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Abstract Summary

In resource-dependent nations such as Ecuador, fossil fuel subsidies reforms are expected
to create additional fiscal revenues and improve the national fiscal accounts. Nevertheless,
persistent and structural inefficiencies in the whole hydrocarbon value chain, administered
by the state-owned enterprises, commonly jeopardize these potential returns. This paper
describes and examines the Operational Offset Effect: the extent to which structural and
managerial constraints, such as declining domestic oil production, climate-induced pipeline
disruptions, underutilized refining capacity, and rising dependence on imported petroleum
products, reduce the net fiscal outcomes of fossil fuel pricing reforms.

Using a monthly dataset for Ecuador covering the period from 2011 to 2025, this study
combines historical descriptive analysis, counterfactual fiscal scenarios, and an
Autoregressive Distributed Lag (ARDL) econometric scheme to compute the interrelation
between hydrocarbon value chain performance and fiscal results. Preliminary outcomes
show that fossil fuel subsidy reforms generated on average, fiscal gains equivalent to
nearly 2% of Ecuador's GDP annually between 2022 and 2025. However, these gains were
partially offset by managerial weaknesses throughout the value chain operated by the
largest state-owned enterprise, Petroecuador.

The results of the study show that fossil fuel pricing reforms alone are not enough to fully
expand fiscal space unless complemented by measures to strengthen oil production,
pipeline reliability, refinery utilization, and domestic fuel commercialization. The paper
offers new evidence to the energy economics literature by linking the managerial efficiency
of state-owned enterprises directly to the effectiveness of fossil fuel subsidy reforms in
resource-dependent nations, specifically oil producers. Similar dynamics are likely relevant
for other petroleum-exporting economies facing comparable structural challenges.
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