was one of the reasons for the weakness of South Sudan in the 

legislative arena. The southerners felt they were not represented, and this feeling gave 

birth to regional and secessionist movements as the Sudan People’s Liberation 

Movement/Army (SPLM/A), led by the former colonel of Sudanese Army John Garang, 

which would become the major leader of the South Sudanese secessionist movement. 

 

The Judiciary in Sudan at the time of the beginning of the Second Sudanese Civil War 

was not an independent and strong power, but instead a very fragile institution 

submitted to the will of the federal Executive, and losing its legitimacy due to the 

estrangement caused by the imposition of sharia.  

  

Previously to the Sudanese independence, the Anglo-Egyptian colonial administration 

created a judicial system organized in two independent divisions, comprising the sharia 

courts, which administered only Islamic law to Muslim in personal matters, and the civil 

division, which administered general territorial and customary law, in civil and criminal 

matters. However, and although the 1973 constitution provided for the separation of 

civil and religious law and courts, this division was threatened by the movement of 
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President Gaafar Nimeiri towards the imposition of sharia on all Sudanese, without 

regarding to people’s religion.  

 

Since 1980, there were confrontations among the federal Executive and the Judiciary 

powers, and Sudanese judges and lawyers went on strike for three months in 1983, 

against the imposition of sharia law (International Commission of Jurists, 1986). In 

September 1983, Nimeiri announced a series of acts – provisional measures which were 

after confirmed by the National Assembly and became known as the “September Laws” 

–, like the Judiciary Act, the Advocacy Act and the Judicial Sources of Law Act, 

modifying the legal framework of the country; some of these acts were bound to 

promote the “islamization” of the judicial system (Hannum, 1990). According to 

Ibrahim (2008), these acts had less to do with Islam than to the federal government’s 

intent to limit the Judiciary; Khalid (1986) sees in these measures the ways that Nimeiri 

found to harness the judicial opposition that culminated with the strike, while Zein 

(1989) suggests that these measures could be interpreted as one more step to promote 

the decolonization of the Sudanese judicial system, by changing the fundaments of the 

legal system. 

 

Anyway, the judicial courts in Sudan pre-Second Sudanese Civil War would not be able 

to prevent the federative conflict, either because of the lack of power before the federal 

Executive or because, being so limited and checked by the northern-led government, the 

Southern Region would not submit its claims to the Judiciary, in fear of a presumable 

defeat. 

 

What can be seen in this analysis of the Sudanese federative arrangement before the 

breakage of the Second Sudanese Civil War is that the institutional features of the 

political environment were combined in such way that they led to a violent federative 

conflict influenced by oil wealth. 

 

 

5.6. Discussion of the research findings 

 

After analyzing, using the theory, concepts and definitions brought by the preceding 

chapters, the historical processes of the federative conflicts experimented by the eleven 
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major oil-producing federations – Australia, Brazil, Canada, India, Malaysia, Mexico, 

Nigeria, Russia, Sudan/South Sudan, United States, and Venezuela –, it is possible to 

verify that their respective federative arrangements’ reactions were and are, in fact, 

influenced by the institutional patterns of these political environments. 

 

The framework of the institutional aspects of the oil-related federative conflicts 

proposed by this work tries to emulate the analyzed historical processes, providing for a 

simplified, visual description of the institutional interactions that may induce the 

occurrence of a federative crisis or the settlement of eventual disputes. The core idea of 

the proposed framework is to explain the causal processes and the implication of the 

existence or absence of the institutional features mentioned by Chapter III – efficient 

and clear mechanisms of inter-federative negotiation and bargain, credible and effective 

compensations and fiscal equalization among federative units, and political safeguards 

to federalism – in the historical experiences of the analyzed countries. 

 

The use of the concepts of necessary and sufficient conditions, the possibility of 

combination of such conditions in a historical process, and the possibility of shifts in the 

role of the same condition to the causal relation when combined with others, are 

important both as methodological tools and as theoretical premises to the discussion. In 

fact, during the analysis of the cases of oil-related federative conflicts, it was possible to 

realize that the roles of such institutional conditions in the causal relationship can vary, 

depending on the moment they enter the process, on their specific designs and on their 

interactions with other institutions.  

 

The analysis performed in the research also used the tests proposed by Van Evera 

(1997:31-2), Mahoney (2010, 2012), Bennett (2008:706) and Collier (2011), in order to 

check for the consequences of the existence or inexistence of such institutional features 

in the analyzed processes. “Hoop tests” and “smoking gun tests” were performed in the 

within-case analysis during the examination of each institutional environment, to enable 

the identification of the importance of all of the mentioned institutions in each 

federative arrangement and the causal relations among them and the diverse reactions of 

the analyzed countries. The use of a truth table, as preconized by Ragin, was also of 

great value in order to access the existence and the importance of the institutions in each 

of the analyzed political environments. 
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The tests performed, based on the data and facts about each country collected during the 

research, confirmed the initial assumptions about the importance of the existence of the 

mentioned institutions to prevent a federative conflict to appear, and also of the 

relationship between the absence of one or all the above mentioned institutions and the 

development of a federative conflict, according to the level of conflict that was 

previously reported. 

 

After aggregating the results of all the within-case analyses performed, it was then 

possible to realize, without any reason to fear generalization, that: 

 

 The countries whose institutional environments are endowed with efficient 

mechanisms of inter-federative negotiation managed to prevent the development 

of federative conflicts on oil property or the distribution of oil-related revenues; 

the existence of efficient and clear mechanisms of negotiation among federative 

units, then, acted as a necessary condition to the maintenance of a peaceful 

federative arrangement in the case of the appearance of oil, considering that the 

countries in which there are (or were) no efficient mechanisms of inter-

federative negotiation experienced a federative dispute; 

 

 The countries which faced a federative dispute on oil property or revenues, but 

whose political environment provided immediate access to effective measures of 

compensation or to efficient political safeguards to federalism, managed to avoid 

the development of a federative crisis, keeping the level of the conflict low; the 

existence of one of such institutions, then, acted as necessary conditions to the 

maintenance of federative stability. Consequently, the countries that could not 

provide the immediate access to one of such institutions developed a federative 

crisis; 

 

 The countries which, because of the lack of one of the conditions mentioned by 

the item above – effective, credible measures of compensation, or efficient 

political safeguards to federalism –, faced federative crises, but soon provided 

the access to the remaining institutional feature, managed to restore their 

federative balance; the existence of these institutions, then, acted as necessary 
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conditions to the restoration of federative stability. On the other hand, countries 

that were unable to provide the access to these institutions were led to violent 

federative crises, for the absence of these institutional features led to the 

installment of the verified violent federative conflicts. 

 

Federations are delicate environments, in which ambiguity in the choice is the default 

condition and the decision-making process is always complex. The interests that are 

aggregated around (or within) a federation, as a matter of fact, do not always converge, 

for each federative unit experiments its own conditions and faces its own demands. In 

such a context, all federative arrangements are born of an initial agreement on the 

sharing of political power, competences, financial sources and property among the 

constituent units.  

 

One of the issues comprised by these initial agreements is the property of natural 

resources and the competences on regulation, exploitation and revenues collection; 

among these resources is oil, which managed to be included among the most necessary 

and strategic natural resources during the 20
th

 century. Although many constitutional 

documents do not expressly mention oil, in fact all producing countries present legal 

documents that provide an institutional framework for this resource’s property, 

exploitation and revenues distribution.  

 

However, the occurrence of a windfall of oil revenues, or of the mere perspective of 

such wealth, provides a “window of opportunity” in which there will be incentives 

enough for political agents to attempt to revisit these agreements or regulations, in order 

to maximize the benefits of the oil rents to their respective constituencies. The oil-

producing units will probably try to keep the major part of the oil-related wealth, the 

consuming units will most certainly ask for an equal distribution of such revenues 

among all federative entities, and the federal government shall most probably align with 

the side whose interests it sees as most important at the time.   

 

When the interest of a federative unit or a group of units is frontally opposed to the 

interest of other unit or group of units, it gives birth to a federative debate, at whose end 

these federative units can reach consensus or not, depending on the efficiency of the 
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mechanisms of inter-federative negotiations and bargain provided by the federation’s 

constitutional, legal or political institutions. 

 

This was the case of the United States of America and Australia, in which the debates 

on oil do not turn easily into conflicts, but are instead settled through negotiations and 

agreements, which are credible and effective enough to guide the federative units to its 

accomplishing independently of judicial reinforcement. The existence of credible and 

effective mechanisms of inter-federative negotiation and bargain acted as a necessary 

condition to the return of the federative arrangement to “peace”, status that means, in 

federative environments, the latency of a federative dispute. 

 

Figure 19 – Mechanisms of inter-federative negotiation as necessary conditions 

 

 

  

The absence of credible and efficient mechanisms of inter-federative negotiation, on the 

other side, led to the development of federative disputes, forming a political 

environment where the federative units will not be able to reach consensus and to settle 

their differences through negotiated agreements. 

 

An analysis of the nine federative environments involved in disputes on oil property or 

revenues, in turn, shows that in some cases the institutional arrangements were capable 

of solving the federative dispute by offering substantial financial compensations to the 
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oil-producing entities, through measures of fiscal equalization among the federative 

units, and/or by relying upon political institutions that, being external to federalism, can 

act as safeguards to the federative environment: the federal Executive, the party system 

and the Judiciary.  

 

Among the analyzed cases, India, Mexico, Russia and Venezuela, although unable to 

settle the federative debates through negotiated agreements, presented federative 

disputes which did not evolve to the crisis level. In all these cases, concurred to the 

settlement of the dispute – or the maintenance of the federative peace – the existence of 

mechanisms of compensation and the features of the political safeguards to federalism 

in each of these environments.  

 

In fact, it was possible to verify that the oil-producing regions of India, Mexico, Russia 

and Venezuela have lost the ability to set effective claims on a fairer distribution of oil 

revenues, mainly because of the centralization of oil-related activities in the hands of the 

federal governments. However, the respective political environments provided 

compensational mechanisms able to indemnify, to some extent, the losses of the oil-

producing regions, mostly through vertical transfers of monies collected by the central 

governments. Also, these countries presented political institutions that acted as political 

safeguards to federalism, meaning that they managed to prevent federative conflicts: the 

party system, in the case of India and Mexico, and, in Russia and Venezuela, the highly 

centralized, almost absolute power of the chief of the federal Executive. 

 

Figures 20a and 20b – impacts of the existence and inexistence of mechanisms of 

compensations and political safeguards on countries with federative disputes  
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Also, the absence of those features, in a federative country that experiences a federative 

dispute, led to the installment of a federative crisis, a conflictive level in which the 

debate on oil revenues overflows the political arena, involving the civil society and the 

media, and also giving birth to moderate secessionist movements.  

 

In such context, the absence of credible and effective mechanisms of compensations and 

fiscal equalizations among the federative units led to the installment of a federative 

crisis in Brazil and Malaysia. In Canada, the federative crisis had at its roots the lack of 

political institutions with characteristic features of safeguards to federalism at the time 

of the energy crisis.  

 

The political environments of these federations, however, managed later to ease the 

federative crisis and to return to federative stability. In the cases of Brazil and Malaysia, 

where the federative crisis started due to the inexistence of credible and effective 

mechanisms of financial compensation and fiscal equalization among the federative 

units, through which the federations could indemnify the losses verified by the oil-

producing regions, the federative crisis was submitted to the Judiciary, which is still 

analyzing the lawsuits, acting as a political safeguard to federalism.  

 

In Canada of the late 1970s and early 1980s, in turn, the features of the political 

institutions did not provide for a reasonable performance of the political safeguards to 

federalism. In fact, the characteristics of the federal Executive, the party system and the 

judicial courts at that time did not recommend trust and confidence, and these 
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institutions acted on behalf of the central and eastern Canadian provinces, leaving the 

oil-producing Prairie Provinces aside. The federative crisis originated by the lack of 

efficient political safeguards to federalism was settled after the federal government 

proposed to adopt measures to compensate the oil-producing provinces, including the 

establishing of prices to the oil barrel in higher levels than was the initial intention of 

Ottawa. 

 

In Nigeria and Sudan/South Sudan, the simultaneous absence of mechanisms of 

compensations and of political safeguards to federalism pushed the countries to violent 

federative crises, the worst level of federative conflicts, which involves not only the 

political debates, the involvement of civil society and media and moderate secessionist 

movements, but also the use of weaponry and radical secessionist movements with 

violent attempts. 

 

Figure 21a and 21b – impacts of the existence of mechanisms of compensations and 

political safeguards, and of their absence, on countries with federative crisis  
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It is important to remark at this point that both oil-related violent civil conflicts – the 

Biafra War and the Second Sudanese Civil War – ended only after the involved sides 

agreed to get back to the table of negotiations and produce comprehensive agreements, 

which, in both cases, provided the recognition of rights over oil property and revenues 

for the producing regions, as well as increments in the regional autonomy. In the case of 

Sudan, six years after the celebration of the agreement and through a referendum, the 

oil-producing South Sudan became an independent country. 

 

The causal processes here enumerated, as earlier remarked, form the different stages of 

the development process of an oil-related federative conflict, which can be limited to 

lower conflict levels, like the federative disputes, or reach the most troubled conflict 

level of the violent federative crisis.  

 

It is also important to realize that the inexistence of conflict among the federative units 

does not mean that a federative environment is flawless or has the finest and most up-to-

date political institutions. In fact, the analysis of the federal arrangements here provided 

let clear that, in some cases, conflict is avoided simply by restraining the competences 

and political power of the regional authorities, such as happened (or happens) in Russia 

and Venezuela, or of freedom and speech rights, such as in Malaysia.  
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Also, more important than the specific design of the political safeguards to federalism is 

the way these institutions operate in the real world. The fact that the Judiciary is 

historically compromised to the defense of federalism does not mean that it will manage 

to prevent the rise of a conflict or act reactively in the proper way, or even have the 

authority to do so.  

 

There is also no sole feature of a party system that will be able to make it work properly 

in avoiding conflicts; in the specific and real cases, a fragmented party system can lead 

to conflict or not, as well as a concentrated party system can be able to provide or not 

for federative peace. Finally, the concentration powers on the hands of the chief of the 

federal Executive can promote inter-federative mediation or the unreasonable 

supremacy of the federal government over the oil-producing units, and conflicts may 

arise in both cases, depending on the way the federal Executive will deal with the 

reality. 

 

What seems important for institutions to work properly safeguarding federalism, after 

the analysis here performed, is the stability and credibility of the relations among these 

political institutions and their interaction, and also the way they behave in the face of 

the other aspects of the political environment, such as the federative autonomy and the 

rights of ethnic and religious minorities.  
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CHAPTER VI – Final conclusions 

 

 

This research investigates the impacts of political institutions, external to federalism, on 

the behavior of oil-producing federative countries when facing a windfall of oil-related 

revenues. Although comparative analysis are frequent in the study of federalism, to this 

day it could not be found a work that approaches the comparison of the reactions 

performed by the diverse oil-producing federative countries, as well as the impacts of 

the institutional environments of these federations on their behavior concerning to oil 

property or the distribution of oil-related revenues among their constituent units. The 

original contribution of this work, then, is to address these subjects, also providing a 

conceptual framework of the development of oil-related federative conflicts.  

 

History shows that oil and gas are among the reasons of many federative conflicts 

around the world, performing an excellent example of the so called “resource curse”, as 

are known the adverse effects of a country’s resource wealth. In many of these conflicts, 

oil was the trigger of the hostilities, if not the fundamental cause for the development of 

the quarrel among federative units, as explained by Chapter I.  

 

This research, then, investigates the reasons of the diversity of reactions performed by 

the oil-producing federations, described thoroughly by Chapter II, from the peaceful, 

negotiated solution of oil-related issues, such as happened in the United States of 

America and Australia, to the installment of violent civil conflicts, as experienced by 

Nigeria in 1967-1970, and Sudan and South Sudan from 1983 to 2005. The 

investigation was performed through the comparative analysis of the historical 

processes of the major eleven oil-producing federative countries – Australia, Brazil, 

Canada, India, Malaysia, Mexico, Nigeria, Russia, Sudan/South Sudan, United States of 

America and Venezuela. Due to the nature of the subjects of this study, the data on the 

historical experiences of these countries were obtained mainly through an extensive 

bibliographical research, legal documents, newspapers and internet websites. 

 

The main argument of this research is that the reactions of the federative countries, 

when facing oil-related resources’ windfalls, are shaped by the institutional features of 

these political arrangements, specifically the existence or the absence of three 
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institutional features of the political environments: credible mechanisms of inter-

federative negotiation, effective mechanisms of compensations and fiscal equalization 

among the federative units, and the political safeguards to federalism, comprising the 

federal Executive, the party system and the Judiciary. 

 

Following the concepts and definitions provided by the literature on federalism, 

conflicts, oil-related issues and other subjects, the historical processes of the federative 

countries’ experiences concerning to oil-related disputes were submitted to within-cases 

analyses considering the concepts, hypotheses and framework proposed by Chapter III, 

through the methodological procedures described by Chapter IV.  

 

The assessment of the historical processes of each oil-producing federative country, 

performed as within-case analysis, led to specific findings whose implications can well 

be generalized. It was possible, then, to verify that the analyzed institutions (and also 

their absence in the political environments) could be directly related to the prevention or 

the development of federative conflicts, through the different levels or stages of the 

conflictive process. 

 

It was possible to realize that the countries whose institutional environments are 

endowed with efficient mechanisms of inter-federative negotiation managed to prevent 

the development of federative conflicts on oil property or the distribution of oil-related 

revenues, instead of generating them. The existence of efficient and clear mechanisms 

of negotiation among federative units, then, acted as a necessary condition to the 

maintenance of a peaceful federative arrangement in the case of the appearance of oil. 

According to the analysis, this was the case of the American and the Australian 

experiences. 

 

The countries that faced a federative dispute on oil property or revenues – to which they 

were driven by the lack of credible mechanisms of inter-federative negotiations –, but 

whose political environment provided immediate access to effective measures of 

compensation or to efficient political safeguards to federalism, managed to avoid the 

development of a federative crisis, keeping the level of the conflict low. In these cases, 

the existence of one of such institutions, then, acted as necessary conditions to the 

maintenance of federative stability. These institutional features could be found in India, 
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Mexico, Russia and Venezuela, countries that experimented (or still face) federative 

disputes, but which are until this moment treating these disputes within the arena of the 

political debates.   

 

Consequently, countries that could not provide the immediate access to one of such 

institutions developed a federative crisis. This is what happened to Brazil, Canada, 

Malaysia, Nigeria and Sudan. In these cases, the federative crises could be verified and 

identified in a determined period of time. Brazil and Malaysia, in such context, managed 

to restore the federative balance through the role of judicial review – acting as a 

political safeguard to federalism; Canada also worked out the federative conflict of the 

1980s, but through the establishment of compensational measures. Nigeria and Sudan, 

however, did not manage to treat these federative crises, suffering instead the breakage 

of violent conflicts. 

 

According to the theory and the analysis here provided, the countries that faced 

federative crises because of the lack of one of the above mentioned conditions – 

effective, credible measures of compensation, in the cases of Brazil and Malaysia, or 

efficient political safeguards to federalism, in the case of Canada –, but provided soon 

the access to the remaining institutional feature, managed to restore their federative 

balance. The existence of these institutions, then, acted as necessary conditions to the 

restoration of federative stability.  

 

On the other hand, countries that were unable to provide the access to these institutions 

– Nigeria and Sudan/South Sudan – were led to violent federative crises, for the absence 

of these institutional features led to the installment of the verified civil conflicts. The 

historical facts presented in this work show, indeed, that oil, coexisting with other 

reasons to political and federative conflicts, such as ethnic or religious concerns, was a 

major factor to the installment of the Nigerian and Sudanese bloody civil conflicts.  

 

This work, as a Ph.D. candidate thesis, does not intend to obtain a definitive explanation 

to the rise of civil insurrection and civil conflicts in oil-producing countries, but only to 

provide a detailed comparative analysis of the experiences of the oil-producing 

federations and the impacts of the features of the respective institutional environments 
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on the federative balance. The eventual applicability of the proposed framework to other 

kinds of federative conflicts is another matter still to be addressed. 
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