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Although the Dominican Republic is not
usually thought of as a mining country,
mineral exports have in fact played an
important role in its economic develop-
ment. The impact of the mineral export
income has, however, not been unambig-
uosly positive, and it could be argued that
at times this income has allowed the
Government to continue pursuing eco-
nomic policies which failed to address
fundamental economic problems. Fur-
thermore, the mining operations are iso-
lated from the rest of the economy and
their effect in terms of lasting economic
development are very limited. In the fol-
lowing, past economic development in
the Dominican Republic is reviewed
witha particular focus on the last two
decades and on the mineral sector.

General economic development
The Dominican Republic shares the Car-
ibbean island of Hispaniola with Haiti. It
is the seventh poorest country in the Lat-
in American/Caribbean region. Health
and education indicators are generally
below the average for the region.

The land is mainly fertile, and 73 per
cent of the country’s area is agricultural
land or pasture. A high proportion of the

population is employed in agriculture
and marginal agricultural land has in-
creasingly come to be utilized. Of the ag-
ricultural land, about 37 per cent is taken
up by four crops: sugar cane, cereals
(mainly rice), cocoa and coffee.! The re-
mainder of the agricultural land is used
for the cultivation of fruit and vegetables
and for subsistence farming on very
small holdings. The distribution of land
is very uneven, with a few large holdings
and a multitude of very small farms.

The bulk of manufacturing takes place
in the export processing zones. The first
zone was established in 1969 in La Ro-
mana, and about 30 more have been add-
ed since then, particularly in the 1980s.
Manufacturing activities in the zones are
oriented mainly towards processing of
imported raw materials and semi proc-
essed products for export, particularly
textiles and, to some extent,electronic
components.

Tourism is a major source of foreign
exchange earnings, corresponding to
about 50 per cent of merchandise imports
or about twice as much as merchandise
exports excluding exports from the ex-
port processing zones. Remittances of
Dominicans living abroad, mainly in the

Table 1. Sectoral distribution of GDP, 1970 1992

(per cent at current prices)

1970 1980
Agriculture! 23.2 20.1
Industry 26.1 28.3
Mining 1.5 53
Manufacturing 18.5 153
Construction 4.9 72
Services 50.6 51.6
Tota 100 100

1985 1990 1991 1992
19.7 175 18.0 17.6
25.8 26.2 252 26.1
1.7 1.0 0.9 0.7
13.6 13.5 13.5 14.2
6.0 7.4 6.5 7.5
54.5 56.3 56.8 56.2
100 100 100 100

Sources: Economic commission for Latin America and the Caribbean: Statistical Yearbook for
Latin America and the Caribbean, Santiago, 1991 (figures for 1970 and for 1980 and 1985 for
mining); UNCTAD secretariat: estimate based on constant price data in Banco Central de la
Republica Dominicana: Boletin Trimestral, October December 1993, Santo Domingo, April
1994 (mining in 1990 92); World Bank: Trends in Developing Economies, Washington, D.C.,

1993 (all other figures).

Note: 1. Includes animal husbandry, fishing and forestry.
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Major mines and mineral deposits in the

Dominican Republic.

United States, correspond to about 15 per
cent of merchandise imports.

The country’s economy has strong ties
to that of the United States. Between one
half and two thirds of exports go to the
United States, and about one third of im-
ports come from this country. United
States enterprises also account for most
of the foreign investment.

Economic development

before 1961

Until the 1870s, cattle ranching and sub-
sistence agriculture were the most impor-
tant economic activities in the Domini-
can Republic. In that decade, Cuban im-
migrants introduced modern methods of
sugar cultivation and processing. Com-
panies based in the United States rapidly
came, however, to dominate the industry.
Sugar production increased as more land
was taken over for this purpose, some-
times through the eviction of peasants by
force, and as economic institutions and
policies were geared to favour sugar pro-
duction.2

Under the dictator Rafael Trujillo,
who came to power in 1930, the amount
of land under sugar cultivation increased
further, doubling from 1948 to 1960, as
Trujillo acquired land by methods rang-
ing “from purchase at knockdown price
by intimidation or blackmail to outright
confiscation”.3 By the time of his death
in 1961, Trujillo controlled two thirds of
sugar production in the country. As a re-
sult of the expansion of sugar production,
the amount of land available for the rural
population diminished and the average
farmsize declined as the rural population
increased.

In the early 1960s, the Dominican Re-
public s economy depended almost en-
tirely on exports of sugar, supplemented
by exports of coffee, cocoa and tobacco,
all in unprocessed form.

Development of all other sectors, in-
cluding production of agricultural com-
modities for domestic consumption, had
been held back by the focus on sugar.
The small manufacturing sector, mainly
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consisting of enterprises founded or ac-
quired by Trujillo, suffered from low
productivity and lack of investment
funds.

Economic development

since the 1960s

Following the assassination of Trujillo in
1961, the overthrow of president Juan
Bosch in a coup d’etat in 1963, and the
civil unrest which ensued and ended with
the United States intervention in 1965,
Joaquin Balaguer was elected president
in 1966. During Balaguer’s administra-
tion a new development strategy was in-
troduced. It was argued that the tradition-
al model was excessively dependent on
the occasional dynamism of the external
sector, in particular on the fluctuating in-
comes from sugar,% which accounted for
about half of export income at the time.
Furthermore, it had failed to generate
welfare for large segments of Dominican
society. The rapid growth of the popula-
tion made industrialization necessary in
order to alleviate the pressure on agricul-
tural land.

The new strategy was based on the cre-
ation of incentives for three categories of
industrial activity:

A. Enterprises producing exclusively
non traditional export goods (all goods
except sugar, cocoa, coffee, tobacco and
minerals) in export processing zones;

Journal of Mineral Policy, Business and Environment

Vol 11 No 4

B. Enterprises producing goods which
were not before produced in the country;
and,

C. Enterprises producing goods for I
which installed capacity was not suffi-
cient to meet domestic demand.

With regard to the export processing
zones, the main objective was to provide
employment opportunities for the rapidly
growing labour force, although technolo-
gy transfer and foreign exchange income
were also cited as objectives. The support
to import substituting industries in cate-
gories B and C while also relying on ar-
guments concerning employment crea-
tion, was mainly justified by the same
type of arguments as in other Latin
American countries during this period:
the tendency for terms of trade to deterio-
rate due to slackening demand for prima-
ry commodities from the rest of the world
and the variability of income from com-
modity exports, and the difficulty of de-
veloping domestic manufacturing in the
face of external competition. The three
categories of firms benefited from fiscal
incentives, very high rates of effective
tariff protection and preferential access
to credit and foreign exchange.’

The Dominican Republic achieved one
of the highest rates of economic growth
in Latin America and the Caribbean dur-
ing the period from 1968 to 1974. The
rate of growth in real GDP was 12 per
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cent, under conditions of domestic price
stability and external equilibrium. While
this may appear to demonstrate the suc-
cess of the new development strategy,
and while manufacturing production did
indeed increase at a relatively high rate,
as protected enterprises producing for the
domestic market expanded production,
other factors are likely to have been
mainly responsible. Restored business
confidence after the previous unrest and
an ambitious programme of public con-
struction probably contributed somewhat
to the high rate of growth.

The very positive development of pric-
es for the country’s agricultural exports
was, however, the main factor behind the
positive development of GDP. Interna-
tional sugar prices increased eightfold
from 1970 to 1974, coffee prices by 30 to
50 per cent, cocoa prices by 131 per cent,
and tobacco prices by 37 per cent.”

The import substitution strategy suf-
fered, however, from similar weaknesses
as in several other Latin American coun-
tries where it was applied. Access to
cheap credit for those companies that
were classified in categories B and C, to-
gether with access to foreign exchange at
the official rate and the application of
lower tariffs on imports of capital goods,

provided strong incentives for replacing
labour with capital. Between 1973 and
1977, average capital invested per em-
ployee was almost four times as high in
category B and C enterprises as in those
belonging to category A, which did not
have access to cheap credit or foreign ex-
change at the official rate.8 Accordingly,
employment was created mainly in the
free zones. Given the limited size of the
domestic market, which appeared to ar-
gue in favour of restricting the number of
classified companies, the firms obtaining
classification in categories B and C could
also establish dominant market positions
and collect extensive rents.9

The provision of cheap credit to classi-
fied enterprises also had the effect of
raising real interest rates for other bor-
rowers, most importantly agriculture.
Furthermore, the anti agricultural bias of
the import substitution strategy, particu-
larly the introduction of a dual exchange
rate system and the growing overvalua-
tion of the official exchange rate, was re-
inforced by domestic price controls on
food products and the establishment of a
food importing programme. The result
was depressed prices for agricultural
products and a very slow growth in food
production. A land reform based on dis-

Figure 1. GDP and GDP per capita growth rates,

per cent change on previous year
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Source: World Bank: World Tables.
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tribution of government owned land (in-
cluding land expropriated from the Tru-
jillofamily) had been initiated in 1962,
but proceeded very slowly.

The increase in international oil prices,
combined with falls in the prices of agri-
cultural exports, put an end to the period
of rapid expansion. The Dominican Re-
public is entirely dependent on imports
of oil and the oil price shocks of 1973/74
and 1979 had a major impact on its trade
balance. Meanwhile, prices of sugar fell
dramatically. In addition to declining or
stagnant prices for their products, tradi-
tional exporters were hurt by a widening
difference between the official and the
parallel exchange rates, since payments
for exports had to be exchanged at the of-
ficial rate, while imports had to be paid
for in currency purchased in the parallel
market. The protected companies, which
were producing consumer goods for the
domestic market, had reaped the initial
benefits of the import substitution and
were unable to continue expanding or di-
versifying production. The weaknesses
of the development strategy thus became
more apparent.

During the 1980s, prices for the tradi-
tional agricultural exports stagnated or
declined further and the share of fuel in
total imports continued increasing, lead-
ing to continuing deficits in the trade bal-
ance. Growth in most sectors had stag-
nated, but the Government was unwilling
to reduce consumption levels. In addi-
tion, the external debt had increased rap-
idly since the mid 1970s, and since 1977,
short term debt accounted for a signifi-
cant portion of total debt. Accordingly,
as international interest rates rose, debt
service absorbed a growing portion of
foreign exchange income.

In January 1985, parity with the Unit-
ed States dollar had to be abandoned and
the official exchange rate, which had
come under increasing pressure as the
premium paid for dollars at the parallel
exchange market premium increased,
was subjected to repeated devaluations in
the following years. The devaluations
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Table 2. Dominican Republic exports, 1975 — 19931

(per cent of total)

Traditional agricultural exports?
Non traditional exports

Minerals

Bauxite

Ferronickel

Precious metals

Other non traditional exports

Of which, from free zones
TOTAL (MUSD)

1975 1980 1985 1990
74.6 43.4 40.0 17.9
254 56.6 60.0 82.1
16.0 35.2 25.7 19.5
21.8 1.7 0.0 20.0
11.1 9.4 12.7 15.9
2.3:1 24.1 13.0 3.6
294 214 343 62.6
23.0 10.9 21.6 53.2
920.5 1078.4 949.7 1569.0

1991 1992 1993
15.4 12.0 12.3
84.6 88.0 87.7
15.7 11.7 175
0.0 - —
13.3 10.2 17.3
24 1.5 102
68.9 76.3 80.2
60.3 67.9 71.2
1656.4 1753.0 1839.2

Sources: UNCTAD: Commodity Yearbook (figures for bauxite and nickel 1975, 1980 and 1985); Centro Dominicano de Promocion de Export-
aciones (all other figures for 1975, 1980 and 1985); Banco Central de la Reptiblica Dominicana: Boletin Trimestral, October December 1993,
Santo Domingo, April 1994 (figures for 1990 — 93).
Notes: 1. Including exports from free zones. 2. Sugar and derivatives, green coffee, cocoa beans and unmanufactured tobacco.

failed, however, to provide more than a
very limited stimulus to exports.

The continued trade balance deficit
and increasing indebtedness might have
been expected to lead to a financial crisis
and reversal of the policies relatively rap-
idly. However, the Government was able
to continue its policies throughout the
1980s as a result of four developments
which relieved the pressure on the cur-
rent account and provided the Govern-
ment with income that enabled it to pur-
sue expansionary policies. The most im-
portant development in terms of the cur-
rent account was the increase in income
from international tourism, which ex-
panded rapidly during both the 1970s and
the 1980s as a result of fiscal incen-
tives.10 The second was the increased in-
come from mining, coming from two ma-
jor mineral projects: the Falcondo nickel
project and the Rosario gold mine. This
income was of major importance to the
current account and even more to the
Government budget. The third develop-
ment was the increase, in particular after
1975, in remittances from Dominicans
working abroad. These remittances
reached a level corresponding to a third
of merchandise exports in 1985.11 Final-
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ly, local expenditure by enterprises in the
export processing zones increased as a
result of the rapidly increasing produc-
tion and employment!2 in the zones.
While local expenditure by these compa-
nies had to be paid for in local currency
obtained at the official exchange rate,
this was not a major disadvantage for
them, at least not in the 1970s and early
1980s. Foreign exchange income from
this source and from tourism grew rapid-
ly. By 1982, they corresponded to almost
half of income from merchandise exports
and in 1987 they were equal to them.

It proved impossible, however, to
postpone the crisis indefinitely. The ex-
change rate depreciation had raised the
domestic currency cost of servicing the
external debt, resulting in increasing fis-
cal deficits. Private domestic investment
was crowded out as real interest rates
rose. Efforts to stimulate the economy
through public investment resulted in
dramatically increased inflation from
1988, and the deficit on the current ac-
count rose, while international reserves
decreased. In 1990, output fell by 5 per
cent, inflation was 101 per cent, and ar-
rears to external creditors approached 20
per cent of GDP. In response to the eco-
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nomic crisis the Government introduced
a stabilization programme that stopped
inflation and initiated economic recov-
ery. The main components of the pro-
gramme, which began in 1990 and con-
tinues at present, have included reduction
of the fiscal deficit, tightened monetary
policy, reforms of the tax system, and
trade policyreforms, including, most im-
portantly, streamlining and lowering of
tariffs.

The results of the stabilization pro-
gramme have so far been mainly posi-
tive. Growth in real GDP reached 7.4 per
cent in 1992, 3 per cent in 1993, and 4.3
per cent in 1994, inflation was brought
down to under 3 per cent in 1993, al-
though it accelerated again in 1994; the
exchange rate has stabilized after large
devaluations in 1990 and 1991; the pub-
lic sector has showed a surplus or a very
small deficit inrecent years; and all ar-
rears to external creditors were cleared
early in 1991.13

The present economic situation
and problems

While the stabilization programme has
been mainly successful, problems re-
main, both in terms of macroeconomic
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The Pueblo Viejo gold mine in the
Dominican Republic.

stability and long term growth prospects.
Despite continuing growth in tourist in-
come, local expenditure on the part of
free zone companies, and private trans-
fers from Dominicans working abroad,
the current account deficit is still grow-
ing, due to a high and growing deficit in
the trade balance. Exports (except from
free zones) have decreased each year
since the late 1980s and were 43 per cent
lower in 1993 than in 1989. While this
decline can be attributed entirely to de-
creased exports of traditional agricultural
export products and minerals, manufac-
turing production and exports outside the
free zones have remained stagnant.!4
Thus the foreign exchange constraint
may become important in the future,
even if the present positive net flow of
capital, duepartly to high real interest
rates, into the country can be maintained.

Other problems, which have been
present for a long time in the Dominican
economy, also persist. Agricultural pro-
duction is stagnant, due to the sub eco-
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nomic size of many holdings. The insuf-
ficiency of extension and rural credit
schemes has served to prolong the situa-
tion. Inequalities in income have in-
creased and a large proportion of the pop-
ulation lives below the poverty line.. In-
fant mortality is among the highest in
Latin America and sample surveys sug-
gest that between a third and half of chil-
dren under six years of age suffer from
moderate or severe malnutrition. Al-
though enrolment rates in primary
schools are high, so are late entry, repeti-
tion and dropout rates. 13

OVERVIEW OF THE
MINERAL SECTOR

Companies and operations

Since bauxite production in the Domini-
can Republic ceased in 1991 the metallic
mineral sector in the country consists of
two companies: Falconbridge Dominica-
na (Falcondo), which mines nickel ore
and produces ferronickel, and Rosario,

which mines gold and silver. Some non
metallic minerals, including salt, gyp-
sum, limestone and building materials
such as gravel, are also produced.

Bauxite

Bauxite production in the Dominican Re-
public was begun in 1959 by Alcoa. In
addition to bauxite, limestone was mined
on the same concession. Production costs
were low since there was no overburden
and the deposits were of relatively good
quality. The bauxite was shipped to Al-
coa’s alumina refineries in the United
States. At its peak, in 1974, production
reached almost 1.4 Mt. In 1982, bauxite
mining ceased, and the following year Al-
coa gave up its concession, mainly because
the Dominican Government, like the gov-
ernments of other bauxite producing coun-
tries in the region, had introduced an export
levy on bauxite. The size of the levy, 17
USD/t compared with an export unit value
of around 35 USD/t, made continued op-
erations unprofitable to Alcoa. 16
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In 1985, the limestone concession was
acquired by Ideal Basic Industries, a ce-
ment company based in the United States
which was interested in securing a supply
of limestone. In 1989, the company
agreed to mine the bauxite on behalf of
the Government and was paid a fixed
price for the material. This price did not
at all times cover the costs of the bauxite
operation, but the company accepted the
conditions since it was mainly interested
in the limestone deposits. The Govern-
ment sold the bauxite, mainly to Alcoa,
and was usually able to get a price con-
siderably higher than that paid to Ideal.

In February 1991 bauxite production
ceased, since the new deposits that Ideal
wanted to develop, and which would
have enabled the operation to survive for
a considerable number of years,had be-
come part of a national park. Limestone
production continued until 1993.

Nickel

Nickel ore is mined and converted to fer-
ronickel at Bonao by Falconbridge Do-
minicana (Falcondo), which 1is the
world’s second largest producer of fer-
ronickel after Société Le Nickel’s opera-
tion in New Caledonia. The company is
an almost wholly owned (85.3 per cent)
subsidiary of the Canadian company Fal-
conbridge Ltd. Production began in 1971
and has generally been between 20 000
and 30 000 t (nickel contained in ferron-
ickel) per year depending on the state of
the international nickel market. The en-
tire production is exported, mainly to
North America,Western Europe and
Asia.

According to an agreement with the
Government in 1969, Government in-
come from Falcondo was to be based on
income taxes and dividends and not on
royalties. From the start of production
until 1987, however, a number of unfore-
seen developments affected the profita-
bility of the project negatively. The rise
in oil prices led to major cost increases
while excess supply of nickel on the
world market resulted in depressed nick-
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el prices. In order to cover losses and
keep the company operating, the major
shareholders, Falconbridge and Armco
Steel (which subsequently sold its share
to Falconbridge), who had guaranteed
Falcondo’s loans, made large loans to
Falcondo. Since the prevailing rates of
interest were high, Falcondo showed no
or very low profits, and the Government
did not receive the income from the
project that it had counted on. In Novem-
ber 1987, the Government issued a de-
cree levying a special contribution tax on
all exports. The amount of the tax was
about 25 per cent, with the exact levy
varying depending on the development
of the peso’s rate of exchange against the
US dollar. Falconbridge contended that it
should not pay the tax since the 1969
agreement excluded Falcondo from all
taxes except income taxes. The Govern-
ment insisted that the tax should be paid.
After protracted negotiations, during
which shipments of nickel were at times
blocked by the Customs Department and
Falcondo suspended its production activ-
ities, an agreement was eventually
worked out in May 1988. Since the Gov-
ernment was unwilling to accept that Fal-
condo be taxed only on accounting prof-
its, the basis for the imposition of taxes
was to be the difference between deemed
revenues and costs. Deemed revenues
were based on quantity exported valued
at the average three month price of nickel
on the London Metal Exchange. Deemed
costs included a base cost adjusted for
changes in crude oil prices and infla-
tion.17 Subsequently, the Government
agreed to accept accounting costs and
revenues as the basis for calculation of
taxes and to tax the company at a rate of
approximately 50 per cent of its financial
statement earnings. The new agreement
was formally signed in September
1994.18

Gold

The gold deposit at Pueblo Viejo had
probably already been exploited for some
time when the Spaniards started working
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it in 1505. Following discovery of richer
deposits in continental South America,
the deposit at Pueblo Viejo was aban-
doned in 1525!° and was only reopened
in 1971, when Rosario Dominicana S.A.
started gold mining operations. The com-
pany was owned by two United States
companies (Rosario Resources Corpora-
tion and Simplot Industries Inc.), each
holding 27 per cent of the shares, and by
the Government through the Central
Bank (the remaining 46 per cent). In
1979, the Government bought the 54 per
cent foreign interest for 70 MUSD. Rosa-
rio Resources continued to operate the
mine under a management contract for
some years after this.

The deposit consists of three types of
ore: oxidized ore on top, a transition zone
with a mixture of oxidized and sulphide
ore below this, and sulphide ore further
down. The oxidized ore, which was ex-
clusively mined in the beginning, is rela-
tively soft and can be easily milled with-
out major losses of gold and silver. The
ore in the transition zone and the sulphide
ore are considerably harder.

Production was about 10 tons of gold
and 50 t of silver per year until the mid
1980s, when it started declining. In 1992,
only 2.6 t of gold and 13 t of silver were
produced. The ore is converted to dor),
an alloy of gold and silver, which is
shipped to the United States forfurther
smelting and refining.

There were several reasons for the de-
cline in production. Most importantly,
when mining reached the transition zone,
the rate of recovery of gold and silver fell
since this ore could not be ground finely
enough with the methods and equipment
used for the same amount of precious
metal content to be extracted. Further-
more, the sulphur content of the sulphide
ore posed problems with regard to sul-
phur disposal. It was initially proposed to
roast the sulphide ore and produce sul-
phuric acid from the sulphur. This would
however entail very high capital costs
and there was a great degree of concern
among the general public about the risks
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to the environment of shipping sulphuric
acid, either by train or by pipeline, to the
coast for export. Eventually, another
process was chosen. In this process, the
ore will be finely ground and a sulphide
concentrate, containing most of the sul-
phide material in the ore, will be pro-
duced by flotation. Gold and silver will
be extracted from the sulphide concen-
trate through cyanidation and a carbon in
leach process. From the remaining con-
centrate, a zinc sulphide concentrate,
containing all of the sulphur, can be pro-
duced and sold for export. Since waste
rock and tailings will still contain some
sulphide material, the process will neces-
sitate investments to ensure that this ma-
terial does not escape to the surrounding
environment.

The process of arriving at a decision
took a long time, however, from 1987 to
1993. The fact that the company manage-
ment had to refer all decisions to the Cen-
tral Bank and the highest levels of Gov-
ernment is likely to have caused consid-
erable delay in the decision making proc-
ess. Meanwhile, production and income
fell, since only selected, softer parts of
the orebody could be mined, and since
the recovery of gold and silver was low.
Furthermore, the operation, which had
been self financing with regard to re-
placement of equipment, could no longer
generate the surplus needed to maintain
and replace machinery. Since the compa-
ny had not been allowed to retain suffi-
cient earnings to ensure capital replace-
ment and necessary repairs, any invest-
ment funds had to come from the Gov-
ernment, which did not provide enough
funds to maintain the equipment. This
contributed to the fall in production. The
company’s financial situation also be-
came increasingly precarious and it was
becoming unable to service its debt.

A decision to restructure the company
entirely was taken in 1992. The mine was
then closed from March 1993 to April
1994. The objectives of the restructuring
include implementation of new produc-
tion methods and a financial reconstruc-
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Table 3. Production of main minerals, 1975 — 1993

1975 1980 1985
Bauxite! 886.6 587.6 0
Nickel? 269 164  30.1
Gold? 57 115 102
Silver* 3.0 511 50.1

1988 1990 1991 1992 1993
168 85 7 0 0
29.3 28.7 290 275 239
6.4 43 3.1 2.6 04
42.6 21:6 217  13.0 1.7

Sources: UNCTAD: Commodity Yearbook (bauxite); Falconbridge Dominicana (nickel); Ro-
sario Dominicana (gold and silver); Banco Central de la Reptiblica Dominicana: Boletin tri-
mestral, October December 1993, Santo Domingo, April 1994 (figures for gold and silver in

1993).

Notes: 1. Thousand tons gross weight. 2. Thousand tons nickel content in ferronickel. 3. Tons
gold content in doré. 4. Tons silver content in doré.

tion. Loans have been obtained from the
European Union under its SYSMIN
scheme for the initial stages of the recon-
struction.

Non metallic minerals

There are about 20 different companies
operating in the non metallic minerals
sector, producing almost entirely for the
domestic market. Limestone has been
produced by Ideal, which also produces
agglomerate for construction, and by Ro-
sario and a couple of other companies.
Gypsum, marble and salt are also pro-
duced, mainly by the state owned con-
glomerate CORDE (Corporacion Do-
minicana de Empresas Estatales). Final-
ly, the Dominican Republic is one of the
few countries where amber is found. The
amber, the collection of which is an arti-
sanal activity, is mainly used for local
production of jewelry, part of which is
exported.

Exploration by foreign investors

The improving economic situation, to-
gether with recent and expected changes
in legislation, has had the effect of stimu-
lating interest in the Dominican Republic
on the part of foreign investors. Several
international mining companies, includ-
ing Cominco, Canyon Resources, Battle
Mountain, Mitsubishi and BHP Miner-
als, have initiated exploration pro-

grammes for gold and base metals inthe
country, and in some cases, promising
deposits have been identified.

Economic importance

of the mineral sector

The development of mineral production
and exports is shown in tables 3 and 4.
Since production and export quantities
are identical for the minerals shown, ex-
cept for variations due tostock changes,
export values rather than quantities are
shown in table 4.

As seen from table 4, mineral sales
have made a significant contribution to
export income. Mineral exports account-
ed for between 20 and 40 per cent of total
export revenue (including exports from
the free zones) in the latter half of the
1970s and in the 1980s. While the in-
crease in mineral export proceeds com-
pensated to some extent for the fall in ex-
port revenue from agriculturalcommodi-
ties, it was however not sufficient to pre-
vent a deterioration of the trade balance.

While the mineral sector’s share in
GDP (generally around 4 per cent) or
employment (about 1 per cent) is not es-
pecially important, its contribution to
Government income has at times been
highly significant. Table 5 shows some
estimates of Government income from
the mineral sector. Since this information
is not included in any official statistics,
the data have been obtained from a varie-
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Table 4. Value of exports of main minerals, 1975 - 1993 (MUSD)

1975 1980 1985
Bauxite 16.7 18.5 0.0
Nickel 102.2 1013 120.7
Gold 28.1 227.1 1044
Silver 04 322 194
TOTAL 147.4 379.1 2445
Share
of total exports,
per cent! 16.0 352 25.7

1988 1990 1991 1992 1993
1.7 0.5 0.2 0.0 0.0
461.5 300.0 275.0 211.0 133.8
89.0 527 241 3.9
8.8 33 2.8 0.9 0.2
561.0 356.5 313.8 236.0 1379
40.0 19.5 15.7 11.7 7.5

Sources: UNCTAD: Commodity Yearbook (bauxite and nickel); Rosario Dominicana (gold
and silver); Banco Central a de la Reptblica Dominicana: Boletin trimestral, October — Decem-
ber 1993, Santo Domingo, April 1994 (figures for 1993).
Note: 1. Including exports from export processing zones.

ty of sources and some are estimates.
They include only Government income
items that are relatively easy to estimate
such as taxes on corporate income. They
include neither indirect taxes or import
tariffs paid by mineral sector companies
nor income taxes paid by their employ-
ees. Accordingly, the data are likely to
underestimate total Government income
from the sector considerably. Mineral
sector income has been highly variable
but it has also been of major importance
to the Government, in particular during
the period of mounting fiscal deficits in
the late1980s. This income helped to de-
lay the economic crisis that finally oc-
curred in 1990.

While the importance of the fiscal
linkage is evident, the mineral sector’s
production/consumption linkages to oth-
er sectors are relatively unimportant in
the Dominican Republic. With the excep-
tion of basic building materials for do-
mestic use, the sector’s output is export-
ed in relatively unprocessed form (al-
though the nickel ore mined by Falcondo
is converted to ferronickel). It is highly
dependent on imports of equipment, ma-
chinery and process inputs. While the
large mining operations thus function
more or less as enclaves in the economy,
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they are of course important to the local
economy of the regions surrounding the
mines, since they provide local employ-
ment (Falcondo and Rosario have togeth-
er employed slightly less than 2,000 peo-
ple in recent years, and since their mines

are located in the same area they have to-
gether accounted for a significant portion
of local formal employment), infrastruc-
ture and services such as schools and
medical care.

Legislation

The Mineral Law, which dates from
1971, is similar to mining laws in most
other countries, based on a system of
concessions where the only slightly unu-
sual feature is the very long duration of
exploitation concessions (75 years as op-
posed to 25 years or less in most other
countries). Taxation conditions were de-
fined in the law, and were frozen for 25
years following the granting of the con-
cession. In 1993, however, the tax provi-
sions of the Mineral Law were abolished
and taxation of mining enterprises was
changed to conform with taxation of en-
terprises in general. Other taxes defined
in the law consist of the annual mining
patent which is relatively insignificant,
and the royalty or minimum tax which is
equal to 5 per cent of export sales. Im-

Table 5. Estimated Government income derived directly from the

mineral sector, 1975 — 1992 (MUSD)

1975 1980 1985 1988 1989 1990 1991 1992
Bauxite! 50 100 00 20 18 08 03 0.0
Nickel? - - - 1233 1352 710 620 37.4
Gold and silver? 57 148.0 13.7 56.5 305 113 2.3 1.4
TOTAL 10.7 158.0 137 181.8 167.5 83.1 64.6 38.8
Total government
revenue® 694.7 954.0 5547 762.1 964.1 860.3 796.8 1353.6
Mineral sector
income in per cent
of government
revenue 1.5 16.6 25 239 17.4 9.7 8.1 2.9

Notes: 1. Estimate of Alcoa’s tax payments in 1975, based on export levy of 17 USD/t in 1980,
based on 10 USD/t profit 1988 — 1992. 2. Negligible tax income and no dividend payments
1975 — 85, annual reports of Falconbridge Dominicana 1988 — 89 and 1992, estimates by
UNCTAD secretariat 1990 — 91. 3. Figures from Rosario Dominicana. 4. International Mone-

tary Fund: International Financial Statistics.
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ports of equipment, machinery and in-
puts to production may be wholly or part-
ly exempted from import duties andtar-
iffs. Provisions for accelerated deprecia-
tion for equipment exist.

Unlike the situation in almost all other
countries, there are no regulations sup-
plementing the Mineral Law. Conse-
quently, detailed application of the law
and the specific conditions under which
companies, including foreign investors,
can operate, are subject to interpretation
of the Mineral Lawby the Government
authorities and to negotiations.

GOVERNMENT POLICIES

The mineral sector as a source of
growth

As was discussed in earlier sections, the
mineral sector, particularly in the late
1980s, provided the foreign exchange
and Government income that made
growth possible and helped in postpon-
ing the economic crisis. As a result, how-
ever, the continued strength of the miner-
al sector itself risked being compro-
mised, since the income appropriated
from it by the Government precluded the
investment necessary to maintain and ex-
pand production. Falconbridge managed
to ensure the viability of its operation
through negotiations with the Govern-
ment, resulting in agreement on a basis
for calculation of its taxes which recog-
nized the need to ensure the availability
of funds for continued investment. In the
case of Rosario, the situation was al-
lowed to deteriorateto the point where a
complete reconstruction of the company
was necessary.

In the case of both the existing metal
ore mines, the changes in the conditions
under which the companies operate, to-
gether with the need for large invest-
ments at Rosario, make it likely that
Government income from this source
will remain lower than in the past for sev-
eral years to come. It should be noted,
however, that even under the changed
operating and taxation conditions, the
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mining companies remain major tax pay-
ers, in particular since they do not benefit
from the same generous fiscal incentives
as do other growing sectors such as tour-
ism or processing of agricultural prod-
ucts.

Government income is also likely to
accrue from new mineral projects that are
currently under consideration or devel-
opment, but this income is not likely to
be significant within the next few years.
Furthermore, while it appears that the at-
tractiveness of the Dominican Republic
from the point of view of geological con-
ditions is not in dispute, the success of
new projects will depend on investors
continued confidence in the Government
as well as on developments in other
countries with which projects in the Do-
minican Republic have to compete for
exploration and investmentfunds.

While the mineral sector cannot be
counted on for infusions of funds to the
Government budget of similar size as in
the 1980s, it will remain important as a
source of export income, in particular
once gold exports regain their previous
levels. As seen from table 4, mineral ex-
ports constituted a significant part of to-
tal exports even after the Rosario mine
had been obliged to reduce production,
and it was the main export oriented activ-
ity outside the free zones. With Rosario
operating at full capacity, the sector
could be counted on to provide 15 to 20
per cent of current account income in the
near future, or twice that currently accru-
ing from the free zones in the formof lo-
cal expenditures by companies in the
zones.

The mineral sector has so far failed to
make a lasting contribution to economic
development in the Dominican Republic
in terms of replacing the capital assets
embodied in the mineral deposits by oth-
er forms of capital. Instead of being in-
vested in the development of infrastruc-
ture, new industrial capacity inside or
outside the mineral sector or improved
human resources, the income went to-
wards maintaining levels of consumption

and public investment which in retro-
spect proved to be unsustainable. The
economic reform process now under way
may result in changes which would chan-
nel mineral sector income to productive
investment more effectively. Appropri-
ate budget policies should also help to
channel Government income from the
mineral sector to productive investment.
Finally, given the variability in mineral
sector income, it might be useful to con-
sider the possibilities of separating Gov-
ernment income from this sector from
other income and to accumulate funds
during high income years to be drawn
down during years of low income. Such
funds could be used to ensure the contin-
ued viability and development of the sec-
tor and/or as a source of finance for gen-
eral development projects, aiming in par-
ticular to build up capital, both physical
and human, in replacement of the natural
resource capital consumed through the
miningoperations.

The potential for using the mineral
sector as a source of both foreign ex-
change and Government income justifies
particular attention being paid to the de-
velopment of the sector on the part of the
Government. In particular, the Govern-
ment has a role to play in facilitating and
supporting sector growth. In this context,
it will be important both to attract foreign
investment andto facilitate the growth of
domestic mining companies.

Foreign investment

The Government policy on foreign in-
vestment has undergone changes in re-
cent years, perhaps partly as a result of
the conflict with Falconbridge and the
manner in which it was resolved. The
Government is now actively trying to at-
tract foreign investment in the mineral
sector and several foreign companies
have initiated exploration programmes in
the country. Taxation conditions have
been made more favourable and facilities
for drawback of duty payments on im-
ported equipment have been introduced.
The more stable economic conditions in
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The Falconbridge nickel mine in
Bonao, the Domincan Republic.

general have of coursealso contributed to
the increased investor interest.

It appears, nevertheless, that more
could be done to attract foreign invest-
ment. Investors are critical of the Mineral
Law which, in the absence of detailed
regulations for its application, is consid-
ered to leave too much open to negotia-
tion. While very large international min-
ing companies might in some cases ap-
preciate the potential flexibility of condi-
tions, more precise conditions and great-
er assurance of the stability of these con-
ditions would probably make it easier for
all potential investors, including very
large ones, to commit funds for explora-
tion and development. The introduction
of clear and transparent guidelines and
regulations in the area of environmental
protection would also considerably reduce
investor uncertainty. Another measure that
would serve to attract foreign investment
would be the upgrading of basic geologi-
cal information in the form ofmaps, re-
ports, databases etc.

There is also scope for improvement as
regards the benefits that foreign invest-
ment in the mineral sector could yield to
the rest of the industry, that is, the do-
mestic mining companies. Transfers of
skills from foreign investors to domestic
companies could be facilitated through
the organization of workshops, exchange
of personnel and informal training
events, and non-proprietary geological
information acquired by foreign compa-
nies could be made available more effi-
ciently.

The domestic mineral sector

The existence of a few large scale opera-
tions in the country has not led to the es-
tablishment of medium and small scale
mining companies. The reason for this is
partly the absence of mining traditions.
Countries with an important medium and
small scale mining industry, such as Aus-
tralia, Canada, Chile and Peru, generally
have a history of mining extending into
several decades or even centuries. An-

other reason is that higher education and
training opportunities in mining related
disciplines are limited.20

Only a few Dominicans thus have the
experience and knowledge necessary to
establish their own mining enterprises.
The scarcity of easily accessible geologi-
cal data may also be an obstacle for
smaller enterprises in the sector. Further-
more, it is likely that the abundant busi-
ness opportunities in sectors such as tour-
ism, combined with high real interest
rates, perceived high risks and the signif-
icant capital needs of even medium scale
mining ventures have resulted in a low
degree of interest in the mineral sector on
the part of local entrepreneurs. The fac-
tors just cited (high risks and capital
needs) could of course also be said to jus-
tify the Government’s involvement in
mining. However, while this argument
would appear to have had at least some
validity in the past (in particular with re-
gard to Rosario), it should carry less
weight following theeconomic reforms,
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an important aim of which is to improve
the functioning of capital markets.

A more supportive environment for
private sector initiatives in the mineral
sector is likely to result from the econom-
ic reforms. This could be further assisted
by a restructuring or, possibly, at least
partial privatization of CORDE’s miner-
al interests. Greater efforts on the part of
the

Government with regard to improved
availability of geological information,
training and export promotion would also
be likely to have positive effects. Rosario
and CORDE could both act as catalysing
agents for the development of a private
domestic mineral sector in the same way
as suggested above in the case of foreign
investors, a role which neither of them
appears to haveplayed in the past.

Notes

1. Data on land use are from United Nations
Food and Agricultural Organization: Agro-
stat.

2. These policies included a Land Registra-
tion Law, which was introduced in 1920,
when the Dominican Republic was occupied
by the United States, and which led to a very
large increase in the land controlled by sugar
companies. The sugar companies were also
exempt from duties on imported machinery
and from taxes on profits, and land needed for
the construction of infrastructure necessary
for sugar exports was expropriated by the
Government for the use of the companies. For
a detailed discussion of the factors governing
economic development in the Dominican Re-
public and how they were related to the dom-
inance of sugar production, see Claudio Ve-
dovato: Politics, Foreign Trade & Economic
Development: A Study of the Dominican
Republic,London 1986.

3. Quotation from Ian Bell: The Dominican
Republic, Boulder, Colorado, 1981, p. 281.
4. The fluctuations in sugar export incomes
were a function not only of variations in
world market prices, but also of the size of the
United States import quotas for sugar from
the Dominican Republic. From 1973, ex-
portquotas under the International Sugar
Agreement added to the variations and unpre-
dictability of export volumes.

5. In 1967, a dual exchange rate system was
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introduced, with foreign exchange at the offi-
cial rate (parity with the United States dollar)
being made available almost exclusively for
imports of capital equipment and intermedi-
ate goods. Companies in export processing
zones were exempted from foreign exchange
restrictions but had to pay local costs of pro-
duction in Dominican pesos exchanged at the
official rate.

6. According to Vedovato (op. cit. p. 129)
construction increased at an annual rate of
16.4 per cent from 1968 to 1974.

7. Figures from UNCTAD: Monthly com-
modity price bulletin.

8. Vedov ato, op. cit., p. 121.

9. Vedovato (op. cit., p.123) reports that un-
der utilization of capacity was widespread
during the period. This is likely to have been
seen by the authorities as an argument in fa-
vour of limiting the number of classified
firmsin any sector.

10. The incentives included complete exemp-
tion from corporate or personal income tax on
income earned from tourism and exemption
from import duties and taxes on goods and
material necessary to build, equip and furni-
sha tourist facility (provided the goods were
not available from domestic producers on
competitive conditions).

11. World Bank: World Tables.

12. Employment in the zones increased from
16 400 in 1980 to 120 000 in 1991.

13. World Bank: Trends in Developing Econ-
omies, Washington, D.C. 1993.

14. It is not clear to what extent the expansion
of manufacturing in the free zones has taken
place at the expense of industrial export ori-
ented activities outside these zones, although
it appears reasonable to assume that the op-
portunities offered by the free zones have at-
tracted investment capital which might other-
wise have beeninvested in manufacturing in
other parts of the country.

15. World Bank: Trends in Developing Econ-
omies, Washington, D.C. 1993.

16. According to UNCTAD: Commodity
Yearbook, the average unit export value for
Dominican bauxite during the years 1978 to
1982 was 34.60 USD/t, which means that the
levy accounted for almost half of the export
value. The average unit export value for all
bauxite exporters during the same period was
27.18 USD/t, and those for other Caribbean
exporting countries (where governments had
also instituted policies intended to appropri-
ate a larger share of the resource rent) were

31.94 USD/t in Haiti (where bauxite mining
also ceasedin 1982) and 28.62 USD/t in Ja-
maica (where bauxite mining decreased dra-
matically after 1980).

17. For a detailed account of the negotiations
between Falconbridge and the Government,
see Roger L.M. Dunbar: International rene-
gotiations: the case of the Dominican Repub-
lic and Falconbridge, Natural Resources Fo-
rum, New York, November 1991.

18. American Metal Market, New York, 7
September 1994.

19. Between 1503, when gold began to be ex-
ploited in Hispaniola, and 1520, about 15.5
tons of gold were exported to Spain. Figure
quoted in Ian Bell: The Dominican Republic,
Boulder, Colorado, 1981, p. 329.

20. Only the Universidad Catélica Madre y
Maestra at Santiago in the northern part of the
country educates mining engineers (since the
1970s). u
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