Political change
and new
perspectives
for mining

in Chile

By Juanita C Gana*

The international copper market
is highly dependent on the mineral
policies adopted by Chile,

the leading exporter.

Juanita C Gana looks at the
implications of recent political
changes in the country and
outlines a possible mining policy
for the 1990s.

*Magister Industrial Civil Engineer, Executive
Director of the Center for Copper and Mining
Studies.

The following article is based on Juanita C. Gana:
Diferentes Visiones sobre Politica Minera en Chile,
CESCO, 1988

Ithas been edited by RMR, Stockholm.

50

Undoubtedly, mining is one of the main
concerns within any development strat-
egy for a country such as Chile. Even
though mining has reduced its relative
contribution to the national accounts
over the last decade, it is still the most
relevant sector, both in terms of foreign
income and fiscal budget. Moreover,
the growing linkages between mining
and industrial activities, such as the
capital goods industry, has reinforced
its key role in the Chilean economy.

This is a matter of fact and politi-
cians have understood that regardless of
the next democratic government might
be, mining would still be determinant in
the economic feasibility of the future
political program.

But political changes would mean
mining policy changes. Specially be-
cause there is a common feeling that it
is not possible to speak of a mining pol-
icy framework at present. It is difficult
to identify specific sectorial actions and
what happens is more or less dependent
on what the market decides.

Within this context, the Center of
Copper and Mining Studies, CESCO,
developed a research project aimed at

discussing the major concerns and to
identify possible proposals of people
connected with the mining industry
from different perspectives.

The research covered the thinking of
entrepeneurs, professional organiza-
tions and labor unions. It also covered a
broad political spectrum, from the tradi-
tional right to the more radical left par-
ties.

The research results were complex.
It was not easy to get an organized ma-
trix in which everybody could see what
is next. This is particularly true when
politicians enter the scene.

For a country which has endured a
long dictatorial regime it is difficult to
define representativeness. There has
been no political elections since the
military coup. Indeed, political parties,
specially left wing parties have suffered
from a strong repression and not until
last year political parties were able to
begin to to reorganize and to think in
terms of programmatic proposals. Nev-
ertheless, it is now possible to outline
the profile of what could be the princi-
pal guidelines of a future mining policy
for Chile.

Table 1
Chilean exports (MUSD)
Mining1 Forestry1
1974 3.082.1 218.9
(85.6%) (6.1%)
1980 3.038.3 474.7
(66.6%) (10.4%)
1988 42241 736.1
(59.9%) (10.4%)
Note:

Agriculture1 Fishery1 Total
101.5 100.3 3.599.4
(2.8%) (2.8%)
379.7 378.8 4.560.4
(8.3%) 8.3%)
799.2 834.5 7.048.3
(11.3%) (11.8%)

! It includes not only raw materials, but also semielaborated products like pulp and paper,

agroindustrial products, and fish flour.

Source:
Banco Central
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Basic agreements

It is interesting to note that in broad
terms there was substantial general
agreement. Of course, there were some
topics that, being of a more political
scope, generated more discussion.

The fundamental agreements are re-
lated to a very important understanding
of the mining sector as part of a whole,
and the desirability of a stronger role
for the state in the formulation of a sec-
torial policy within the national devel-
opment strategy. A point of departure
for a long journey.

As for the former, we are faced with
a new paradigm: the importance of the
natural resource sector and the harness-

ing of the reindustrialization process to
it. The second reflects the much felt
lack of a mining policy and this would
lead to greater changes that could pos-
sibly take place in the near future in this
sector.

In mining this paradigm is expressed
in a consensus on the need for a further
expansion of the sector so as to furnish
it with the necessary resources for fu-
ture development: foreign income and
rents.

Attaining maximum efficiency is an
area of special concern. Speaking of
state owned enterprises such as
CODELCO, which accounts for 80 per
cent of the Chilean copper production,

Table 2

Chilean copper production (kt)
1982 1983

CODELCO 1033 1012

Medium and

small emterprises 209 245

Total 1242 1258

Source:

Comisién Chilena del Cobre

Table 3

Production and exports of copper
manufactures (t)

Internal market

1982 13 300
1983 9 100
1984 17 100
1985 11 700
1986 17 100
1987 21 500
Source:

1984 1985 1986 1987 1988
1050 1077 1102 1091 1091
241 280 299 328 360
1291 1356 1401 1418 1451
Exports Total

19 495 32 795

14 751 23 851

17 949 35 049

14 000 25 700

19 300 36 400

23 500 45 000

Valenzuela I, Panorama de la industria elaborada del cobre en Chile, Documento de trabajo,

No 2, CESCO, 1989.
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it means professionalization of the top
level management and a greater level of
autonomy regarding its investment
plans, in accordance with its long term
strategies.

Over the last period of time, the
management of CODELCO has mainly
been dependent on current political
trends. The investment budget has been
one of the pricipal mechanisms em-
ployed to exert political control over
the performance of CODELCO, and to
subordinate it to global policies, for ex-
ample, the necessity to attract foreign
investment.

In general, this implies a very capital
intensive sector. The question then is,
once revenues have been maximized
and taxes have been collected, how
much of the latter should be diverted to
support necessary investment in other
productive sectors, which could be
more labor intensive and, in general,
satisfy social and development goals.
This investment issue should be solved
in accordance with a global national
strategy.

Industrialization

But taxes and currency are not the only
possible route to secure benefits for the
country from mining activity; the indus-
trial linkages mentioned are also an im-
portant complementary way. In the past,
mining was considered an enclave. Its
economic impact over the whole econ-
omy in terms of activity, employment
and industrial development was very
weak. But in the last twenty years
things has began to change gradually.
Linkages with industry have been
strengthened thanks to the previously
created foundation (technical skills, fa-
cilities, experience). But there is still a
broad ground in which several actions
could be taken to expand and to diver-
sify the industry.

In fact, for many productive sectors
mining is its principal market, and there
exists a big potential to encourage
growth if appropriate policies were im-
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plemented. The biggest investment pro-
jects are made by mining enterprises
and mining requirements for capital
goods are the greatest among produc-
tive sectors. The improvement of the
communication channels of mining en-
terprises so as to provide the appropri-
ate information to the industry (invest-
ment plans, needs, technical specifica-
tions) is one of the fields in which
further stages could be achieved. The
development of financial support for
the industry to cope with the R&D
needs and marketing competitiveness is
another important issue.

On other hand, thus far, mining has
principally meant the production and
export of raw materials. Though there is
a great interest in developing a manu-
facturing industry it is less clear than
the backward linkage potentialities.
Even though there are some limitations
because of the narrowness of the na-
tional market and the heavy tariff struc-
ture of external markets, the concern for
an autonomous and stable growth justiy
some additional analysis.
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This could be seen as a remake of
the old industrialization process and, to
a certain extent, the arguments are still
more or less the same. The pessimistic
perspective for traditional metal mar-
kets is one of the reasons why the in-
dustrialization or metals and the tech-
nology development are considered so
fundamental.

But there are two principal differ-
ences: the new paradigm attempts to
rely on a realistic basis, the great com-
parative advantages of Chilean natural
resources. It is not just whishful think-
ing. Another difference, which is of no
lesser importance, is the growing
awareness of opportunity costs and
scarce resources. Equity and efficiency
are concepts that were costly learned in
those years.

Technological development

Then, again mining and other natural
resources are seen as a kind of prime
engine not only of the industry, but also
of technological development. In fact,
mining investment is also a principal
market for consultancy and engineering

agencies, and for technological research
centers and some universities.

On the other hand, mining will be
able to survive in the technological in-
ternational struggle only if it is ready to
invest the necessary resources in R&D.
Competitiveness, within the mining in-
dustry or within the materials industry,
is one of the greatest challenges for the
future. This most definitely requires
technological development. Closely re-
lated to this is the development of met-
als demand: new alloys, new uses, new
products.

The role of the state

Regarding the public discourse, the
above elements do not involve a sub-
stantial modification of what has hap-
pened in these years. Nevertheless, im-
plicitly they involve one major policy
change in the basic principles that gov-
ern the sector development.

Under the prevailing political philos-
ophy, the state has become more an ob-
server than a leader of the sector’s de-
velopment. Undoubtedly, the state will
play a more outstanding role in mining
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Compaiiia Minera Disputada de las Condes

is amajor international actor in the

Chilean copper industry . Photo show Disputada’s

los Bronces mine, at 4 000 m (left).

in the future in production, promotion
and guidance.

As regard the latter, there is a loss of
trust in the market as the only device
for the distribution of resources. The
big importance of the sector in the eco-
nomic performance of the country and
certain specific features demand the
state’s presence to guarantee its effec-
tive contribution to the global develop-
ment strategy and to counterbalance the
insufficencies of the sole action of de-
mand and supply.

The international policy dimension,
scale economies and monopsonic char-
acteristics of the operation of the
smaller producer, are some of the issues
that justify a stronger state participation
in the eyes of the politicians and of the
sectorial agents. They want a real de-
velopment policy for the sector that ar-
ticulates the different issues at stake.

In terms of its producer role, there is
a strong consensus about the state prop-
erty and management of CODELCO
and nobody ventures to propose its
privatization, a much discussed subject
in the last period and solved principally
according to national security concepts.

The principal arguments are, on the
one hand, the essential role it plays in

the national economy. Chile has a long
experience of having the principal eco-
nomic activity controlled by foreign
multinationals. Nationalization was
unanimously agreed on in 1971, and the
chief motives still hold. The strategical
importance of state ownership of
CODELCO is reinforced in view of the
growing presence of foreign investment
in the sector.

On the other hand, it is difficult to
imagine a national protagonist capable
to go ahead with it. Finally, there is
conclusive evidence that proves that
CODELCO’s expansion is more profit-
able than private projects.

In terms of promotion, the state
should reinforce its technical and finan-
cial assistance to the small producers
that do not have an appropriate access
to the conventional markets. The same
applies to marketing: the amounts pro-
duced are small and heterogeneous and
it is impossible for this sector to under-
take marketing with their own re-
sources. The supply of raw materials,
information and infrastructure are other
needs for this sector.

Medium and specially small firms
account for a reduced proportion of
total production and exports. Neverthe-
less they are one of the main sources of

Table 4

Imports of capital goods and equipment for mining (MUSD)
1984

CODELCO 161.0

Medium and small

mining enterprises 623

Total 223.6

Total national imports 3 738.8

Mining imp/Nat imp (%) 6.0

Source:
Banco Central, Comisién Chilena del Cobre

1985 1986 1987
2440 2779 198.0
48.5 51.1 43.6
292.5 329.0 241.6

3 006.6 3156.9 40233
9.7 10.4 6.0
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employment in several regions. Then,
here, this subsector serves principally
social objectives.

The assistance should be provided in
an efficient way and the producers that -
need help should be properly identified.
Also, the selected mechanisms should
be nondiscriminatory with respect to
other productive sectors.

At present, there is a state-owned en-
terprise, ENAMI, created in 1960,
which is supposed to accomplish these
needs but lately it has limited its activ-
ities to a minimum. In the future, its
role has to be reinforced and its perfor-
mance has to be improved.

Legal framework

To accomplish the above objectives, the
state would need to strengthen the
power with which it is vested. And here
is one of the more controversial sub-
jects: the legal framework and the pres-
ent institutional structure, which are
seen as a limitation for the capacity of
the state for formulating and doing real
policy.

This issue is contorverisal because it
is attached to the issue on private prop-
erty. There is consensus about the need
to formulate a sectorial policy, to pro-
mote mining development and to sus-
tain state ownership of CODELCO, but
the practical aspects of a change in the
legal framework and the reestablish-
ment of the patrimonial property con-
cept provokes a strong discussion. The
present concept of “full mining rights”,
developed to give confidence to new in-
vestors, practically means a factual
ownership of the mineral.

Those who favour state-ownership
(mining rights and in a de facto status)
are concerned about the possibility of
the state to act as an agent of the mining
policy. Thereby, averting the repetition
of the conflicts which arose in earlier
periods, when the largest mining opera-
tions were controlled by multinationals,
whose interests not always coincided
with those of the country.
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On the other hand, among those who
are for the prevailing system, there is
the fear of expropriation.

This is the reason why some people
today propose a mixed system: a differ-
ent treatment for national and foreign
investors, in accordance with the vol-
umes involved and, therefore, their im-
pact on the sector performance.

Foreign investment

Related to the question of the legal
framework and the property issue is an-
other controversial subject: foreign in-
vestment.

Even though nobody questions for-
eign investment in the country, and
many are fully aware of the contribu-
tion that can be attributed to its pres-
ence, there is no general agreement on
a specific policy for foreign investment.

Technology and markets are seen as
the main benefits from the presence of
foreign investors. Financial resources is
a more relativized aspect because of the

growing importance of credit in financ-
ing new projects. There is a need for a
change in the present regulations. Al-
most all sectors perceive far too many
guarantees for foreign investors.

The trend seems to be the formula-
tion of a general legal framework that
safeguards the country’s interest, plus a
case by case negotiation depending on
the specific conditions of the project
and its comparative advantages. But
what could be the final devices to as-
sure its contribution to national goals?
Mixed companies, or case by case ne-
gotiation, or automatic mechanisms of
regulation?

In recent time, foreign capital has in-
vaded the mining sector and it is fore-
seen that in the 90s state enterprises are
going to play a reduced role if there is
no reversal of the present trend. There
are also different attitudes towards this
foreign investment: maintaining of the
present conditions? revision of con-
tracts? expropriation?

Table S

Foreign investment in Chile .
Mining (MUSD)

1982 70.7

1983 45.7

1984 58.1

1985 54.6

1986 604

1987 1252

1988 357.7

Source:

Banco Central

Notes:

Total MUSD) Mining/Total (%)
383.8 184
182.4 25.1
159.6 36.4
137.5 39.7
184.1 3238
497.0 252
7873 454°

! As a reference, the average annual investment of CODELCO in the same period was 280

MUSD.

2 The principal project is Escondida, which is going to produce 320 Mt of copper annualy.
This would mean more than 25 per cent of CODELCO’s production.
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International relationships
Coming back to the agreeements in the
international sphere, there is also a
common feeling in terms of the conve-
nience of assuming the leadership of
the market, and the formulation of a
price and production policy.

Although it is recognized that Chile
has no monopolistic power, there is
confidence in what could be done in
terms of producer and consumer agree-
ments, to achieve a more organized
market, to promote new uses, and to
guide the future development of the in-
dustry.

In this field, the current policy has
been to rely on market trends and to
ignore joint actions. This has impaired
the efectiveness of organizations in
which the Chilean role could be deci-
sive like CIPEC and Andean Pact.

The decreasing rate of traditional
metal consumption in developed coun-
tries leads the industry to explore mar-
ket opportunities in developing coun-
tries, specially in newly industrialized
countries such as Brazil and the coun-
tries in Asia.

Likewise, the possibility to develop
a capital goods industry to serve the
needs of mining activities would proba-
bly lead to a reconsideration of the
links with Latin American countries
and probably Chilean participation in
the Andean Pact.

Participation: the key to stability

Finally, there is a consensus on the im-
portance of stable rules for mining de-
velopment and that this mean participa-
tion. The establishment of a clear and
stable framework for the decision
maker, and for him to take the decisions
which are more appropriate to the na-
tional interest, requires the involvement
of the sectorial actors. Here the state
would have a very important role in
harmonizing interests, just as important
as the return to a democratic way of
life. O
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