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1. Introduction 
The natural copper in Chile is a natural resource that stands for one third of the world’s copper 
and Chile the country with the largest copper deposits (Garside,  2019 ). The copper mines in 
Chile have been a very politicized matter and in an New York Times article from 1971 the 
authors discussed that the Chilean president's move to nationalize the copper resources may 
cause enormous tensions with the US financial interests (de Onis, 1971). The military coup in 
Chile in 1973 is today acknowledged as a response from the US president Nixon, to the elected 
president Allende's move to nationalize the copper mines. The mines stod for 90 % of the export, 
valued at $750-million dollars and directly affecting the US-owned companies mining in the 
area, which controlled 80 % of the mines (de Onis, 1971; Horrock, 1975; Petras & Morley, 
1977). After the US-financed coup  in 1973 a 17-year long dictatorship followed, controlled by 
general Pinochet ( O'Shaughnessy, 2013). The general Pinochet supported the neoliberal ideas of 
the “Chicago Boys” and he sold  many state owned companies to below market value for allies 
and supporters of the regime. Pinochet institutionalized the free market model in Chile. In 1974, 
under the doings of the military dictator Pinochet, Chilean state opened up and sold back the 
nationalized copper minings to the US-owned and controlled companies such Anaconda and 
Kennekott with interest rate and including the “loss” of income during the period 1970- 1974 
(Fortin, 1975). 

Today, almost 50 years after the military coup and the nationalization of copper in Chile 
the question regarding the resources has yet again become a highly political question in the midst 
of what is known as the ‘Chilean protests’. The protests began in 2019 as a response to increase 
of metro fare ticket prices but soon it became clear that core question was the widespread 
inequality and lack of social welfare system the protesters were protesting against, consequences 
of the political climate and neo economical ideas that were upheld during the military regime 
(1973-1998) and then never reversed. (Franklin, 2019)  

The example of Chile links together economic history and the management of resources 
tightly to the developments of society in a larger perspective. The purpose of this report is to 
examine how to manage natural resources and the purpose of underlying the significance of 
mining for the Chilean economy from a long-run developments perspective.  
 
Research question  
How to manage finite resources and who should be the beneficiary- through developments 
economics perspective? “A study of the significance of mining for the Chilean economy.” 
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2. Theoretical Framework 
This report begins with laying the foundation of what neoliberalism is and the idea of the state in 
neoliberalism.  

2.1 Neoliberal idea of the state  
The core idea within the neoliberal idea of the state is to liberalise and privatize markets. The 
neoliberal agenda rests on two main assumptions. The first assumption is increased competition, 
which a state achieves through deregulation and the opening up of domestic markets for foreign 
investors and foreign competition. The second is a smaller role for the state, achieved through 
privatization and limits on the ability of governments to accumulate debt or shortfalls in a 
government's income. The Neoliberal ideas began to spread in the 1930’s though it took until the 
1980’s for the ideas to really gain momentum. In a review by the International Money Fund the 
authors Ostry, Loungani and Furceri (2016) cite the correlation of anaemic growth, 
boom-and-bust cycles and inequality as consequences of Neoliberalism. (Metcalf, 2017) 
 

2.2 Concept of externalities - copper 
Mining of copper is associated with both water pollution, air pollution as well 

acidifications and far reaching, accumulated environmental och sociological damages. The 
concept of externalities gathers these negative effects as well as positive effects. Positive 
spillover externalities in the case of copper might be the development of infrastructure, adhering 
knowledge expertise or development of technologies. (Adler, 2007; Bernes and Lundgren, 2009; 
Martinez-Alier 2012).Examples of positive externalities might also be government requirements 
which pressure mining companies to build and maintain infrastructure in remote regions - which 
can be used as a general good for the public (Otto et al, 2006). In the case of Chile,the concept of 
externalities will be broadened including finances to state for the funding of health, education 
and pension funds. (Riesco, 2008) 

Internalizing externalities into the price of the exported commodity, is one way of 
acknowledging the harm industry activities have on the environment. Externalities ought to be 
viewed as cost-shifting success (Martinez-Alier 2012). From a historical and capitalistic point of 
view it is often argued that benefits of mineral extraction such as copper outweigh the social and 
environmental damages that are generated by mineral resourcing. Martinez-Alier (2012) 
discusses the difficulties associated with mining, the subject of a Pareto improvement due to 
negative externalities sprung from mineral extraction allows for compensation under the Kaldor- 
Hicks rule, which states those better off can compensate those worse off and that a net profit still 
will be accomplished. (Martinez-Alier 2012)  
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2.2.1 Taxation in fiscal regimes - mineral tax  

Mineral tax is aimed at correcting some of the many negative externalities which have 
been generated and associated with mining, or as a provider to increase public goods in primarily 
hosting areas. (Pareds and Rivera, 2017) Mineral tax or rents is the most direct way for a 
government to subtract or get a part of the gains generated by the mining. Common types of 
mineral taxes, or royalties, are a general tax on profits, non-ad valorem and ad valorem taxes 
(Pareds and Rivera, 2017). Different types of taxes and rents are employed globally, for example 
in Canada mining companies are required to spend a minimum amount of money each year to 
hold the right to explore over a certain territory. (  

Discussed in the extensive report on Mining Royalties by Otto, Andrews, Cawood, 
Doggett, Guj, Stermole, and Tilton in the publication from the World Bank (2006) that the 
optimal level of mineral tax is contextual. Otto et al (2006) argues rising taxes can in the long 
haul make it less profitable to carry out exploration and development of mines.  

2.3 Economic developments 

2.3.1 Backwards versus forward linkages      

Governments may insist that transnational companies use domestic, local suppliers or domestic 
workers i.e. creating backward linkages. These requirements increase production costs and 
thereby lower eventually profits or benefits that the government can reap in the form of mineral 
rents. (Otto, et al 2006)  

2.3.2 Gini coefficient and GDP developments  

Gini coefficient measures inequality by comparing and measuring for example income. Where a 
higher value on the Gini scale indicates high inequality. Income inequality has both political and 
economic impacts such as slower GDP growth, reduced income mobility, greater household 
debt, political polarization, and higher poverty rates. (“Gini Coefficient By Country 2020”, 2020) 
The GDP development over that last 25 years suggests that the mining industry contributes with 
a varying 10-15%. (Riesco, 2020 )  

3. Method  
This report sets out to investigate and deepen the understanding of managing natural resources 
from and development economics perspective. The report is carried out within a qualitative 
approach, to create an understanding and explanation as well as opportunities to manage finite 
natural resources in a globalized world. This report consists of data from secondary sources. 
The main data used in the empirical section is collected from official websites, reports such as 
the World Bank and the United Nations as well as acknowledged journals like New York Times. 
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In cases where no official reports or website’s have been available facts have been double 
checked to assure reliability and neutral stand.  Important to stay critical as a reader as well, and 
as Alvesson & Sköldberg (2017 p.101) puts it ‘sources are never objective’. This report is built 
on an adaptive approach (Alvesson & Sköldberg, 2017).  

4. Empirical findings 
The saying “You have to know the past to understand the present” could not be more applicable 
than in the case of Chile.The idea of neoliberalism is evident and prevalent in the developments 
of the state machinery in Chile since 1973, although it might not be represented in the strictest 
way it still generating and setting a ‘laissez faire’ spirit over the country's economic policies. 
(Cypher, 2005; Riesco, 2008) 

4.1 Chicago Boys in Chile, 1973-1982 
“The Chicago boys' ' were Chilean economics students who travelled to the US to study and 
were influenced by the neoliberal economics taught at the University of Chicago (Metcalf, 
2017). During the first year of the military regime it operated under what is referred to as “state 
of emergency”. Though quite quickly the dictator Augusto Pinochet outmanoeuvred his rivals 
and a new government was created in July in 1974 through 1978, to consolidate his power and 
ambitions. This new appointed government was dominated by military leaders and Pinochet, a 
man named Jorge Cauas as Minister of Finance, a stark believer in the Chicago Boy's ideology. 
Another alie of the Chicago Boys, Sergio de Castro was also appointed. (Cypher, 2005) 

Under the years that followed, the 725 companies that previously had been state owned 
were sold to prices far below market value to supporters of the military. Only the 30 largest 
generated a subsidy estimated to over 6 billion USD for their new owners. Jorge Cauas and 
Sergio de Castro were an important part of the “Chicago Boys'' that dictated the new structure of 
the military regime, and they got more and more autonomy in defining the economic policies for 
Chile. In the emerging business elite focus was short term gains and low interest of products or 
process developments. The world watched and admirers of the Chicago School saw Chile  as an 
example where the industrialization was far going and the economy kept growing. 

The Chicago Boys impact would be far greater than could have anyone imagined. A thick 
book of market-orientated policies they had put together, known as “the brick” became a 
blueprint setting out how the Chilean economy would run (Davies, 2019). Though foregin debt 
exploded and by 1981 Chile had a deficit of 71% of their exports, i.e. 2,7 billion US dollars and 
49,5 % of the value of exports was absorbed by the loan service, the economy was in cracks. The 
new regime abandoned the manufacturing industry in Chile without any hesitations of what the 
consequences might be. The withstanding effect is that Chile does not have its own 
manufacturing sector from which to generate a domestic production and motor for the economy 
since it is such a resource rich country. The aim of the military dictatorship and the Chicago 
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Boys era was to destroy the previous socio-economic framework, claiming that state owned 
enterprises were inefficient and was the reason for Chile’s weak economic developments. The 
Chicago Boys liberalised and privatized without paying any regards to the macroeconomic 
context.(Cypher, 2005) 

4.1.1 The legacy of neoliberalism idea of the state  

 The economic policy changes that had been made during the Chicago Boys era left a deep and 
obvious trace in the socioeconomic developments in Chile. The policy for companies and 
establishments stated that all private companies operating in Chile should be treated equally - 
and all of them should be offered the most favorable conditions ever. This perspective does not 
at all cover nor does not it at all consider any mining rent. In a remarkable way the laws from the 
dictatorship, (1973-1990) are through the Chilean constitution still upheld, an example is the 
statement that “all mineral resources belong to Chile, inalienably” (Riesco, 2008 p.7) 

The legacy also includes resistance towards the neoliberal ideal,  workers in the mine of 
one of Chile's biggest mines organized in 2006 a strike which halted production for 25 days and 
for the first time since 1972, lifted the topic of nationalization of copper. Since then strikes in 
mines have become more reaccurrent as suppliers to CODELCO protested all along the year 
2007 and the mineworkers are also a part of the national uprising in 2019- now demanding 
copper to be nationalized. (Davies, 2019; Riesco,2008)  

4.2 Copper policies and practices - resource curse in Chile 
Chile has for a long time been relying on its natural resources, such as copper, through exports 
and direct foregin investment. In  development economics this is usually referred to as “resource 
curse”. In other words Chile has chosen an easy path and become “path dependent” by relying on 
its resources, first the nitrates and the copper (Cypher, 2005).  

In 1970 as much as 76 % of Chile’s exports came from mining and the mines were 
unionized and later, by the president Salvador Allende, nationalized. Instead of engaging in 
copper-mining advancements and  initiating a copper-led industrialization the military 
dictatorship left the copper resources to foregin companies. During 1989-1995, 60% of the direct 
financial investment in Chile went to mining activities. Which were mainly transnational firms 
with permission to expand under the new constitution, formed by the military regime in 1980. 
Chile stod for 80 % of all new copper reserves being discovered globally during the years 1974 - 
1999. The copper mining industry in Chile could have been a source and foundation on which to 
build and develop the Chilean society. A state - led policy focusing on economic development of 
the mining sector could have generated a driving source for the economic developments of the 
countries as a whole - instead the military dictatorship chose to focus on other products as fresh 
fruit, wine and aquatic resources such as fish.  
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4.2.1 Mining taxation and property rights  

Since 1983 the National Mining Code in Chile states that the state has ownership of all mineral 
deposits though outlines mechanisms which allow for firms to extract. The first concession 
allows for firms to explore ore deposits and grants them temporary property rights during the 
time taken to scan. The second concession allows firms to extract resources, minerals, granting 
companies full property rights not only over the land but over all the minerals extracted from the 
deposits. The exploration claims may be valid for up to four years, and the extraction claims are 
indefinite. (Paredes and Rivera, 2017). On a global level copper extraction has been increasing 
on average 1,5 % since 1990’s and the decreases in copper price should rather be explained as 
due to overproduction and not a falling demand (Martinez-Alier 2012). The report (Otto, et al 
2006) highlights the global differences there are in how to manage mineral rents and points out 
that Chile does not impose royalties rather relying on ad valorem–based systems as mentioned 
previously. Chile is known to have “reasonable” taxes, and tends to distribute them to mandated 
parties instead of adding them into the central treasury. 

Taking a closer look at the mining activities in Chile reveals that the state had opened up 
for and allowed for the private sector to make huge earrings in the mining sector. This was partly 
accomplished by very generous government permits which were issued for the private sector 
allowing the to “ show loss” on their investment and thereby minimizing or avoiding tax.  With 
47 transnational companies operating in Chile only three of these showed profit and thereby paid 
taxes. In the article by Cypher (2005) the author remarks that the chilean senator Lavandero 
revealed in 2001 that transnational companies used a combination of transfer pricing  schemes 
and fraudulent payment. In praxis this means that the parent company loaned funds to the 
Chilean sybudary and the subsidiary makes interest payments on these artificial loans - to avoid 
paying tax in Chile (Cypher, 2005 p.770). 

The state owned and managed copper company, CODELCO, paid 860 US dollar whereas 
the paid 156 US dollar per ton, in 1996 and these numbers stayed the same until 2005 (Riesco 
2008). It is still hard to get accurate numbers concerning the extractions and gains associated 
with the mining but since 2002 there has been an improvement (Riesco, 2008) In general this 
mirrors the huge economic rents that the Chilean state provides to private managed mining 
companies (Cypher, 2005). Up until 2005 private mines in Chile paid no royalty, all other 
nations with copper production charged a significant royalty. In 2006 a new law was accepted 
stating that companies with profit should pay 5% of their profit as a royalty and in 2010 another 
law was passed to regulate the taxations. In OECDs survey in 2013 there seems to be tendencies 
that firms are paying more comparable taxation with other resource-rich countries (OECD, 
2013). There are of course benefits for Chile to reap from mineral taxation. In Chile there 
are today three levels of mineral taxation, one based on declared profits, a second one on 
operating income and a third based on property concessions. The property concession law is 
discussed in an article by Pareds and Rivera’s (2017). By examining the effectiveness of the law 
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and its consequences and to generate public goods for the hosting communities, the authors point 
out the importance of mineral taxes in resource dependent countries. Paredes and Rivers (2017) 
suggests that the current taxes on mineral concessions are not enough to enhance local welfare in 
the hosting communities. The importance of copper in state politics and as a bread provider is 
evident in Chilean through the 21th century too.  

In July 2019 Chilean lawmakers approved changes to a law that forces state-owned 
CODELCO to transfer 10% of its annual export sales to the country’s armed forces. The ruling, 
Ley Reservada del Cobre (Restricted Law on Copper), has been on the books since 1958 and was 
strengthened during the 1973-90 military dictatorship of Pinochet.The minimum contribution 
expected is $180 million per year. During times with high copper prices, it increases to nearly $1 
billion, yearly. The last 17 years CODELCO has injected about $13.7 billion into the Chilean 
army. (Jamasmie, 2019) 

In January this year (2020) a new law mineral taxation law was approved by Chile's 
lower house mining committee. The new taxation law states that companies have to pay 3% on 
the value of the minerals extracted in the cases where companies produce over 12,000 tonnes of 
fine copper or 50,000 tonnes of lithium per year (“Chile lawmakers approve bill to up mining 
royalties, 2020”). The funds collected are thought to be used for the development of the hosting 
regions to mitigate environmental damage and externalities. Some say legislators are also trying 
to boost President Piñera's plan to counter the social unrest that Chile has been experiencing, the 
Chile Protests. (“Chile lawmakers approve bill to up mining royalties, 2020”).  

4. 2.2  GDP, Gini coefficients and mining results  

The gini coefficient value for Chile is 50,5 which indicates that there is a troublesome inequality 
in the country although the coefficient does not provide an answer as to what is causing the 
inequality (Gini Coefficient By Country Population, 2020). The importance of the Chilean 
copper resource is huge and so are the earrings made from extracting it. In a working paper by 
United Nations Research Institute for Social Development, the author Riesco (2008) points out 
that the sum of the earrings collected by transnational companies is roughly the overall Chilean 
social policy budget, including, pensions, health and education - all put together, on a yearly 
basis.  Backward and forward linkages, horizontal developments within the mining sector could 
easily be employed and enhanced by the state governed mining company CODELCO an. (Cyper, 
2005) An example of forward linkages is refinement of copper. For example, the value of 
shipping unrefined copper compared to refined copper was estimated during the 1990’s to cost 
(as lost revenue) Chile 400 million US dollars annually. (Cyper, 2005)  

5. Analysis 

The long-run environmental, ecological and social effects in the case of mining resources in 
Chile are many. The core lies with the neo-liberal ‘laissez faire’ policies, where most of the 
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mineral rent of the millions of tons mined end up at private owners and these are often foregin 
owners instead of contributing as positive externality to fight the rising domestic inequality with 
education. The lack of backlinkages is weakening the Chilean mining industry itself in a longer 
perspective. On top of this, very generous terms to invest in mining in Chile due to direct rent 
losses for decades have damaged the Chilean economy at large. The environmental, ecological 
and social effects are both immediate and long withstanding. This report has viewed and treated 
the concept of externalities as a broad concept including, as mentioned before, the lack of tax as 
direct losses of income due to the neoliberal policies in place.  

As illustrated by the Gini ratio Chile is a highly unequal country and this content is 
reflected in protests and strikes. At the heart of the continuous protests that surfaced last year, the 
Chilean Protests, lies a wish to re-nationalize the mineral resource. It has been the topic of the 
20th century and continues to be so in the 21 th century. A re-nationalization of mineral 
resources would be an incredible  opportunity and the Chilean people's chance to reap the fruit of 
the resources and invest the money in their country. For copper to be resourceful  for the Chilean 
economy, there must be mineral taxation in a more effective way then the laws of today. There 
are still huge environmental damages that this text does not dig deeper due to limitations of the 
assignment but that also will impose huge costs for the hosting society's health and 
developments. This report highlights the importance of political power as an explanatory 
variable for also why things have become they have as well as highlighting that it is the political 
power that also must ignite a change. Nationalizing the mineral resources in Chile ought to be 
the highest priority through a polarized question. Having a hard time believing that the 
transnational companies gaining billions of US dollars will easily let go of what they seem 
themselves as entitled to. It is in that sense a sort of David versus Goliath struggle that has been 
going on for almost one hundred years. The story of Chile and its resources is an example of a 
frustrated development, but also so common in the developed world where there seems to be no 
standard on what taxes to impose, rather a lack of mineral rent, creating a race to the bottom in 
regards of income to the country and its social welfare.   There are so many possibilities linked to 
the mining industry and to its contribution to the Chilean GDP. A long term strategy is to create 
backward linkages with industrial policies that can support the mining sector with components 
and development and creating new jobs by using them as suppliers and contributing to the GDP 
by internal production instead of importing goods and machinery.  

6. Conclusion 
There might be a possibility for Chile to regain its opportunities that are embedded and 
associated with being a resource rich land and collect the economic reaps that the mining sector 
does generate but which still does not link back to Chile, just yet. Believing the best step forward 
is the nationalization of mineral resources. It is a political question which illustrates the 
complexity of what is development economics. The ongoing discontent that is reflected in the 
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Chile protests can hopefully be the turning point for the socioeconomic developments that so 
many have waited so long for. 
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