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Abstract: 

Adequate policy space is essential for resource-rich countries to move up the value chain and 
seize the opportunities presented by global decarbonization and the demand for low-carbon 
technologies. However, WTO rules, investment and free trade agreements (FTAs) deprive non-
hegemonic powers of the industrial policy tools used by successful developmental states in 
the past, thus reducing policy space and arguably ‘kicking away the ladder’. The present article 
addresses these issues in the context of Chile’s lithium industrial policy and the modernised 
EU-Chile FTA. With the objective of moving up the lithium value chain, Chile employs 
preferential pricing: offering lithium at a preferential price to companies that establish 
production sites for higher-value processes. However, the modernized FTA includes 
restrictions on the use of preferential pricing, as outlined in its Energy and Raw Materials 
Chapter (ERM) —a novel element in the EU FTAs aimed at safeguarding access to critical raw 
materials for the EU’s Green Deal objectives. By means of document analysis and 21 expert 
interviews, we find that the modernised FTA and its ERM are compatible with Chile’s current 
lithium industrial policy. Nonetheless, they further restrict Chile’s policy space, potentially 
limiting future policy adaptations. These restrictions, alongside further national factors, may 
hinder the fulfilment of Chile’s industrial policy goals. The article offers explanations for the 
negotiation outcomes and identifies factors beyond policy space that constrain the 
effectiveness of Chile's lithium industrial policy. 
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1. Introduction 

 

While reconciling economic development with decarbonisation presents considerable 

challenges, the structural transformation driven by global decarbonisation strategies—and 

the resulting expansion of low-carbon technologies—offers opportunities for industrial 

development. To avoid replicating patterns of commodity dependence within the framework 

of low-carbon transitions, non-hegemonic powers1 must strive to integrate into higher-value 

segments of low-carbon technology value chains. Achieving this requires a paradigm shift in 

policy, and targeted public and industrial policies play a key role in shaping the economic 

geography of low-carbon technology value chains (Lebdioui, 2024). 

  

A prerequisite to take advantage of the increasing demand for low-carbon technologies, and 

hence to avoid the replication of core-periphery relations, is to ensure the adequate policy 

space that allows targeting both developmental and sustainability goals. However, multiple 

factors limit non-hegemonic powers’ agency to successfully implement new industrial policies. 

One significant limiting factor lies in the international trade system. While free trade 

agreements (FTAs) and World Trade Organization (WTO) membership have historically 

expanded access to external markets, they have also constrained industrial policy space. Due 

to the essential role of industrial policy in economic development (Cimoli et al., 2010), this 

fact has proven detrimental to the economic development of developing and emerging 

economies and has been famously coined as ‘kicking away the ladder’ (Chang, 2002). In fact, 

WTO rules and bilateral FTAs with advanced economies have deprived these countries of 

policy instruments that advanced nations used during their own industrialization and 

catching-up processes (Chang, 2002). In the context of the green transition, this could lead to 

a new generation of trade and environmental conflicts arising from green industrial policy 

plans (Wu and Salzman, 2014). 

 

 
1 As the term suggests, ‘non-hegemonic powers’ possess some power and agency as they can devise their 
national policies while holding relative regional influence. However, these countries lack the power to impose 
their national policy priorities on many other states. They often rely on the US dollar in global transactions and 
cannot fully pursue their policies independently of the US and US-led organisations. This term includes 
countries typically commonly classified as ‘emerging economies’ as well as some ‘advanced’ or ‘developed’ 
nations with less capacity to devise policies vis-à-vis the hegemon. 
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Within this context, Chile, rich in natural resources and critical raw materials like lithium, 

becomes an interesting case study. Given lithium’s growing importance for global 

decarbonization plans, Chile recently established industrial policy programs aiming to increase 

domestic value-added in this sector. These programs offer companies lithium at preferential 

prices in exchange for establishing production sites for higher-value processes along the 

lithium value chain (Carrasco, 2024). Although the success of these programmes would be a 

fundamental step to reduce Chile’s heavy reliance on commodity exports, which account for 

around 88% of total exports (UNCTAD, 2023), their compatibility with the recent 

developments in the country’s trade policy becomes fundamental. Historically, Chile’s 

economic openness—evidenced by WTO membership and numerous FTAs—has resulted in 

restricted policy space (Ahumada, 2019).  

 

In line with its commitment to international markets, Chile agreed to negotiate the 

modernization of its FTA with the European Union (EU), first established in the early 2000s. 

The negotiation of the Advanced Framework Agreement (AFA), which concluded in December 

2022, contributes to the EU's Green Deal objectives, including securing access to lithium, a 

critical mineral for battery production. It also aimed to reduce the EU’s reliance on other 

external sources like China. According to the EU, these goals could be achieved by prohibiting 

import and export monopolies for raw materials and restricting Chile’s preferential pricing 

policy (European Commission, 2024a). Both measures are outlined in the FTA’s Energy and 

Raw Materials chapter (ERM)—a novel feature in EU FTAs. 

 

Against this backdrop, this article will concentrate on how the modernised EU-Chile FTA, and 

the ERM in particular, affect Chile’s industrial policy space in the context of the 

implementation of its current industrial policy in the lithium sector. For our analysis, we follow 

a qualitative approach which consists of a single case study (Yin, 2018) that focuses on the 

ERM chapter of the EU-Chile FTA and Chile’s industrial policy in the lithium sector. For an in-

depth analysis, we conducted 21 expert interviews as well as a document analysis.  

The second part of the article discusses policy space in the context of industrial policy, focusing 

on its evolution, constraints from trade rules, and the role of Global Value Chains (GVCs), with 

examples from Chile's trade policies and industrialization efforts. The third section lays out 
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the applied methodology. The fourth part then introduces the case of Chile’s lithium industry 

and current key industrial policy initiatives. The fifth part critically examines whether, and to 

what extent, the modernised EU-Chile FTA and the ERM restrict Chile’s current industrial 

policy in the lithium sector. Finally, this article concludes that although the ERM is compatible 

with current lithium industrial policy—a compatibility which is primarily the result of 

successful negotiation by Chile—the ERM nonetheless imposes restrictions on potential future 

policies, thereby creating a lock-in effect. 

 

2. Policy Space for Industrial Policy: Historical and Recent Developments  

The rise of East Asian countries such as South Korea, Taiwan, and, more recently, China, from 

low-income economies to the technological frontier—the so-called ‘East Asian Miracle’—

stands as a modern example of successful structural transformation by non-hegemonic 

powers. This achievement has been widely attributed to their developmental state model, 

characterized by the strategic use of targeted industrial policy (Amsden, 2001; Wade, 1990, 

2018). However, replicating such success today presents non-hegemonic powers with at least 

three significantly altered contexts. 

 

First, the climate crisis requires a shift away from carbon-intensive industrialization, which is 

incompatible with the transition to a low-carbon future. Policymakers must recognize that 

‘the exports of carbon-intensive products will face increasing constraints, while considerable 

market opportunities arise for low-carbon technologies and environmental goods’ (Lebdioui, 

2024: 23). This circumstance reshapes the sectors that countries should prioritize for industrial 

upgrading. 

 

Second, since the early 1990s, economic activity has increasingly been organized within GVCs, 

reshaping industries and narrowing the scope of industrial policymaking. GVCs, characterized 

by outsourcing and a focus on core competencies, influence how countries advance—or fail 

to advance—in the global economy (Gereffi et al., 2005). Lead firms, often multinational 

enterprises, wield significant power by determining suppliers’ access to GVCs and their 

potential for value chain upgrading (Dallas, 2014). Nonetheless, targeted industrial policies 
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can still enable states to influence outcomes and support value chain progression (Lebdioui, 

2022; Dünhaupt et al., 2022). In this context, industrial policy has shifted toward ‘open-market 

industrial policy,’ emphasizing integration into GVCs while relying on fewer direct policy 

instruments (Bulfone, 2023). 

 

Third, as critical International Political Economy (IPE) scholars emphasize, the availability of 

policy space for industrial policy has significantly diminished. Supra- and international legal 

agreements, such as WTO rules and regional and bilateral trade agreements, have facilitated 

access to external markets but simultaneously restricted the use of industrial policy tools once 

employed by East Asian developmental states and earlier late-industrializing nations (Chang, 

2002; Rodrik, 2001; Wade, 2018). This reduction in policy space— ‘defined as the flexibility 

under trade rules that provides nation states with adequate room to maneuver to deploy 

effective policies to spur economic development’ (Gallagher, 2007:63)—has been widely 

criticized. While increased market access was gained in return, many argue that these 

constraints hinder economic development in emerging and developing countries, amounting 

to an act of ‘kicking away the ladder’ (Chang, 2002). 

 

After the establishment of the WTO in 1995, other critical voices noted that ‘the bark is worse 

than the bite’ (Amsden and Hikino, 2000). While WTO agreements—such as the General 

Agreement on Tariffs and Trade (GATT), the General Agreement of Services (GATS), the Trade 

Related Intellectual Property Rights Agreement (TRIPS), the Trade Related Investment 

Measures Agreement (TRIMS) and the Agreement on Subsidies and Countervailing Measures 

(ASCM)—have removed certain policy tools previously used by developmental states, a wide 

array of instruments remains available for pursuing industrial policy (Dünhaupt and Herr, 

2020). Subsidies, patent regimes, and performance requirements remain permissible under 

specific conditions, as long as they do not violate principles like non-discrimination (UNECA, 

2016; Shadlen, 2005). For instance, TRIMS allows non-quantitative requirements such as those 

related to employment or technology transfer while GATS permits states to exempt certain 

service sectors from liberalization (Aggarwal and Evenett, 2014; Thrasher and Gallagher, 

2008). What is more, Hopewell (2024) argues that WTO rules currently no longer effectively 

restrict policy space as they are not legally enforceable due to the US blockage of judicial 

appointments to the WTO’s Appellate Body. Hopewell (2024) illustrates this with Indonesia’s 
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export restrictions and domestic processing requirements in the nickel sector and India’s 

special economic zone export subsidies, which all have been found to violate WTO rules but 

are maintained, as both countries’ appeal renders these rulings unenforceable. 

However, policy space does not guarantee its use, as Chile’s case demonstrates. In the mid-

1980s, Chile introduced export subsidies (simplified drawbacks) aimed at fostering non-

traditional, infant exports, leading to a notable success (Agosin et al., 2010; Schrank and Kurtz, 

2005). Yet, in the early 2000s, Chile voluntarily dismantled this scheme to comply with the 

WTO’s ASCM, even though no trade partner had filed a formal complaint (Agosin et al., 2010; 

Ahumada, 2019). Rather than navigating WTO constraints to maintain industrial policy tools, 

Chile prioritized trade liberalization. Similarly, its eagerness to secure WTO membership led 

Chile to refrain from joining other emerging and developing economies in resisting the 

outcomes of the Uruguay Round negotiations (Ahumada, 2019). 

While the WTO leaves room for industrial policy to manoeuvre, which can be used creatively, 

FTAs and (bilateral) investment agreements tend to be more restrictive. In terms of 

performance requirements on investment, for instance, those not explicitly prohibited via 

TRIMS are banned in several bilateral trade agreements (Aggarwal and Evenett, 2014; 

Thrasher and Gallagher, 2008). Again, Chile is clear illustration of this fact. The US-Chile 

agreement prohibits, among others, export level requirements and technology transfer 

requirements, neither prohibited by WTO law (Thrasher and Gallagher 2008). Likewise, 

regarding intellectual property rights, bilateral agreements with the US usually tighten legal 

standards beyond WTO’s TRIPS rules, the US-Chile FTA being a case in point (Thrasher and 

Gallagher, 2008; Shadlen, 2005). 

New trade and investment agreements, alongside developments at the WTO, may influence 

the policy space available to economies in various ways. Within the WTO context, the 

unenforceability of certain rules may expand policy space for non-hegemonic powers 

(Hopewell, 2024). The growing emphasis on industrial policy for green technologies further 

raises questions about its ultimate impact on the policy space of these economies. Wu and 

Salzman (2014) predicted that green industrial policy would ignite new trade conflicts, as its 

instruments already then violated WTO rules. This trend still persists, as exemplified by local 

content requirements in the US Inflation Reduction Act and the import constraints implied by 
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the EU’s Carbon Border Adjustment Mechanism. As Lebdioui (2024: 66) notes, these measures 

‘provide precedents for developing countries to pursue the same strategies,’ thereby leaving 

some policy space for late industrializers. Simultaneously, Lebdioui (2024: 63) highlights the 

phenomenon of ‘kicking away the “green” ladder,’ wherein US, EU, and Chinese green 

protectionist and industrial policy measures hinder green industrialization in other regions’. 

By examining the modernized EU-Chile FTA and its implications for Chile’s lithium industrial 

policy, this analysis explores the dynamics of policy space in the context of green industrial 

policy.  

3. Methods 

In order to examine how the modernised EU-Chile FTA and the ERM in particular affect Chile’s 

industrial policy space in the lithium sector, this article builds theoretically, on I) Critical IPE 

literature to analyse the potential negative impact of trade policy on Chile’s industrial policy, 

and (II) GVC research to understand the altered context for industrial policy-making to capture 

value-addition in the lithium value chain. Thus, the IPE dimension concerns the transnational 

and potentially limiting impact of EU trade policy on Chilean industrial policy as a non-

hegemonic power in the case of the lithium value chain, and Chile’s GVC position considering 

the fact that the Comparative Political Economy (CPE) dimension addresses the latest national 

industrial policy against the specific political-economic context of Chile.  

Chile was chosen not only because it is one of the two countries that have implemented an 

ERM in an FTA with the EU, a regional power, but also because, as a non-hegemonic power, 

Chile has recently initiated national industrial policies in the lithium sector that rely on 

preferential pricing —initially intended to be restricted by the ERM. Methodically, the article 

conducts a single case study (Yin, 2018) for an in-depth analysis focusing on the impact of the 

ERM chapter of the EU-Chile FTA on Chile’s industrial policy in the lithium sector, in particular, 

the current practice of the system of preferential pricing. To this end, the study employs a 

qualitative approach that combines a secondary literature review and a document analysis of 

the ERM chapter as well as relevant Chilean industrial policy initiatives in the lithium sector.  

The document analysis is complemented by expert interviews to gain more insight into current 

developments, the rationale for policy choices, the negotiation processes and resulting 

outcomes as well as expert assessments. Experts were selected based on their knowledge of 
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the lithium value chain in Chile, Chilean industrial policy, EU-Chile trade policy and their 

interconnections, particularly concerning the ERM from both the EU and Chilean perspectives. 

The resulting sample of 21 experts (detailed in Table A1) encompasses business actors 

(companies and business sector representatives), state actors (active and former politicians 

and bureaucrats), consultant agencies, civil society actors (NGOs and trade unions), and 

(academic) researchers both from the EU and Chile. The interviews applied snowballing 

techniques and the interview questions centred on the overall EU-Chile FTA, the negotiation 

process, and involved actors, with a focus on the ERM. Furthermore, various questions 

addressed Chile’s industrial policy both broadly and specifically in the lithium sector, e.g. the 

National Lithium Strategy (NLS), the system of preferential pricing and the associated tenders. 

Additional questions concerned the impact of geopolitics and socio-ecological concerns 

related to lithium production. The questions were tailored to each interviewee's area of 

expertise, and new information obtained during interviews was incorporated to refine and 

expand the discussion. Interviews were conducted both online and in person between July 

2024 and January 2025. Hence, the analysis covers the period up to the implementation of 

the renegotiated EU-Chile FTA. Transcriptions were completed with the assistance of an 

external software provider. Finally, data evaluation incorporated both inductive and deductive 

approaches in an iterative process and data triangulation was applied to verify the results. 

 

4. Chile’s Industrial Policy for Value-Addition in the Lithium Sector  

Chile is part of the Lithium Triangle, a region in the Puna de Atacama desert bordering 

Argentina and Bolivia, which holds 46 per cent of global lithium reserves and up to 63 per cent 

of resources (US Geological Survey, 2023).2 Chile is the world's second largest supplier of 

(unprocessed) lithium after Australia, positioning the country as a critical player for the global 

decarbonization process and the associated demand for low-carbon technologies (IEA, 

2024b). 

 

 
2 In geography, reserves are defined as ‘proven, economically recoverable quantities at today's prices and with 
today's technology’ (BGR 2009, p. 273), whereas resources are defined as ‘proven, but currently technically 
and/or economically unrecoverable, as well as unproven, but geologically possible, future recoverable 
quantities’ (BGR 2009, p. 274). 
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Lithium differs from most other minerals in several key ways that contribute to both its 

importance and the challenges associated with its extraction, with implications for Chile. 

Firstly, lithium mining involves advanced methods such as brine extraction, which requires 

specialised technologies both for the traditional evaporation process, as well as for the direct 

lithium extraction method (CleanTech Lithium, nd).3 Second, while lithium is not particularly 

rare, its extraction can be expensive and, in some cases, even not economically viable. The 

scarcity of profitable sites can enhance their leverage in global markets. Thirdly, most lithium 

(75 per cent) is currently used in electric batteries, and the International Energy Agency (IEA) 

(2021) predicts that this figure will increase, with almost 90 per cent of lithium expected to be 

used in electric vehicles (EVs) in the near future. Finally, the IEA predicts that by 2040, global 

demand for lithium will increase by 40 compared to 2020 levels. 

 

Figure 1: Simplified lithium-ion battery value chain focused on lithium 

 

 

 

Source: Irarrazaval/Carrasco (2023: 3) 

 

The lithium-ion batteries value chain, depicted in Figure 1, comprises several stages:, the 

extraction of raw lithium in the form of brine or ore is followed by processing into refined 

lithium carbonate or hydroxide, which is essential to produce battery components. Lithium-

 
3 Interview Tech. and raw materials agency, 3 September 2024; Interview, State-owned enterprise, 14 
November 2024; Interview, Chilean Ministry of Mining, 28 November 2024. 



 

10 

ion batteries consist of an anode, a cathode, a separator, and an electrolyte.4 The leading cell 

and battery manufacturers are located mostly in China (85 per cent) and to a lesser extent in 

Europe (7 per cent) and the US (6 per cent) (IEA, 2024a). These regions also lead in midstream 

lithium-ion battery component manufacturing (Bridge and Faigen, 2022). The need for 

geographic proximity between battery production and automotive assembly to reduce 

transportation costs and optimize logistics contributes to a regionalization of global 

automotive value chains (Sturgeon and Van Biesebroeck, 2009). This creates challenges for 

countries like Chile in the (semi-)periphery to integrate and upgrade battery-based 

automotive production systems.5 

Despite the potential complications in moving up the value chain, the abundance of lithium in 

Chile and its critical role for low-carbon technologies have increasingly positioned it as a 

mineral of high strategic importance, sparking intense political debate about the industry’s 

future in Chile. These discussions encompass key issues such as the country’s productive 

capacity, the sustainability of lithium extraction, and its potential to drive productive 

diversification (Government of Chile, 2023). 

While lithium in Chile is state-owned, the industry is dominated by private companies, with 

production led by Albemarle and SQM under contracts originally issued in the 1980s and 1990s 

(Schmidt, 2017). Initially declared a ‘material of nuclear interest’, and state property in 1979, 

the governance of lithium evolved through liberal market reforms under the military 

dictatorship. These reforms led to public-private partnerships, and later, privatization policies 

in the 1990s shifted control of production to private entities, limiting the state's role to 

ownership of the reserves (Poveda Bonilla, 2020). 

In a context of limited state control in the lithium sector and an industrial policy largely 

confined to horizontal measures (Bril-Mascarenhas and Madariaga, 2019), the surge in global 

lithium demand reignited political interest in the mineral since the mid-2000s. This was initially 

reflected in the first Piñera administration’s attempt to increase raw material extraction and 

 
4 Even though lithium is an essential element of EV batteries, it typically constitutes only about 4% of the 
battery’s total mass, with other materials like nickel, cobalt, and manganese making up the bulk of the 
battery’s composition. 
5 Interview Tech. and raw materials agency, 3 September 2024; Interview, Extractive industries NGO, 9 
September 2024; Interview, Chilean Ministry of Mining, 28 November 2024; Interview, CORFO, Chile 23 
December 2024. 
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exports, which failed due to various controversies and a corruption scandal (Irarrazaval and 

Carrasco, 2023). As lithium demand surged with the rise of EVs in the mid-2010s, the state 

sought greater control over rule enforcement and industrialization promotion. During 

Bachelet’s second administration (2014-18), the National Lithium Commission (NLC) was 

established to advise on the lithium strategy. Its final report advocated for increased 

extraction, rent capture, environmental mitigation, industrialization, and advancement in the 

lithium value chain (Carrasco, 2024), stressing the importance of proactive state involvement. 

The industry's domination by SQM and Albemarle for decades highlighted the need to 

strengthen state capacities to oversee industrialization according to some actors.6 

A pivotal step in advancing Chile's lithium sector was renegotiating contracts with SQM and 

Albemarle. These contracts banned low-value lithium brine exports and required the 

production of lithium carbonate, the second stage in the value chain (see Figure 1). 

Furthermore, preferential pricing was established as the central policy instrument to move up 

the value chain, with CORFO (Chile's economic development agency) mandating that both 

companies reserve 25 per cent of lithium production at the lowest average export prices over 

the last six months. The rationale for this choice is linked to the price developments observed 

in 2016 and as reiterated in the NLS, the expectation that prices would remain high because 

of the increasing demand for lithium (Government of Chile, 2023). This added to the fact that 

preferential pricing is an incentive with zero cost for the state, which could be included in the 

renegotiated contracts, were crucial aspects for the choice of this tool.7  Access to lithium at 

preferential prices is conditioned on the establishment of higher value-added processes in 

Chile (Irarrazaval and Carrasco, 2023). From 2016 to 2024, CORFO launched four tenders to 

support such projects. 

In the first tender (2017), Albemarle was supposed to provide lithium at preferential prices to 

three selected companies—Molymet (Chile), Sichuan Fulin (China), and a POSCO-Samsung 

consortium (South Korea). However, no projects materialized due to disputes over pricing 

between Albemarle and CORFO, the lack of regulatory capacity of the state and Albemarle's 

limited legal obligations to sell and not just ‘offer’ lithium to the awarded companies 

 
6 Interview, Private lithium firm, 5 September 2024; Interview, Senior researcher, 27 August 2024; Interview, 
Senior researcher, 29 August 2024. 
7 Interview, Chilean Ministry of Mining, 18 November 2024; Interview, CORFO, 5 December 2024. 



 

12 

(Carrasco, 2024), and Albemarle's exclusive production of lithium carbonate instead of the 

required hydroxide (Irarrazaval and Carrasco, 2023). Similarly, a 2019 tender with SQM 

supplying lithium at preferential pricing also failed to generate significant investments 

(Schmidt, 2023). A third tender in 2022 offered lithium carbonate and hydroxide from SQM 

(CORFO, 2022). Although BYD and Yongqing Technology were able to secure quotas, 

investments are still pending to this day. According to Reuters (2024), BYD delayed 

construction of its plant due to general uncertainties. Finally, a 2024 tender with Albemarle 

offering lithium until 2043 is still pending (Solomon and Cambero, 2024).8 

Parallel to the mentioned calls, in April 2023, Chile’s President Boric (2022–) presented the 

NLS with the primary goal of ensuring that the industry’s development be led by the state, 

with the private sector acting as a ‘strategic partner’ (Government of Chile, 2023: 4). This 

strategy includes five key points: 1) Aiming at state participation in the entire production cycle, 

including a draft law to establish a national lithium company under state control. 2) The 

private sector is to be involved via public-private partnerships. 3) A public technology and 

research institute for lithium and salts flats is to be established. 4) In accordance with ILO 

Convention 169 - Convention on Indigenous Peoples - affected indigenous communities will 

be involved through dialogue. 5) In addition to lithium extraction, the production of higher 

value-added lithium products should also be established in Chile, incentivized by the 

reservation of quotas at preferential prices. 

Thus, despite significant transformations in the governance of Chile's lithium industry, the 

strategic value of this mineral is once again recognized by the government, which is currently 

aiming for greater state control and industrialization efforts. The latter seems viable especially 

by means of joint ventures, such as the one established between SQM and CODELCO, and 

renegotiated contracts.9 At the same time, the system of preferential pricing is central to 

lithium industry policy-making. Nonetheless, the ERM and EU-Chile FTA originally foresaw 

prohibitions on the preferential pricing (European Commission, 2018b), highlighting a 

potential conflict between trade and industrial policy making. Against this backdrop, the next 

 
8 According to the head of CORFO, a dozen companies have already signalled their interest (Solomon & 
Cambero, 2024). 
9 Interview, Private lithium firm, 5 September 2024; Interview, State-owned enterprise, 14 November 2024; 
Interview, Chilean Ministry of Mining, 28 November 2024. 
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section will explore how Chile’s lithium industrial policy aligns with the ERM provisions in the 

modernised EU-Chile FTA and assess the implications of this agreement for Chile’s strategic 

objectives in the lithium sector. 

5. Chile’s Lithium Industrial Policy in the context of the EU-Chile FTA and the ERM  

As noted above, throughout the Lithium-ion battery value chain, the EU plays only a minor 

role globally (IEA, 2024a). Likewise, mining and processing of the raw materials required for 

batteries and the Green Transition mainly happens outside Europe (IEA, 2021). Targeting 

these dependencies, the EU has been facilitating the development of European battery 

innovation and production networks by declaring battery production of strategic importance 

and initiating several policies, starting with the European Battery Alliance in 2017 (Gräf, 2024). 

Besides initiatives like the Critical Raw Materials Act and strategic raw material partnerships 

with key supplier countries (Council of the European Union, 2024a), the novel ERMs of EU 

FTAs form an important pillar of the EU's efforts to secure (external) supply of critical raw 

materials. As of 2024, six negotiated EU FTAs contain an ERM, for instance the modernised 

FTA with Chile, a leading producer of the two critical raw materials copper and lithium 

(European Commission, 2024c). 

In the following sections, we first provide context on the modernised EU-Chile FTA and give 

an overview about its content focussing on the aspects most relevant with regards to lithium. 

We subsequently assess the effect of the new FTA on Chile’s policy space with a focus on the 

ERM’s impact on Chile’s current lithium industrial policy and offer explanations for the final 

negotiation outcomes. Finally, we discuss obstacles other than policy space that constrain the 

realization of the desired outcomes of Chile's lithium industrial policy. 

 

5.1. The modernised EU-Chile FTA and its Energy and Raw Materials Chapter 

In 2003, the first EU-Chile FTA entered into force. The agreement covered a range of areas and 

contained, among others, measures to liberalise trade in goods and services, foreign direct 

investment and protection of intellectual property rights (European Commission et al., 2017). 

In terms of tariffs, the first FTA already contained the full liberalisation of industrial products, 

only some agricultural and food products on both sides remained exempted from full 
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liberalisation (ITAQA Sarl, 2012). When signing the first FTA in 2003, the EU was Chile’s most 

important trade partner. In 2023, the EU ranked only third behind China and the US (Grieger, 

2024). At the same time, Chile is the EU’s 33st most important export market and 40st most 

important source for imports (UN, 2024). While the EU mainly imports commodities from 

Chile, it exports mostly consumer and capital goods (European Commission, 2024b). 

In 2017, the EU and Chile started negotiating a modernization of their first FTA. In December 

2022, negotiations on the so-called Advanced Framework Agreement (AFA) were concluded. 

The AFA consists of a pillar of political dialogue and cooperation as well as on trade and 

investment. In 2024, the EU concluded the ratification of the AFA and the Interim Trade 

Agreement (ITA). The ITA covers the aspects of the AFA that are of the EU’s exclusive 

competence, that is, the trade and investment pillar including the ERM but excluding the 

chapters on investment protection, financial services and capital movements (European 

Commission, 2024a). 

In 2024, the European Parliament and the Chilean Senate adopted the AFA and ITA, which 

entered into force in February 2025. The AFA will enter into force and replace the ITA after 

being ratified by all EU member states (SUBREI, 2024).10 The ratification of the AFA would 

replace the 16 bilateral investment treaties that Chile has in place with single EU member 

states (Ministry of Foreign Affairs Chile, 2021). This has been a main motivation on both parts, 

next to strengthening the political stance vis-a-vis one another.11 The ITA also liberalises trade 

in agricultural products further, especially for Chilean goods entering the EU, so that 95% of 

the EU-Chile trade in agricultural products will be tariff-free (Grieger, 2024), even if the change 

is actually considered as minor.12 Moreover, the FTA covers a range of common areas within 

FTAs such as trade in services, intellectual property rights and public procurement. In terms 

of investment liberalization, the ITA contains prohibition of performance requirements not 

present in the first FTA (Council of the European Union, 2002). These prohibitions essentially 

mirror the US-Chile FTA by banning for example, export requirements and technology transfer 

 
10 Notably, an interviewee affiliated with the Chilean state expressed his doubts regarding the AFA getting 
ratified by all EU member states (Interview, Chilean Ministry of Foreign Affairs, 21 August 2024). In that case, 
the ITA would stay in place. The ITA already contains the ERM.  
11 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, DG Trade, 17 September 2024. 
12 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, Chilean Ministry of Foreign Affairs, 
25 November 2024. 
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requirements, thus going beyond TRIMs prohibitions (EU-Chile-ITA: Art. 10.9; US-Chile FTA: 

Art. 10.5).13  

Furthermore, driven by the EU side, the ITA contains an ERM (EU-Chile-ITA: Ch.8). Already at 

the start of the negotiations in 2017, increasing raw material security was a central issue for 

the EU, or as an interviewee from the Directorate General for Trade of the European 

Commission (DG Trade) puts it:  

Given the importance of Chile as a source of raw materials and the importance for the 

Union to diversify - at the time, Russia had not yet invaded Ukraine, but still, the China 

economic security dimension was clear - so the idea of using trade in order to diversify 

export in a bid to foster the economic security of the union was already there. So we 

negotiated this chapter, which has an energy and a raw materials dimension.14 

In general, “there is a lot of cooperation language as well as some obligations in the chapter” 

15. The relevant obligations that refer to raw materials and, hence, to lithium, are article 8.4 

(prohibiting ‘import and export monopolies’ for energy and raw materials) and article 8.5 on 

‘export pricing’ that limits Chile’s ability to supply companies with preferentially priced raw 

materials (EU-Chile-ITA: 149). Both articles, along with the prohibition of any kind of export 

restrictions aim to foster the EU’s ‘non-discriminatory access to lithium’ (European 

Commission 2024a). The prohibition of export restrictions, however, applies to any goods, as 

in Article 2.11 in the ‘Trade in Goods’ chapter where such provisions are common. 

Furthermore, this prohibition constitutes merely an incorporation of GATT Article XI to which 

both parties already adhere. The prohibited import and export monopolies refer to entities 

with the exclusive import and export rights granted by the state. With that, the EU aims to 

prevent ‘market distortions’ as they, according to an interviewee, were experienced vis-a-vis 

Gazprom even prior to Russia’s invasion of Ukraine, but the prohibition also serves ‘to make 

sure that in the future there cannot be a legal way to favor exports to China in discrimination 

of the EU. And if you give the monopoly to export to one company that is a possibility’.16 

 
13 Interview, Chilean Ministry of Foreign Affairs, Chile, 19 December 2024. 
14 Interview, DG Trade, 17 September 2024. 
15 Interview, DG Trade, 17 September 2024. 
16 Interview, DG Trade, 17 September 2024. 
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Various interviewees corroborated that the EU’s concerns regarding China have been a driving 

force during the ERM negotiations.17 

The restriction of Chile’s preferential pricing policy refers to Article 8.5 in the ERM entitled 

‘Export pricing’. The article’s first paragraph prohibits charging export prices for energy goods 

and raw materials higher than those charged in the domestic market. This is what Chile’s 

preferential pricing policy effectively implies. However, the second paragraph puts the first 

paragraph into perspective as it allows Chile to supply industrial sectors with preferential 

prices to promote domestic value added under certain conditions, to be found in the article’s 

annex.18 First, Chile may supply industrial sectors with preferential raw material prices as long 

as this does not become an ‘export restriction on exports to the [EU]’, second, nor shall it  

‘adversely affect the capacity of the [EU] to source raw materials from Chile’ (EU-Chile-ITA: 

Annex 8/en 3). Furthermore, if an ‘economic operator in a third country’ receives the raw 

material at a preferential price it should be supplied to ‘economic operators in like situations 

in the [EU]’ (ibid.). Finally, the annex states that the preferential price may not be lower than 

the lowest price for the same good realised during the previous twelve months. 

 

5.2. Chile’s Lithium Industrial Policy vis-à-vis the ERM: Compatibility amidst reduced 

policy space 

The modernised EU-Chile FTA reduces Chile’s policy space as it legally deprives the Chilean 

government from measures it previously was not limited by, either through WTO rules or the 

preceding EU-Chile FTA, for example, performance requirements on investment. However, as 

these prohibitions merely mirror the US-Chile FTA, it is arguable whether they constitute an 

extended reduction in policy space.19 The prohibition of import and export monopolies and 

the restrictions on preferential pricing within the ERM, however, are new, and they do 

 
17 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, Member of the European 
Parliament, 17 September 2024; Interview, Chilean Ministry of Foreign Affairs, 25 November 2024. 
18 Paragraph two reads: “Notwithstanding paragraph 1 of this Article, Chile may introduce or maintain 
measures with the objective of fostering value addition by supplying raw materials to industrial sectors at 
preferential prices so that they can emerge within Chile, provided that such measures satisfy the conditions set 
out in Annex 8-B.” (EU-Chile-ITA: Art. 8.5 §2) 
19 Interview, Chilean Ministry of Foreign Affairs, 19 December 2024. 
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constitute a reduction in policy space.20 21 Both issues were contentious during the 

negotiations that only have been resolved during the very end of the negotiations.22 The 

European Commission’s (2018a, 2020, 2021) negotiation round reports reflect this.  

In terms of the change in policy space through the ERM to Chile’s current lithium industrial 

policy, import and export monopolies are non-existent in Chile; they are not part of a current 

industrial policy program, nor are there currently intentions to establish such entities.23 At a 

later stage of negotiations, during the Boric government, the Chilean negotiating team used 

the ban on import and export monopolies merely as a bargaining chip to achieve more on 

critical points such as preferential pricing.24 Hence, in a way, Chilean actors leveraged the 

geopolitical rivalry between the EU and China.  

In contrast to import and export monopolies, preferential pricing is a component of Chile’s 

current industrial policy programs in the lithium sector. Furthermore, the NLS signals a longer-

term commitment to this instrument (Section 4). The EU side, on the other hand, initially 

aimed for an unconditional prohibition of the preferential pricing practice, as the textual 

proposal of the ERM reveals (European Commission, 2018b). Interviews suggest that the EU’s 

motivation for limiting Chile’s lithium preferential pricing was also related to Chinese value 

chain dominance. Chilean actors assumed an anticipation on the EU side that Chile may use 

preferential pricing to attract Chinese FDI, buttressing the Chinese dominance in the global 

lithium sector.25 Thus, here, the EU-China geopolitical competition motivated policy space 

reductions by the EU on Chile. Chilean actors meanwhile emphasized that they do not have a 

preference for Chinese investment over other investors, including European ones, but that 

the latter have not shown much interest in participating.26 The dominance of Chinese 

 
20 Interview, Chilean Ministry of Foreign Affairs, 25 November 2024; Interview, CORFO, 5 December 2024; 
Interview, Chilean Ministry of Foreign Affairs, 19 December 2024. 
21 Strictly speaking, policy space is also reduced through the further liberalisation of tariffs through the new EU-
Chile FTA. However, we limit ourselves here to aspects relevant for Chile’s lithium industrial policy. A full 
analysis of Chile’s policy space would encompass further areas such as intellectual property rights (Thrasher 
and Gallagher 2008) out of the scope for this paper. 
22 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, Member of the European 
Parliament, 17 September 2024; Interview, Chilean Ministry of Foreign Affairs, 25 November 2024. 
23 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024. 
24 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024. 
25 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, Chilean Ministry of Foreign Affairs, 
25 November 2024. 
26 Interview, State-owned enterprise, 14 November 2024; Interview, Chilean Ministry of Mining, 18 November 
2024. 
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investment interest in this regard arguably reflects the Chinese dominance in the global 

battery value chain. 

The final ERM, however, permits preferential pricing under certain conditions that align with 

Chile’s current conduct (see previous section). The final rounds of negotiations were crucial 

for reaching this compatibility.27 This final phase lasted from early 2022, when the Boric 

government in Chile came to power, until December 2022. The previous Piñera administration 

sought to conclude the negotiations before the end of its mandate, which ultimately failed 

due to France’s resistance on agricultural issues. Following that, members from the Chilean 

negotiation middle staff raised concerns to the incoming administration on issues disregarded 

by the previous administration. These concerns pertained to the conditions for preferential 

pricing and the prohibition of R&D performance requirements, which by then was entailed in 

the agreement and would have implied a reduction in Chile policy space beyond WTO rules 

and its other FTAs. The initial aim from the Chilean side for the last rounds of negotiation were 

then to not only get rid of the R&D performance requirement prohibition but also the 

elimination of the export pricing and import and export monopolies articles in the ERM. As 

interviews and the final FTA tells, the Chilean side was able to get rid of the R&D performance 

requirements prohibition and to modify the preferential pricing conditions listed in the annex 

to guarantee compatibility.28 

Explanations for the final result falling short of the initial Chilean objectives differ. One 

argument states that these aims were out of reach to begin with due to credible threats from 

the EU to open further chapters of the agreement again. In this perspective, the stated goals 

served rather as bargaining chips.29 Others highlight the foremost domestic political forces 

within the government as well as in the opposition pushing for a quick conclusion of the 

agreement rather than extending the negotiations to attain all set aims.30 

The improvements achieved during the last rounds of negotiations can nonetheless be 

attributed to various factors. A technical task force was established during the final 

 
27 Interview, Member of the European Parliament, 17 September 2024; Interview, DG Trade, 17 September 
2024; Interview, Chilean Ministry of Foreign Affairs, 25 November 2024. 
28 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, Chilean Ministry of Foreign Affairs, 
25 November 2024. 
29 Interview, Chilean Ministry of Foreign Affairs, 19 December 2024. 
30 Interview, Chilean Ministry of Foreign Affairs, 25 November 2024. 
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negotiation rounds, consisting of members from all relevant Chilean ministries (Economy, 

Mining, Energy and Finance) and CORFO to transfer knowledge and ensure compatibility.31 

Arguably, one determinant of Chile’s bargaining position at that point can be attributed to the 

time pressure on the side of the EU. The responsible Americas division within DG Trade 

needed results before the next European Parliament elections in 2024. While developments 

regarding the FTAs with Mexico, MERCOSUR and Canada stalled, closing negotiations with 

Chile was the only option offering short-term results. This was experienced on the Chilean side 

as a push from the EU side to rush for the agreement’s swift conclusion thereby increasing 

Chile’s leverage.32 The EU’s motivation for a swift conclusion also came from the interplay of 

the EU’s dependence on critical raw materials, as on lithium, in the context of geopolitical 

competition, intensified by Russia’s invasion of Ukraine in the very same year of the last 

negotiation rounds.33 In this context, Chile had leverage in two respects. For one, the growing 

influence of China—especially through Chinese firms operating in Latin America — reflected 

in the fact that China has become Chile’s most significant trading partner, increased 

competitive pressures on both the EU and European businesses.34 Furthermore, with regards 

to lithium, Chile possesses leverage over the EU 35 as the EU depends more on Chilean lithium 

imports than Chile does on the EU as an export market (UN, 2024).36 From the EU side, the 

conditions regarding preferential prices has been viewed as a ‘gesture’ towards Chile to grant 

them policy space,37 because the EU has no general problem with processes further up the 

battery value chain occurring in Chile - and even prefers this over them taking place in China.38 

Some actors view the conditional allowance and compatibility with Chile’s lithium industrial 

policy as a negotiation success on the Chilean side, especially if considered along the equally 

 
31 Interview, Chilean Ministry of Foreign Affairs, 19 December 2024. 
32 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, Chilean Ministry of Foreign Affairs, 
25 November 2024. 
33 Interview, Member of the European Parliament, 17 September 2024; Interview, EU Trade union, 24 October 
2024. 
34 Interview, Member of the European Parliament, 17 September 2024. 
35 Interview, Trade policy NGO, 28 August 2024; Interview, Chilean Ministry of Foreign Affairs, 25 November 
2024. 
36 For lithium oxide and hydroxide, in 2023, exports from Chile amounted to 23% of total EU imports ranking 
second behind China (51%). But from the Chilean perspective only 7% entered the EU market. For lithium 
carbonate, Chile is the most important source for EU imports accounting for 61% in 2023. Meanwhile, only 4% 
of Chile’s lithium carbonate exports go to the EU ranking fourth behind China (67%), Korea (20%) and Japan 
(6%) (UN, 2024). 
37 Interview, Member of the European Parliament, 17 September 2024. 
38 Interview, DG Trade, 17 September 2024; Interview, Trade policy NGO, 28 August 2024. 
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recent EU-New Zealand FTA that unconditionally bans preferential pricing39 (Council of the 

European Union, 2024b). Other actors from the Chilean side emphasize the loss in policy space 

for future policy initiatives, especially regarding the little benefits for Chile in terms of 

increased market access.40  

Notwithstanding their compatibility at the time of the FTA’s conclusion, the ERM may still 

impact Chile’s preferential pricing policy as it constitutes a sort of policy ‘lock in’ so that any 

revisions to the policy must now align with the given policy space allowed by the EU-Chile 

FTA.41 Especially since the new possibility to renegotiate individual chapters, driven by 

pressures from the European Parliament, seems highly complicated and very unlikely.42 More 

importantly, there are plans to change the current preferential pricing system. These 

considerations are driven by the lithium price dynamics, which have changed since the 

invention of the policy and the latest tender. As Figure 2 shows, after the lithium price increase 

of 2021 and 2022, driven by increased demand for EVs triggered by massive government 

purchase premiums in the US and the EU during the covid-19 crisis (The Economist, 2023), the 

lithium price exhibits a downward trend. If prices settle at levels similar to the average of the 

past six months, preferential pricing may no longer serve as an effective incentive for 

attracting investment.43 In response to this, concrete plans are in place to revise the 

methodology used to calculate preferential prices. For example, the methodology is being 

revised by the Ministry of Mining for the SOE Enami in relation to lithium tenders in the Salares 

de Altoandinos, one of the newly defined strategic salt flats, through the CEOL framework (see 

previous section).44 Similarly, the calculation method is being questioned at CORFO for the 

mining sites of SQM and Albemarle in the Salar de Atacama.45 While a ministerial committee 

comprising several key Chilean ministries was consulted on what should be considered 

relevant for the FTA, these considerations for revising the methodology have not been 

 
39 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024; Interview, Trade policy NGO, 28 August 2024. 
40 Interview, Chilean Ministry of Foreign Affairs, 25 November 2024. 
41 Interview, Trade policy NGO, 28 August 2024; Interview, State-owned enterprise, 14 November 2024; 
Interview, Chilean Ministry of Foreign Affairs, 25 November 2024; Interview, Chilean Ministry of Foreign Affairs, 
19 December 2024. 
42 Interview, Private lithium firm, 5 September 2024; Interview, Chilean Ministry of Foreign Affairs, 19 
December 2024; Interview, EU Trade union, 24 October 2024. 
43 Interview, Tech and raw materials agency, 3 September 2024; Interview, State-owned enterprise, 14 
November 2024; Interview, Chilean Ministry of Mining, 28 November 2024. 
44 Interview, State-owned enterprise, 14 November 2024; Interview, Chilean Ministry of Mining, 18 November 
2024. 
45 Interview, CORFO, 5 December 2024. 
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considered during the trade negotiations.46 This reflects a silo effect, highlighting a broader 

disconnect between trade policy-making and national industrial policy-making. 

Figure 2: Lithium prices in US$/kg, 2018–2024 

 

Source: Castillo et al. (2024 : 29). 

 

Notably, however, Chile’s lithium preferential pricing policy has not yet materialised in any 

investment although price developments have been favourable, private companies were 

interested, and the ERM has not been in place yet. The next section reviews further factors 

besides policy space constraining successful industrial policy implementation in Chile’s lithium 

sector.  

5.3. Obstacles for successful Industrial Policy beyond the ERM 

Besides the constrained policy space through the ERM of the EU-Chile FTA, other national 

factors have become an obstacle to the success of industrial policy measures in the lithium 

sector. ‘Policy failures’ (Carrasco, 2024) have raised concerns about the effectiveness and 

 
46 Interview, State-owned enterprise, 14 November 2024; Interview, Chilean Ministry of Mining, 18 November 
2024.; Interview, CORFO, 5 December 2024; Interview, Chilean Ministry of Foreign Affairs, 19 December 2024. 
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success of the tool of preferential pricing and the lithium tenders. Besides a past scandal of 

SQM underpaying royalties to the Chilean state, loopholes and unenforceable clauses in 

contracts with SQM and Albemarle have been identified. Doubts also remain about the tool’s 

ability to attract investments as none have materialized thus far. More importantly, the 

development of lithium-forward industries in Chile has yet to happen, as seen with the 

pending plans for cathode production. Consequently, the Chilean state changed its role from 

simply controlling payments to actively shaping contracts and enhancing its capabilities in 

governing lithium, though the results remain to be seen.47 

Moreover, no national consensus on the extent of industrial policy-making exists. Varying 

preferences and levels of willingness among domestic political forces have developed 

historically (see previous section) and continue to evolve today: the right and the business 

sector tend to favor market forces, while the left advocates for active state involvement. This 

extends to implications for more comprehensive industrial policymaking in the lithium sector. 

For example, instead of President Boric's original plan for a state-controlled national lithium 

firm, the NLS relies on existing SOEs, Enami and CODELCO, to manage new strategic salt flats.48  

Furthermore, the Chilean state governs within generally limited state capacity and financial 

resources. For instance, other (aspiring) hegemonic powers or regions like China, the USA, and 

the EU use subsidies to boost their EV sectors. Instead, Chile has to rely on non-cost tools, like 

preferential pricing (see previous section), enabled by Chile’s unique regulatory framework 

and the state’s ownership of lithium. This tool is intended to contribute to national 

development goals by leveraging the terms of contracts to incentivize value addition and 

enforce conditions (Bulfone et al., 2024), including possibly more comprehensive 

considerations of indigenous and local communities in decision-making and financial 

contributions and (sustainable) technology choices49.  

This limited state capacity also explains why preferential pricing remains in place despite 

certain policy failures (e.g. being based on the premise of high lithium prices). Instead, there 

 
47 Interview, Chilean Ministry of Mining, 28 November 2024; Interview, CORFO, 5 December 2024; Interview, 
CORFO, 23 December 2024. 
48 Interview Chilean Ministry of Mining, 28 November 2024; Interview, CORFO, 5 December 2024; Interview, 
CORFO, 23 December 2024. 
49 Interview Comité de Desarrollo y Fomento Indígena, 03 January 2025. 
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is increasing awareness of the flaws of this policy tool. Moreover, the primary investment 

incentive is not solely the price element, but rather non-price factors such as access to lithium, 

especially in the context of high prices and its strategic importance for the automotive 

industries and the green transition, as well as a stable economic and political investment 

environment.50 

Chile's policy space is further constrained by its specific integration into the world economy. 

The EU-Chile FTA is merely one of the 33 FTAs that Chile has concluded, a country known for 

its liberal and open trade policy.51 Despite its abundant lithium reserves, Chile further faces 

challenges in capturing higher- value-adding activities within the battery and EV sectors due 

to its GVC position. On the one hand, this relates to Chile’s geographical position and the 

economic geography of automotive value chains (see previous section). Battery 

manufacturing is indeed expected to remain concentrated elsewhere (Castillo et al., 2024). On 

the other hand, lead firms, SQM and Albemarle, who do not only hold more technical expertise 

vis-à-vis SOEs,52 but also quasi-monopolistic positions in the extractive sector, are criticized 

for ‘state capture’ at the cost of public interests (Yurisch Toledo et al., 2024) as the Chilean 

state has to rely on them to seize the current 'window of opportunity' of lithium. For instance, 

despite discussions on not extending SQM's mining rights after 2030, a SQM-CODELCO 

partnership was formed to prevent production disruptions until a replacement was 

established.53 Overall, the Chilean lithium value chain largely depends on foreign firms.54 

Chile has not yet developed car production and national demand increases yet remains 

insufficient for EVs, partly due to the country's small size and its GVC position. Thus, there 

have been proposals for a regional (electro) mobility market and manufacturing hub (Castillo 

et al., 2024) within Latin America involving Brazil, Argentina, and Bolivia—countries with car 

production and raw material reserves, also accounting for GVC configurations. This could also 

 
50 Interview, Tech and raw materials agency, 3 September 2024; Interview, Senior Researcher, 9 September 
2024; Interview, CORFO, 5 December 2024; Interview, CORFO, 23 December 2024. 
51 Interview, Chilean Ministry of Foreign Affairs, 21 August 2024. 
52 Interview, Senior Researcher, 9 September 2024. 
53 Interview, Chilean Ministry of Mining, 28 November 2024; Interview, CORFO, 23 December 2024. 
54 Interview, State-owned enterprise, Chile 14 November 2024; Interview, Chilean Ministry of Mining, 28 
November 2024. 
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be enabled through public procurement with Chile already operating e-buses for public 

transportation.55 

However, to overcome extractivism and commodity dependence as a result of gradual and 

premature deindustrialization, Chile may consider active industrial policy embedded within a 

broader long-term strategy (Castillo and Ominami, 2024) beyond the system of preferential 

pricing. Besides plans to explore underpenetrated segments within the lithium value-chain 

such as next-generation technologies like solid-state batteries, or to focus more generally on 

the mining sector, Chile’s industrial policy could target other renewable fields of the energy 

transition such as solar and wind energy hence expanding into new comparative advantages.56 

6. Conclusions  

This article explores and contributes to the understanding of the phenomenon of ‘kicking 

away the green ladder’ for non-hegemonic powers in the context of the green transition. To 

do so it examines the impact of trade policy on national industrial policy space. Specifically, it 

investigates the modernized EU-Chile FTA, focusing on its novel ERM and its implications for 

Chile’s industrial policy in the lithium sector, particularly regarding preferential pricing policies 

and broader developmental goals. 

The findings reveal that while the ERM permits preferential pricing under specific conditions, 

it also introduces new restrictions, such as banning import and export monopolies and limiting 

preferential pricing mechanisms. These measures restrict policy space beyond WTO rules or 

the previous EU-Chile FTA, reflecting broader trends of FTAs. More significantly, this creates a 

‘lock-in’ effect that limits Chile's ability to adapt policies to shifting global and domestic 

dynamics.  

Chile was able to negotiate the inclusion of preferential pricing under certain conditions and 

avoided even more restrictive constraints on its use of strategically leveraging geopolitical 

factors in negotiations, in particular the EU’s reliance on Chilean lithium and competition from 

China. However, our analysis for Chile's case demonstrates that policy space, while essential 

for national development, does not guarantee the success of industrial policy instruments. 

 
55 Interview, Senior Researcher, 20 November 2024; Interview, CORFO, 23 December 2024. 
56 Interview, Extractive industries NGO, 9 September 2024; Interview, CORFO, 5 December 2024. 



 

25 

Domestic factors, such as the absence of a political consensus on comprehensive industrial 

policy and past policy failures, also hinder progress. For instance, despite CORFO’s lithium 

tenders and renegotiated contracts with leading lithium mining firms SQM and Albemarle to 

ban low-value brine exports and require lithium carbonate production, significant investments 

have yet to materialize.   

While the ERM is not ‘Chile’s biggest problem,’ it illustrates how trade agreements can restrict 

industrial policy in resource-rich economies. To avoid replicating patterns of commodity 

dependence in low-carbon transitions, non-hegemonic powers like Chile must still find ways 

to integrate into higher-value chain segments. However, the dominance of Chinese firms and 

the economic geography of the global battery value chain highlight further the challenges 

Chile faces in doing so.  

Addressing these challenges requires more than preserving policy space—it requires 

structural transformation, aligning national policies with GVC dynamics, and building robust 

domestic capacities, achieving both external and internal coherence. Future research should 

continue to monitor the ERM's implementation and its long-term implications for Chile’s 

policy space.  
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Appendix 

 

Table A1. Interviews 

Type of actor / institution based in DATE 

Private Lithium Firm Chile 09/05/2024 

State‐owned enterprise Chile 11/14/2024 

Chilean Ministry of Mining Chile 11/18/2024 

Chilean Ministry of Mining Chile 11/28/2024 

Chilean Ministry of Foreign Affairs Chile 08/21/2024 

Chilean Ministry of Foreign Affairs Chile 12/19/2024 

Chilean Ministry of Foreign Affairs Chile 11/25/2024 

CORFO Chile 12/05/2024 

CORFO Chile 12/23/2024 

Comité de Litio y Salares Chile 12/20/2024 

Comité de Desarrollo y Fomento Indígena Chile 01/03/2025 

Tech. and raw materials agency Chile 09/03/2024 

Extractive industries NGO Chile 09/09/2024 

Trade policy NGO EU 08/28/2024 

Trade Union EU 10/24/2024 

European Commission DG Trade EU 09/17/2024 

Member of the European Parliament EU 09/17/2024 

Senior Researcher Chile 08/27/2024 

Senior Researcher Chile 09/09/2024 

Senior Researcher Chile 08/29/2024  

Senior Researcher Chile 11/20/2024 

Source : Authors’ own depiction 
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