
ining in Latin America
 in the late 1990s

Fernando Sánchez Albavera
Georgina Ortiz
Nicole Moussa

M

  S
   

 E
   

R
   

 I
   

 E

recursos naturales e infraestructura

S

1

antiago, Chile, August, 2001
Natural Resources and Infrastructure Division



This document was prepared by Fernando Sánchez Albavera, Regional Adviser
in Mining and Energy, with the collaboration of Georgina Ortiz, Economic
Assistant, and Nicole Moussa, consultant, of the Division of Natural Resources
and Infrastructure of ECLAC. This work is one in a series of studies planned
under the programe of work of the Natural Resources and Infrastructure Division
in support of the Conference of Ministers of Mining of the Americas and the
Interparliamentary Conference on Mining and Energy in Latin America.

This study is an updated version of the document published under Serie Medio
Ambiente y Desarrollo No. 11 (LC/L.1148), October 1998.

The views expressed in this document, which has not undergone editorial
revision, are the sole responsibility of the authors and may not coincide with
those of the Organization.

United Nations Publication
LC/L.1253-P
Original: SPANISH
ISBN: 92-1-121302-9
Copyright © United Nations, August 2001. All rights reserved
Sales No.: E.99.II.G 33
Printed in United Nations, Santiago, Chile

Applications for the right to reproduce this work are welcomed and should be sent to the
Secretary of the Publications Board, United Nations Headquarters, New York, N.Y.
10017, U.S.A. Member States and their governmental institutions may reproduce this
work without prior authorization, but are requested to mention the source and inform the
United Nations of such reproduction.



CEPAL - SERIE Recursos naturales e infraestructura N° 1

3

Index

Abstract ….. ....................................................................................... 5
I. Variations in foreign capital inflows ................................... 7
II. New Environment for foreign investment........................ 11

A. Non discrimination against foreign capital.......................... 11
B. Registration and Authorization............................................ 12
C. Remittances abroad.............................................................. 13
D. Operating requirements ....................................................... 14
E. Treatment in case of expropriation...................................... 14
F. International arbitration ....................................................... 15
G. Investment protection agreements ....................................... 15

III. Changes in mining legislation ............................................ 17
A. State of domain and public interest ..................................... 18
B. Concessionary regimes ........................................................ 19
C. Environmental  protection ................................................... 22
D. Fiscal regime........................................................................ 22
E. Investment incentives .......................................................... 23

IV. Trade and taxation regimes in mining compared.......... 27
A. Trade liberalization............................................................... 27
B. Characteristics of tax regimes in selected countries of

 the region.............................................................................. 26
C. Incidence of taxation on mining operations.......................... 30
D. Impact of taxation on investment decisions.......................... 33

V. Factors underlying the performance of investments
in the mining industry ........................................................... 43
A. What makes mining competitive ......................................... 43
B. Factors arising from international market conditions.......... 45
C. Technological changes ........................................................ 52



Mining in Latin America in the late 1990s

4

D. Internationalization of environmental issues ..................................................................... 53
E. The global strategies of mining companies........................................................................ 54
F. Political stability and legal security ................................................................................... 56
G. Country–risk conditions: macroeconomic health and policies that favour mining ........... 57

VI. Mining investment in the 1990s ........................................................................................ 59
A. Investment in exploration................................................................................................... 59
B. Mining investment executed .............................................................................................. 64
C. Mining investment projection ............................................................................................ 68

Bibliography................................................................................................................................... 71
Annex .................................................................................................................................... 73
Annex 1: The main mining taxes....................................................................................................... 75
Annex 2: Deductions from the tax base ............................................................................................ 77
Serie Recursos Naturales e Infraestructura: issues published ....................................... 79

Table index

Table 1 Internal rates of return for model projects.................................................................. 35
Table 2 Internal rates of return by region................................................................................ 35
Table 3 Consumption of selected metals:  Growth rates, 1990–1997..................................... 49
Table 4 Latin America: Exploration expenditure by country, 1998........................................ 63
Table 5 Share of main metals in total investment, 1999–2007 ............................................... 68

Figure index

Figure 1 Privatization revenues in developing countries............................................................ 8
Figure 2 Latin America: net transfer of resources ...................................................................... 9
Figure 3 Distribution of profitability between earnings and tax payments…. ......................... 36
Figure 4 Tax revenue ................................................................................................................ 37
Figure 5 Taxable profits and profits tax ................................................................................... 41
Figure 6 Copper: consumption, production and prices............................................................. 45
Figure 7 Gold: Gap between supply and demand..................................................................... 46
Figure 8 World exports by product type................................................................................... 47
Figure 9 World metal and mineral consumption ...................................................................... 48
Figure 10 Real metal prices, 1990 .............................................................................................. 50
Figure 11 Real metal prices, 1990 .............................................................................................. 50
Figure 12 Latin America: share of world mining output ............................................................ 51
Figure 13 Latin America: share of output of refined products ................................................... 52
Figure 14 Exploration budgets worldwide, 1998........................................................................ 61
Figure 15 World distribution of exploration budgets, 1998 ....................................................... 61
Figure 16 Exploration budgets, 1998.......................................................................................... 62
Figure 17 Mining investment executed 1990–1997 ................................................................... 64
Figure 18 Investment worldwide, 1999–2007: Geographic distribution.................................... 69
Figure 19 Investment worldwide, 1999–2007: Distribution by metal ........................................ 70



CEPAL - SERIE Recursos naturales e infraestructura N° 1

5

Abstract

The purpose of this report is to analyse the factors that have
determined the flow of investments in mining operations in Latin
America and to evaluate the extent of such investments in the 1990s.
This period is in clear contrast both with the 1970s, when investments
were buoyant owing to nationalization and new projects that boosted
State participation in mining operations, and with the 1980s, when
investment flows were sluggish.

The surge in investments in the 1990s was part of the general
trend towards economic liberalization and elimination of barriers to
foreign capital inflows, modernization of regulations governing
mining concessions, more secure mining rights, and technological
changes that took place in the last few decades.

The first section examines investment flows into the mining
sector in the light of changes in the composition of external financing
in the 1990s, which resulted in a greater participation of foreign direct
investment in the external funding mix, a trend favoured also by
inflows of privatization capital and which was reflected in a
significant increase in net capital transfers to countries in the region.

The second and third sections catalogue the main changes
noted in the treatment of foreign direct investment and in the mining
legislation of countries in the region, revealing a similarity between
existing proposals for reform with respect to the promotion of private
investment and the reduction of the State's role in the development of
the mining sector.
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The fourth section contains a review of changes in trade and tax regimes and a comparison of
the impact of taxation on investment decisions. Emphasis is placed on the effect of taxes on fixed
and variable costs and on rates of return, which reveals the differences between the taxation
systems applied in the region.

The more favourable environment for foreign investment and the elimination of barriers to
entry to the mining sector opened up a new phase in terms of foreign capital attraction in the 1990s.
The policies adopted by countries in the region were instrumental in stimulating mining
investments, and these and other factors are analysed in the fifth section.

Following the analysis of the determinants of investment and based on the conclusion that
public policies had functioned in a positive way in the nineties, the sixth section covers the
variation in projected exploration costs of mining operators, the effective value of actual
investments and the investment projections at the start of the new millennium.
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I. Variations in foreign capital
inflows

Foreign financial inflows into Latin America showed marked
variations in recent decades, in terms of total amount as well as
composition (loans or direct investment). From the end of the Second
World War until the mid–1970s, loans from official or multilateral
sources and foreign direct investment (FDI) accounted for most
inflows. FDI inflows were directed basically towards the exploitation
of natural resources and the substitution of industrial imports in
extremely protected markets.

Since the 1970s, an important change took place at two levels.
On the one hand, foreign investment in the development of natural
resources lost momentum, following nationalization of foreign
companies and the imposition of barriers to entry in many countries of
the region and, on the other, in that period, foreign debt was
contracted on a massive scale mainly for financing of public
investment projects.

The recycling of petro–dollars, changes in the international
financing system and the slowdown in growth in some developed
economies increased the amount of credit made available to countries
of the region by the private banking system. This trend ended with the
foreign debt crisis that loomed in the first half of the 1980s.

During this decade, capital flows were scarce and directed
primarily to debt servicing. Private banks stopped granting new credits
and FDI inflows were affected by the decline in growth in most
economies of the region.
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In the second half of the 1980s, some debt/equity swap programes  were implemented.
These, while reducing the exposure of banks, also reduced debt servicing and helped to attract new
foreign investment from abroad. These programes  gave foreign investors the option of buying debt
securities, with strong discounts on secondary markets, and which, when revalued subsequently,
enabled them to purchase companies facing insolvency.

Such programes  occurred especially in Argentina, Brazil, Chile and Mexico and accounted
for a significant proportion of foreign capital inflows. Between 1988 and 1990, debt/equity swaps
accounted for 35% of inflows into Argentina and between 1985 and 1990, for 55% into Brazil,
75% into Chile and 31% into Mexico. Such swaps were not often used in the privatization of
mining operations.

At the beginning of the 1990s, debt/equity swaps were suspended, except in Argentina, and
replaced by privatization initiatives. Between 1990 and 1998, privatization programes generated
approximately US$ 140,000 million for the governments of the region.1

According to estimates and if planned privatizations in Argentina, Brazil and Venezuela
materialise, accumulated income from privatization’s between 1990 and the end of the third year of
the new millennium will amount to approximately US$ 180,000 million.

Figure 1
PRIVATIZATION REVENUES IN DEVELOPING COUNTRIES

Unlike the situation in th
the region in the 1990s yieldin
US$ 176,100 million in the 19
US$ 132,870 million.

FDI inflows increased f
While there has been a marke
just over 40%, investments pi
started to make inroads into 

                                                  
1 The World Bank estimates that betwee

dollars.  If the privatisations of Vale D
would probably be greater than the 14

预览已结束，完整
https://www.yunbaogao.cn/re
Source:  ECLAC, on the basis of World Bank data

e 1980s, there was an upturn in net capital transfers to countries in
g increasingly positive values. Compared with a negative balance of
80s, transfers in the 1990s showed a positive balance of the order of

rom US$ 10,679 to US$ 44,021 million between 1991 and 1997.
d concentration of such flows since Mexico and Brazil account for
cked up practically throughout the region. Countries in the region
the international capital markets attracting growing amounts of

   
n 1990 and 1997, income from privatisation in Latin America amounted to US$ 116.5  billion
o Rio Doce and Telebras in Brazil are added to this income, the amount at the end of 1998

0,000 million dollars.  See World Bank, “Global Development Finance”, Washington 1999.
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