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SUMMARY

In the first part of the study an analysis is made of various types of experience
in the mining countries of lLatin America: the promotion and supervision of the
transnational corporations during the boom period of large-scale mining, with
particular emphasis on the case of the Peruvian agreements with the Southern Peru
Copper Corporation and its subsequent renegotiation; the change of mine ownership
in the case of the "Chileanization" and nationalization of copper in this country;
the experience of the Bolivian public sector in mining and metallurgical integration;
the new tax policy and the mixed enterprises in the bauxite industry in Jamaica
and, finally, the experience of the public sector of Mexico in the processing of
phosphates.,

The empirical analysis of the different cases and the experience of other
mining countries conduce in the second part of the paper to some considerations of
a general nature, First, at the level of the centre-periphery system, the main
countries and enterprises, an assessment is made of the structural changes in the
decade of the 1970s which reflect a strengthening of the sovereignty of the Latin
American and other developing countries over their mining resources, especially in
the mineral-processing phase. Second, the problems relating to the role of the
State and public enterprises in the mining and metallurgical development are
discussed with emphasis on their mutual linkages in the context of social and
entrepreneurial interests, the administrative capacity of the public sector
vis-3-vis the transnational corporations and some domestic problems of the public
enterprises. Finally, an attempt is made to draw up a summary chart of the
divergent interests of the transnational corporations and the public sector of the
peripheral mining countries in respect of the main aspects of their interaction and
co-operation, along with the alternatives and forms of solution with emphasis on the

possibilities of mutual understanding.
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INTRODUCTION

This study presents a summary analysis of experiences in Chile, Peru, Jamaica,
Bolivia and Mexico relating to the roles of the public sector &iid-of: transnational
gorﬁbrations_in phé‘dévélopment-of'the copper, bauxite, tin @nd phosphate . u" -
industries (part I of the study):” Particular attention is paid to those actioms;

o s -8 . . [ I . Y . N 3 . . Lo
poldcies and strategies, negotiations, conflicts and agreements involving:these.

two agents which have a deécisive effect on the ‘gains yielded by these industries™

and ‘dn“their distribution between the two groups. The purpose of this§tudy is -

‘to contribute to‘a better understanding of the tomplex-problems and interésts '

which are-involved ‘and to offer some conclusions and proposals for discussion at -
the ‘workshop. The more- extensive experience of otherithird world mineral-producing
countries has also been drawn upor in formulating the conclusions and proposals -
which are set forth in part  II of this paper. - "' ' :

' The empirical portion’'of this study 'is based on"the findings of ‘the
interregional project on transnational ‘éorporations and Latin American export:
commodities which wis directed by the author inderthe Joint ECLAC/CTC Unit and

on‘subsequent studies concerning’cbstacles ‘to ‘the processing of commodities,

which he conducted for the UNCTAD -Commodities Division '(see’thé annex to this
document): ' Other studies-and:papers ‘on- the subject were alsoc used in drafting
the concélisisns 'and récommendations, éspecially those published by ECLAC, CIC
(United Mations “Centre on Trarsnitional Corporations),:UNCTAD,; etc. (see the
corresponding bibliographic entries). ' E K

" ‘Finally, the author would 'like to express his sincere appreciation for. the
support, comments-and critiques so generously provided-over the years by the .-
directing bodies of ‘ECLAC, CTC, UNCTAD and UNDP and by colleagues at these
United Nations institutions, especially in’'thé ECLAC/CTC Unit- and the Natural’
Resources (Minerals Section) and International Trade and Development” Divisions,. :
who made possible the case studies presented in this brief summary. The author
wishes to express his special thanks to the many government officials and company
officers in the countries where the surveys and research were conducted. It must
be repeated, however, that the views and opinions expressed in this document, as

well as any errors it may contain, are those of the author.

/I. SOME



I. SOME LATIN AMERICAN EXPERIENCES SINCE THE WAR

With the aim of taking greater ad&antage of their non-reaewableonatural'resources,
the goverhments‘of Latin America have made substantial changes in the production
structure of the mlnlng sector 31nce the end of the war, expandlng the share of .
the State in thls sector s act1v1t1es and applylng actlve policies as well as:
carrylng out negotlatlons w1th the transnatlonal corporations which have tradi-
tlonally been in control of the sector. In the absence of any natlonal private .
enterprises w1th the necessary financ1al, technological and administrative capacity,
the State has been obllged in some countrles to undertake entrepreneurial functions
and to establlsh publlc enterprlses to mlne, process and market minerals. In spite
of this, however, 1n many cases dependence on the transnatlonal corporations has
per81sted, espec1ally in the flelds of technology and world-level marketing.

This chapter analyses several types of experiences by the mining countries
of Latln America: the promotlon and superv1slon of transnatlonal corporations in
the boom perlod of large-scale mlnlng, with particular emphasis on the case of the
agreements,betweenrthe Peruvian Government and the Southern Peru Copper Corporation
and their_subsequent_reneéotiationgwthe change of ownership of the mining industry
in Chile, with the ﬁChileauizationvhand nationalization of that country's copper
industry; the experienoe”of the Bolivian pub;ic_seotor‘in}the integration of . .
mining and metal production; the new tax policy and mixed enterprises in the
Jamaican bauxite industry; and, finaily, the egperienoe of the Mexican public
sector in the processing of phosphates,1/ Although these admittedly only repre-
sent a llmlted number of experlences, they are nevertheless characteristic of the
blg changes whlch have taken place in the Latln American mining sector since the.
war and enable certaln conclusions and recommendations to be arrived at later on

in th;s_study.._
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- A.-PROMOTION AND SUPERVISION OF THE'TRANSNATIONAL' CORPORAT IONS
IN THE BOOM PERIOD OF LARGE-SCALE MINING: THE
AGREEMENTS BETWEEN THE PERUVIAN GOVERNMENT
AND THE. SOUTHERN PERU COPPER CORPORATION -

1. Traditional legislation and concessions:
(enclave-type arrangements )

The beginning of the development of large-scale mining in Latin America was -

characterized by a notable imbalance between -the bargaining powers of the govefn-

ments and the transnaticnal corporations. .The former wished to take maximum

advantage of the potential of their "Primary capital” of natural resources in
order to increase the well-being .of their pecples, but they did not have the
necessary domestic saving, technology or independent entrepreneurial groups to
undertake projects of this scale. : The criterioh therefore prevailed whereby

foreign .investment in large-scale mining was consideved as additional rather than

substitutive (a feature which is frequently‘attributed té it in'manufacturing).’

The transnational corporations laid great stress‘on the factors which were lack:mg
in the peripheral country;:with the purpose of - gain:l.ng ‘control over supplles of
strateg;c_ materials for-:the industrialized world -and ‘trymg to max:LmJ.ze their
profits.and minimize --or:rather secure the maximim ‘possible ‘compénsation for-- '
the foreseeable risk deriving both from: the scanty possibility of exactly fore-
casting the mineral .yield'of a project’ard ‘the presuﬁxéd”'miééf'ﬁaiﬁfy about the
durability of the original political commitments assumed- by the ‘host’ govemment. ‘
. The small oligopolic group of transnational m:m:.ng corporatlons had at ‘
its disposal in the peripheral countries gréat reserves of minerals and was able -
both to choose the deposits with the greatest metal content and to establish )
itself in those cowntries whose governments offered additional advantages through
"promotional” and exceptional treatment. In these c1rcumstances “at dlfferent
times and..in different.places, . Patifio} Anaconda, Kenne¢ott and ASARCO (together:
with Cerro.Pasco. Corporation, Phelps Dodge and Newmont- Mln:mg) and ALCOA, ALCAN
Kaiser ‘and Reynolds set-up.large-scale 'tin mining in Bollva.a, copper mlnlng m
Chile and Peru and bauxite mining in- ‘Jamaica; with the same main impact’ of »
opening up to: these. countriés new sources of foreign exchange and fiscal income:
conditions which subsequently becameé‘deterfiining factors for their 'déveiépméﬁf-
(at . the-end.of the 1970s, the contribiition of the mining sector to total 'éxp‘c;rt
EUREIE, /and fiscal



and fiscal income was 71% and 25% in Bolivia, 53% and 15% in Chile, 40% and 12%
in Peru, and 76% and 25% in Jamalca 2/ On the other hand the same positive pheno-
menon led to dependence on unstable markets while the distribution of the profits
of mining between the partles —-partlcularly at times of favourable prices--
showed a disproportional bias inifavour of the transnational corporations.

Furthermore, the excessiveiincpme.which the transnational corporations
appropriated for themselves was ot capitalized’iﬁ local mining or metal productiop,
where it originated, but was increasingly concentrated, in keeping with the giobal
strategy of the transnational corporations,’ in the 1ndustr1allzed countries; thus,
during the period 1967-1975, the share of the latter countries in the dlrect
investment of the United States transnational mining companies 1ncreased from 58%
to 84%.3/ " o | S | o

Let us now examine some outstanding features:of the. liberal or- promotional
treatment accorded to the transnational corporations, whose investments led to the
boom period of large-scale mining "in the countries in question, with spe01al ‘
attention to the case of the Peruvian ‘agreemerits on copper. ' '

On the one hand, the mining codes held that the minerals in the soil and
the subsoil are the property of the State, ‘but on ‘the other hand a system of very
advantageous concessions was instituted for' 1nvestors ‘which gave them the rlght to
use, enjoy and freely dispose of the product of their activities in'the areas : ‘
given to them under concession for a practlcally‘lndeflnlte length of tlme
(50 yeaprs or nnre);"with guarantees of tax and exchange Stability.“Thé investors
paid a very small land rent which enabled them to maintain large areas iﬁdefi-? 
nitely without being exploited, as part of their world reserves for pbssible :
exploitatibns, while the host Staté, in practiceé, lacked the capacity to question
or annul a concession,’ ' o R | ' |

The- tax régime (royalties and taxes) applied during the boom perlod of
large-scale mining gave forelgn investors a number of advantages which facilitated
the rapid recovery of their investments and high and stable profits. The ‘taxation
of profits was excessively low (between 6% and 25% of the taxable amount), while
the effective rate of tax was even lower because of various types of deductions
and exemptions. A fypical deduction was based on the "depletion" factor of ‘the
deposits exploited by the ‘transnational corporations, even “though the non-renewable
resource was-the*pfoPerfy'of the State. Under these arrangements, the enterprises

' ' /were allowed



were allowed to deduct, free of all charges, 15% and in exceptional cases even
as much as 50% of their profits, although they were, it is true, obliged to
reinvest the amounts corresponding.to this deduction, ° Investors were also

permitted to make accelerated depreciation reserves in respect of machinery and

~equipment at a rate of up to 20% per year and to readjust their capital to.take.

account of variations in the purchasing power of the national currency..

The traditional forms of'mining'legislation’and leases thus. granted exten-
s1ve powers and exclusive rlghts to fbrelgn investors, but they did not safeguard
the vital 1nterests of the countries serving as sites for direct foreign investment.
The governments 1n the reglon had 11ttle or no control over ‘the ‘management or -
conduct of fbrelgn companles " which subordinated’ the actions of their local-
subsidiaries to the overall interests ‘and’ strategies of the respective trasna- -
tional corporatlon.' This natarally ‘created points of future conflict (during
the period when the investments were ‘maturing) between thém and.the transnational
corporatlons 1n relatlon to matters ‘which would have'a major impact on .the -
countrles"3001al and economlc development and on their linkages with the expor-
tatlon of non—renewable natural resources, such as: the’ dynamism and methods of.
explorlng for and mlnlng the various’ mlnerels ‘their distribution, marketing and
proce351ng; employment tralnlng and the social status of local labour;.captive.
technology and 1mported versus local’ inputs’ and services; the lack of fiscal
transparency and the dlscretlonary powers ‘exercised by management.in handling -
admlnlstratlve and accountlng matters as well as in setting export prices and,
espec1ally, transfer prlces among the companles forming part of the same trans-
natlonal corporatlon, env1ronmental safety and protectlon and the development of
1nfrastructure "etc. A '

In sum, the above-mentioned aspects indicate that the traditional forms of
mining leglslatlon and leases created a legal situation that permitted the
establishment of foreign enclaves which challenged the host government's
soverelgnty over thelr naturai resources and which laid the foundations for an -

unequal dlstra.butlon of the prof:.ts between the two parties. l&/

o 2; The tradltlonal Toquepala lease

The Toquepala contract signed.between the Government of Peru and the Southern )
Peru Copper Corporation in 1954 was a typical case of the appl:catlon of a mlnlng

code which was liberal and advantageous for the transnational corporations. Under

/this contract



this contract, the investment was granted the exceptlonal treatment of belng N
considéred as a "marginal depo31t" thus permlttlng the 1nvestor to pay only :
10-20% of the taxes on profit. The quuepala dep031t was con51dered as marglnal
without taking into account the" sxtuatlon of some 31m11ar dep051ts 1n other )
countries. - With its’ average copper content of 1. 7% durlng the first year °f
operation and 1.3% even six years afterwards, 1t had metal contents hlgher than |
almost all the open-cut mines operated in the Unlted States. ,

"In 1966 the 1nvest1gat1ng committee of the Peruv1an Parllament also 1dent1—

M

. fied other 1rregular1t1es in the behav1our of thls forelgn subs1d1ary, 1nclud1ng
the most part, transferred to the transnatlonal corporatlon s shareholders
(American Smeltlng, Phelps Dodge, Cerro Corporat:.on and Newmont Mlmng) through
the use of double bookkeeplng 1nVOlV1ng ‘sibstantial dlfferences between the
balances submitted to the’ superlntendent of Taxatlon of Peru and those submltted.
. to the Securities and Exchange Comm1831on in the Unlted States.' Thus, for ‘
; example, the first set of flgures reflected an’ over—valuatlon of US$ 66 mllllon B
in expenses and US$ u4 5 mlllloh in the estlmate of the depletlon factor of the
reserves, R R ' ' -
"As a resuit, the contract was renegotlated and 1ts status of "marglnal o
dep031t" was cancelled, but no’ punlshment was 1nfllcted on the enterprlse for 'h.
the irregulabities proved by the Parliamentary Comm1ssxon. " This 1en1ency was ‘;“
connected with the Governmént's ‘interest in arr1v1ng at an agreement w1th the : :J
transnational” corporatlon regardlng the new Cuajone depos1t. ‘ o
‘The above example of this transnatlonal corporatlon s tax practlces under L?
a traditional type of lease illustrates one of the p01nts of confllct and '
subsequent changes in the Government's pollcy. On ‘the one hand the explo:Ltat:Lon
of Toquepala resulted in a 31x-fold increase --from 30 060 to 182 000 metrlc
tons— in Peru's copper output in the 1950s (Southern accounted fbr 85% of the
latter flgure ‘and provided for the ore's process1ng 1nto bllster oopper at its
Ilo foundry); on the other hand, the oountry s forelgn exchange and budgetary
income did not keep pace with this expansion, 'and a digproportionate share of

the profits went to the transnational corporatiom, . . . ...

3 The



3. The "developmentalistic" Cuajone lease

The lease granted 1n late 1969 to Southern by the Peruvian Government under the
mining contract gpvernlng the Cuajone copper dep081ts contains - a number of
advantages for the country s economy which were not prov1ded for in previous
"tradat;onal“ leases 5/ These relate partlcularly to 1ncreased linkages bétween -

1nvestment and the economic and soc1a1 development of the zoné where the dep031t A

is located (Moquegua Department) and of the Peruvian economy 1n general.:”hm“'"m”m”

the:country's difficult external economic position obliged the Government.h_:grént

a number of tax. incentives to the transnational corporatlon and to other prOJect
financiers, in addition to their traditional rlght to dlspose of the gpods they
produced and their:foreign exchange earnings from sales as they w1shed. .

a) #. Closer links with the national economy o

- The contract. awarded the transnational corporatlon tltle to leases coverlng
over 7:000 hectares for the exploitation of previously explored depos1ts and for
an -annual output of 110 000 short tons of blister copper. The total 1nvestment B
originally estimated in the contract was US$ 355 mllllon,.but by the end of the
work in 1976 the figure had practically doubled, as will be dlscussed 1n the )
following sectian. The feature of this contract which is of concern w1th1n the

context of this study is the distribution or specific use to, he made of the funds

as ‘laid down in. the General Investment Plan, which was blndlng upon the trans-

national corporatlons (in accordance with clause 5 of the contract)

" As indicated in table 1, actual mining production accounts for only 26%Aof |
the total estimated investment, while 19% of the total is represented by process1ng
(concentrating: the ore and smelting it into blister copper) . - Almost. one-fourth
of the total investment is allocated for..the ‘necessary economlc 1nfrastructure,
including transport by rail and roadway (over 156 of the total) and energy, water
and communications facilities (over 7%). In addltlon, a relatively large
percentage (8% of the total 1nvestment) 1s earmarked for the- constructmon -of -new-
urban centres to house the pmject workers and the:,r famllles, educatlonal centhes
and hospitals, etc, ' Finally, the remaining 23% corresponds to‘genera;_serylces,w
related to the investment. These include a large amount of interest: (11.5% 5%'
the total) on the loans during the time construction is going on, as well as other
general expenses and payments of the company.

/Table 1



Table 1

PERU: ALLOCATION OF THE ESTIMATED INVESTMENT AS SET FORTH

IN THE CUAJONE CONTRACT -

All@éation of the_inveséﬁedf

" . Estimated distribution ‘-

‘Millions of dollars %..°

1. 'Mining production - total
" ""a) Equipment ’
'b) Land-clearance and pre-production operations
c) Workshops, storage facilities, etc.:
2. Processing - total - )
a) Ore concentration plant
“b)-Expansion of ‘the Ilo foundry

3, E¢onomic infrastructure - total

a): Energy and communicaticns’

b) Expansion of the thermal-plant (Ilo foundry)
c) Water supply

d)- Roads

é) Railway, tunnels and equipment (including trains)

4. Social infrastructure (urban centres)

5. General services - total’

'a) Engineering sérvices and inspection’
" b) Fees : '
c) Other company- overhead:

d) ‘Interest payments:- during’construction

Grand fotal“

92.0
48,0
35.0

9.0

68 .5

5150
17.57@f
8.0

8.3

13,1

50,7
-28.6

81.6
15.2 .
5.0
20,4

41 .o

355.0

13.5
9.9
2.5

19.3

Al b

4.9

© 23,7

243
2.3

3.7 -

1.2
14,3
" 8.1

© 23,0

4,3
1.4
5.7

©11.5

100.0

Source. Mining ccntract for the Cuajone dep081ts, ‘clause 5, General 1nvestment o

- plan, Lima, 19 December’ ‘1969, -

a/ Corresponds to the annual production capacity of 110 000 short tons ‘of -

blister copper.

/In view.



In view of the above-mentioned percentage distribution of the total Cuajone
investment, which is based on preliminary estimates contained in the contract,6/
it may be 'seen that, under this contract, the transnaxiopal,qqrporation not only
assumes the obligation ‘of establishing and financing the adgitional mineral
production capacity and -the ore's primary processing (up to, the stage of blister
copper) but also assumes responsibility for the required.economic,and social
infrastructure. This does not necessarily mean that the mlnlng/metallurglcal
zone fostered by ‘this new' transnational investment ceases to repxesent an
"export enclave" in the country's economys nor does it by any means indicate
that this total direct foreign investment package does, not yield §ubstantial
profits for the investors (as will be discussed below .in section 6). What it
does indeed appear to indicate, however, is:that the forward linkages of the
Cuajone project were not confined to increasing the production and exportation
of blister copper, but also included new  economic. and social services;_althcugh
related to the project, these services could also potentially be used on a broader
scale (energy, transport, communications):and could. lead to the. creation of more
jobs and additional income. Obviously, ‘the-relative size of the investment in
economic and social infrastructure which is involved in most mining projects in
developing countries plays an extremely impoxrtant role in alternative models for
mining developmént whereby a public enterprise takes over a transnational's
production functions and the State has to seek financing for the high cost of
such infrastructure. R ST S _hv.gn,'

A public enterprlse having a sufficient level of know=how and experlence
at its disposal might, however, be able to reduce some of the large outlays in
foreign currency required for engineering services and inspection, fees and the
overhead of the transnational corporation (11.5% of the total Cuajone 1nvestment)

Finally, the contract also. obligates the transnational. corporatlon "to
carry out a progressive training programme. for: technical andvadmln;stpatlve staff
which will prepare them to serve at the various managerial levels and in the
different areas of technical specialization" (of the companx)h Similarly, it
provides for the establishment of a -department of industrial relations "in order
to fulfil the legal norms and regulations governing union activities, mining
security, workers' rights and the training of operatofs".Zj
' o Jiith a .
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- With a view to increasing the -utilization of local factors of production,.. .
it also makes it obligatory. for the. company to purchase: domestically-produced . .
materials, when available, so long.as they are-of the required quality and their
Prices are competitive with; imports (a ceiling is set of 25% over -the. CIF price ..
of a similar imported prodict). 8/ e
b) Project financing. ...- . e e : Vs T

The financing.of the.Cuajone'project_wasualsq,a.typical:examp}e-gﬁ_the new
strategy‘of'the transnational corporations, which consisted of distributing the .
risk of the investment among .various financiers interested in one or another in
the prOJect. Whereas previously the transnational corporatlons provided the
major part of the investment from their own capital or -else had to go seeking -
credits on the capital market, now the sources of .financing were dlver81f1ed over
a broad network of investment and oommerc1al banks, suppllers of equlpment and
materlals, and future consumers of the. minerals, all of them comlng frqm various .
industrialized. countrues whose governments.also provided greater. securlty for the
investment- through the direct part1c1patlon of - finance agencies; whether of their
own country or of international status (but in which. they- possess most of the .
capital- and - the decisive vates). SURUSRRTC . ) e

Indeed, the owners of.the. subSIdlary company of Southern Peru quper Corp.._
contributed only 34% of the total Cuajone investment, which had reached some .
USS 650 million dollars 9/ by the end of the project in 1976, and its minority-
interest=parther, Billiton Metallurgie Co., put in another. 4%; . the amoynt put up
by the transnational mining corporations was supplementgd,by_a loan from the
Chase Manhattan Bank .(31%), acting.as part of.a syndicate with andther.QB_banks
from the United States, Europe and Japan.  -The.suppliers of equipment and mabhineny,
along with. their-banks, contributed 22%,.é‘large portion of which was accounted
for by the Export-Import Bank of the .United States (9%).. Finally, future buyers
of Cuajone blister copper provided 8% and the World Bank. furnished 1. 5% (see
table 2). - Clearly, this complex interrelated network of foreign 1nterests .
provided the best possible means of protecting foreign investment against any
unilateral action that might be taken by the government-of the host country since,
if it were to declare the terms and guarantees extended. to: the financiers of the
project null and void or were to change them unilaterally, it would run the risk
of provoking commercial and financial embargoes as well as political pressure

(whiéh, as will be seen further on, is what happened in Chile). /Table 2
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Table 2
.. R ...)‘.'h ‘,_‘.
PERU: -FINANCIERS -FOR THE -CUAJONE INVESTMENT (UP TO JUNE 1976)

- (Estimates in millions of dollars and as:a percentagg
e of. the total) L

a/ From Austria, Belglum, Canada, France, Italy,. Japan, _the Un.lted ngdom ang e
b/ Includes the Export-Import Bank of “the United Statés- Goveérnnent,

c/ Internatlonal Finance Corporatlon.
Q/ Includes a Japanese group (Mitsubishi Metal, Dowa Mining, Mitsui Mining and~

the United States.

Bank, Manufacturers Hamover. Trust,.etc. ;- . ,

Piﬁanéiers‘.:&.,:‘l Cet ?; Lo el e eﬁ;slnve$tm¢nt. %
1. Chase Manhattan Bank, as part of a syndlcate w1th sl

28 other banks a/ o P ety awr o, 20005, 3048

. 2. Suppliers of equlpment and machlnery (and thelr banks) b/ . W0 . .21.6
3. World Bank (IFC) ¢/ O S 98-
4, Future buyers of bllster scopper. d/ e e S 803
Credits, subtotal o .;,t.;:aj e WO 62,2

5. Southern Peru Corporation . . .. . Ly e 0220, i 33,9
6. Billiton Metallurgie Co. f et e em i uj;»gwégﬁ:ﬁm,gu,v3,9¢
Company partners, subtotal . u 3 L e e o 2HS e 8T8
. ., Budgeted investment, total;“‘_;4>3 e e, B9 10040
Source- Mlnlstry of Economic Affairs and Finance. cihen

Wéiis'Fargo*A

Smelting, Sumitomo Metal Mining and. Furukawa), an PEnglish group (Imperial.

Metal Industries, British Insulated and Enfield Rolllng) and Bllllton -

Metallurgie of the Netherlands.

) "
D
1, a
R A R P L N A O P /Cﬁj'ﬂj1e
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On the other hand, neither the Peruvian State nor its public enterprise,
HINEROPERU (which was founded after the contract was signed), assumes any respon-
sibility whatsoever for the amortization of the Cuajone project loans or for
guaranteeing that flnan01ng.10/ This arrangement, once agaln, sets the Cuajone
contract apart from other forms of participation by transnatlonal corporatlons
in mining development,-such as in semi-public ventures where the State or a public
company assumes a share of the financing and capital of mining projects.

c) Full discretion in the disposal of goods and foreign exchange

‘By virtue of its exclusive ownership of the Cuajone copper deposits, -
concentration plants and foundry, the Coppercorp'subsidiary of Southern was granted
extensive guarantees in its contract with the Government pertaining to its freedom
to export and sell the goods produced and to dispose of the foreign exchange
obtained from these transactions.

With respect to the company's freedom to market its products, the Government
was expressly prohibited from suspending or delaying exports to any external
market whatsoever and from compelling the company to undertake sales or barter
arrangements involving prices or currencies not corresponding to prevailing
practices on the international market. The transnational's. unilateral marketing
rights were, however, restricted by ‘the clause, "once the country's domestic
oonsuﬁption neéds have been met in accbrdanéé'With=the~Industria;'Promotion
Law ...".11/ 'As will be discussed later on in section 4, the neﬁ:mining pdliéyf
and public sector which were established in the eafly 19705 managed to have the
blister copper produced by Coppercorp refined-locélly_and.to échie§é sdme~degnée
of State 1nvolvement in the marketlng of" copper. o ' :

The company's freedom to dispose of its forelgn exchange was guaranteed by
the contract provision requiring the Central Reserve Bank to send an irrevocable
authorization for the opening of an account (No. 1) in the bank that headed up
the financing for the project (Chase Manhattan) which specified that the account
was for the deposits resulting from Southern's sales so that paymeﬁts could be
made from it on the financial commitments incurred. This account is used for the
recovery of the investment and the funds corresponding to amorfization, interest
and other payments related to the financing agreements are therefore deposited in
it. In addition, the Central Bank was required to open another account (No. 2)

using the surpluses from account No. 1. The funds deposited in this account enter
/the country
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the country through the Central Reserve Bank. The company uses these monies B
w1thout any 51gn1f1cant degree of 1nterference in accordance with the mlnlng and
exchange control leglslatlon which empowers the State to 1nspect companies’'
flnanclal transactlons (keeplng records of forelgn trade transactlons credlt
operations, etc.). o ' |

In sum, the Cuajone contract guaranteed that the investing company would be
free to dispose as.it wiShed of the aoods prodnced’and‘the foreign exchange received
from its sales, so long as it observed the leglslatlon governlng this area and the
provisions of the contract. To a great extent 'the State's polltlcal w1ll and
administrative capacity therefore determlned the dlstrlbutlon of the profits
resultlng from the transnatlonal oorporatlon s operatlons.

a The transnatlonal corporatlon s tax arrangements and supervision

~ The tax arrangements for “the forelgn sub31d1ary corresponded to the invest-
ment promotlon reglme which mlnlmlzed the enterprlse s costs because it was given
a number of unilateral advantages compared w1th the reglme in force for national
investors. The flat rate of tax for the flrst 31x years of the recovery of the
1nvestments was set at the equlvalent of 47 5% of the taxable income, 1ncrea31ng
to 54, 5% for the following six years, i. €., the prevalllng rates set by mining _
contracts during the 1970s. The effective rate of tax, however, was much smaller
because of various: types ‘¢f déductions such ‘as the already mentioned "depletion
factor", variations in.the exchange rate, losses incurred during the five years
before the signing of the contraet,'profits derived from theﬁrevaluation of¢assets,
exemption from duties on financial operations, etc.  During the period when the
investment was being»recoyered (i.e., until the beginning‘of th?;198°§)’;the.f
transnational was also exempt from any tax established after the contract was
signed. This was, for,exampie,_the case with the taX~8anhargeLon:traditdonal
exports. e o S

In addition, the transnational corporation enjoyed preferential customs
treatment consisting of exemptlons from duty and faCllltleS for the temporary.
importation, sale or re-export of the equlpment and machinery 1mported during the
construction stage. N )

Unfortunately, there is no data avallable on the gpvernment's budgetary
income in relation to the Cuajone project, except that it equalled zero during the
first three years of exploitation (1976-1978), when the subsidiary company

/suffered heavy
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1SUffér9d heavy losses in relatlon to. the f1nanc1al charges connected w1th the
investment andtprev1ous losses (1t must be remembered that the cost of the former
rose from US$ 355 million to US$ 650 mllllon between the tlne when the orlglnal
contract estimate was prepared in 1969 and the tlﬂE when constructlon was conpleted
-in 1976 12/). - o

- It is abundantly ev1dent that a m1n1ng contract of the size and complex1ty
~.0f: that for Cuajone 1nvolved a w1de _range of sectors of the publlc admlnlstratlon
in the. superv131on of the varlous aspects of the 1nvestment 1tself ‘as well as in
trade, customs, taxation, exchange rate, and other aspects. At the end of the _
1960s, Peru did not possess suff1c1ent 1nfrastructure or quallfled personnel to

supervise and control the compllance w1th the varlous"undertaklngs entered 1nto,

_nor was there sufflclent co-ordlnatlon between the various State bodles, so that
- there was a marked sectorallsm whlch adversely affected the deflnltlon of a 301nt
strategy for supervising the pr03ect. The new m1n1ng pollqy formulated by the
Peruvian Government at. the beglnnlng of the 19703 sought to surmount these § _
.obstacles standlng in the way of the proper superv131on of the Cuajone agreement
and..even renegotiate some of 1ts aspects 1n order to obtaln blgger beneflts for

. the country.

’ [

4, . The establishmént..of the public sector in- the. 1970s

: At the beglnm.ng of “the 1970s, the Peruv::.an Government adopted’ as’ the main

‘ 'ﬁobjectlve of 1ts m1n1ng pollcy ‘the’ fuller ‘utilization of the Known ‘reserves by

seeklng to promote the openlng up of dep031ts not” yet exp101ted-‘to develop the' .
entrepreneurlal act1v1ty of the State in ‘the exp101tatlon, reflnlng and markéting
of mlnerals, to promote new types of llnks with forelgn capital, and to ‘guarantee
the partlclpatlon of the’ mlnlng workers in the private enterprises in the sector.
In order to open up the deposits not yet exp101ted, the principle of "no
work, no protectlon"; ‘was applled whereby the conce531on-holders were obliged
to submlt new 1nvestment progects to the Government for approval. ' This measure
led to the cancellatlon of over 4 000° mlnlng concess1ons; among which the most
lmportant belonged to such transnational corporations as Anaconda, ASARCO

(Amerlcan Smeltlng and Reflnlng Corporatlon), Cerro Pasco and Lampa Mining.

- /In order o
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In order to promote the expansion of the mining sector, the Government set
up a public enterprise --MINEROPERU-- responsible for carrying out preinvestment
studies, negotiating with foreign investors, preparing the projects assigned to
the State and supervising the marketing of minerals. Another public enterprise,
MINEROPERU Comercial, was subsequently set up for the marketing of minerals.

Of the large number of deposits which the State had at its disposal as a result
of the principle of "no work, no protection" it only proved possible to put into
operation and finance with foreign credits a single mine: Cerro Verde, adminis-
tered by the public enterprise CENTROMIN. In addition, MINEROPERU embarked in
1971 on the construction of the Ilo copper refinery with a capacity of 150 000
tons per year, calling for investments of over US$ 60 million which were financed
through long-term sales commitments to the Japanese group Mitsu—Urakawa.

5. The public sector's role in copper refining and renegotiation
with the transnational corporaticn

The Peruvian State's entry into the processing of copper via the government-owned
refinery at Ilo represented a qualitative change in the country's development of
the mining and metallurgical industries which paved the way for an increase in
the value added to the ore locally 13/ and for greater control over the marketing
of copper. The start-up of the State refinery made it necessary for the Cuajone
contract to be renegotiated. Originally, this contract provided that the owners
of the mine could dispose freely of its output so long as priority was given to
domestic supply. This latter condition was used by the Government in order to
renegotiate the contract and ensure the supply of the State refinery at Ilo.

The future users of the output of Cuajone, who were entitled, under the terms

of the credits provided, to about 100 000 short tons a year of blister copper for
refining in the United Kingdom, Japan and the United States, had to sign
contracts with the Ilo refinery, and it was also agreed that part of the copper
should be supplied as blister to certain financiers of:the project.

Table 3 provides an approximate indication of the results of the renego-
tiation. Under the original agreement, the Japanese, English and Dutch
financiers were guaranteed around 60% of the blister copper produced from the
Toquepala concentrates per year, while the transnational corporations would be
free to dispose of the remaining 40%. All of the blister had to be processed

/Table 3
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Table 3

PERU- THE MARKET ING AND REFINING OF BLISTER COPPER FROM CUAJONE

(Est:.mates in thousands of short tons and the percentage)
distribution of total output)

Buyer - : ) D S e i .2 Volume %

A, Dlstrlbut:.on of the bllster oopper )

1. In payment to mvestment flnanc:xers a/ _

a) Japanese group | - | _‘ 30° 17.6
b) English group T g 23.5
c) Billiton Metallurgie (Netherlands) 30 17.6
Payment of credit, subtotal =~ ... ... lndeic . 100 58.8

2, At the disposal of the corporat:l.on's partners e 70 h1.2
Total estimated output . - o : '4 - _3;'_79_ .1_.99;(1

B. Refining of the blister copper

‘1, Original agreement. b/ e » _ o _
Buyers' foreign refineries. . .. . . . .. .. - | 170 . 100.0
2. 1974 renegotiation c/ o _ —_—
- a) MINEROPERU - (Ilo refinery) under contracts. w:.th ,

- i) Investment financiers = ... - .. w0 2356
-ii) Southern Peru Copper Corp. . . _ A 70 . uL.2
.. .. MINEROPERU,. subtotal L | ., o 4.8
b) Foreign refineries = . . N L 60 d/ o352

a/ Cor*responds to the US$ 54 million credit granted to Southern Peru Copper Corp. s
by the future buyers of Cuajone blister (see table 2 above).

b/ Resulting from the freedom to dispose the product of the investment, as.
stipulated in the Cuajone contract.

¢/ HINEROPERU contracts with Japanese fmanc:.ers, Southem Peru and ASAROO
(Geneva, 19 September and Lima, 1 August 1975). '

d/ Financiers of the Japanese group: 30 000 short tons; British Insulated and .
Imperial Metal Industmes. 15 000 short tons each. '

. /in foreign .
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in foreign refineries. Under the new agreement the LIINEROPERU refinery was to
process around two-thirds of the bllster from Toquepala, whlle the other third
would be handled by forelgn reflnerles. The data ava:Llable for the 1976-1378
period mdlcate that the 1n'_"""me of the State reflnery at Iio--Froit. the processing
of the Cuajone blister copper rose from USS 0.5 million to US$ 15.5 million.

The earn:mgs of the foreign Pefinéries, however, were substantially-greater

(US$ 3:2 millien-and. US$.-23.4.million, respectively).14/ This imbalance was

primarily due to the high processing costs of the foreign. refinerdes: 1n wcompharlson
to those of the Peruvian refinery. In any case; the public: sector"s.entry.into
copper reflnlng raised its share of total copper output from 16%: in: 1970.itq-51%

in 1980. CLRTETL g s

6. The public sector's role in the marketmg of copper

a) Transnatlonal corporations-and. transfer. pra.ces L v
~The objectives pursued in the marketing of mlnerals dlffer dependlng on the

interest of the actors involved. Whereas the governments and event

public enterprises tend to maximize the foreign currency 1ncome from expo s and
the tax revenue for the benefit of the national budget, the transnatlonal corpo-
rations, as in other fields of their activities, consider the marketlng .1n the
host country as just one link -in:the- complex network of thelr world operatlons.
The international scale of their operations permits the use of _x‘t.rens_fer, prices
between different wnits in the same enterprise. in order-to, artificialiy nndervalue
the e%port income declared in the host country and transfer the generat:.on of
profits to the- ‘subsequent phases of the proceos.mg and marketlng of mnerals,
which are usually carried out in the 1ndustr1a.llz.ed countrles, thus av01d1ng the
taxation and: exchange controls of the host. country. , ThlS tradlng pollcy of the
trasnatlonal corporatlons 1s facilitated by the h:.gh degree of ollgopollc power
which they have in both the local and world markets. ' _ L ' _' '.

The market:mg of ‘thé" concentrates produced by the nedlum and small—scale
miners .is' generally dominated by the mternatlonal mtermeda.arles who f.'LX a-
particular price, or, more llkely, act as agents who receive a. commission- for thelr
services. The bargaining power of these intermediaries lies in their knowledge of
and contacts in world markets and in possessing sufficient capital to finance the
purchase of the.output and possibly investment in the activities of the medium~

' /and small-scale
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and small-scale producers, who are thus controlled by orl"tied" to trading firms.
The profit margln of the intermediaries depends prlnclpally on’ the formation of
"export lots", made up of purchases of concentrates of very heterogeneous quallty,
and on the moment at which their shlpments are made, in accordarnce w1th the )
31tuatlon on world markets. The mlnlng banks promoted by the’ State for thelr o
part try to take the place of the 1ntermed1ar1es in the small-scale mining sector
by purcha31ng low-content mlnerals or concentrates, prov1d1ng credlt and technlcal
assmstance, and exportlng the output to world markets. o ' :

In ‘order to 1ncrease the marglns of dlfference between the prlces prevalllng
on the world markets to whlch the products are sent and the export prlces declared
in the host country (or the prlces at whlch the products are purchased from the
domestic miner in the case of 1nternatlonal 1ntermed1ar1es), various trade pollcy
1nstruments can be used, such as agreed dlscounts 1n respect of the cost of ©
proce351ng the mlneral ("maqulla" charges) and the advantage of rentlng reflnlng
capaclty abroad ("tolls"), dlscounts or premlums on the bas:s ‘of ‘the metal content
of‘the concentrates and thelr level of 1mpur1t1es, dlscounts on competltlve markets
or premlums on others where there is less competltlon, careful selectlon of the
tlme of shlpment in order to obtaln the best quotatlon and dec1s1ons to exchange‘
'geographlcal supply p081tlons ("swaps") pollcleson the destlnatlon of exports 1n
general, and the f1x1ng of 1nternatlonal reference prlces and standards. 0bv1ously,
the 1ntegrated nature of the transnatlonal corporatlons' productlon and trade’ oper-
atlons and thelr ollgopollc posztlon on WOrld markets facllltate the use of these
trade pollcy 1nstruments to maximize thelr proflts and ensure that these are
generated where it sults ‘them most. o l ' e
b) " The MINPECOppubllc enterprlse -

I Peru, the condltlons for marketlng minerals have changed $ince the public
enterprlse MINEROPERU ‘set up a tradlng department (in 1973) and subsequently
(1974) an autonomous publlc enterprlse. MINEROPERU Comercial (MINPECO), was set
‘up for the marketlng of minerals. In the mld-19708, ‘the State controlled over
90% of the natlonal mlneral exports through this enterprlse. Nevertheless, only
one-tenth of 1ts act1v1t1es were carrled out through direct buylng and selllng,
the rest corresponded to "back to back" operatlons where the conditions of the
trade contract were transferred to the producer enterprlse and MINPECO Charged
about 2% comm1381on on the FOB export prlces. In the case of the tripartite

T,

‘/contracts,
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contracts,&é/'through which the blister copper from the Cuajone deposit was sold,
the 1.36% commission charged represented for Southern Peru a kind of-tax paid in
return for the State guarantee on sales to the financiers of the project, since
MINPECO did not possess suitable instruments for supervising these contracts.

Under the’ contracts in question, the importers of blister copper --the
financiers of the investments in Cuajone-- enjoyed considerable unilateral advan-
tages in fixing the prices for thé imported product, since they could define, as
suited them best, the date of quotation for the metal within -the two. months after

- the arrival of the shipment, or else they could opt for a "marketing bonus" which
meant a discount of ‘1% from the:value of the copper quotation, fixed with respect
to & base year selected by the purchaser. ' They also:had the opportunity. to fix:
as they saw fit the discounts for the cost (maquila) of refining the blister in
their countries of origin.: It.can be seen from table: 4 that during the period
1977-1982, . on average, the refining costs-discounted by ‘the associates and finan-
ciers of Southern- Peru, and especially by the Japanese firms, were. substantially
greater than those for the Toquepala blister marketed by the MINPECO public- .-
enterprise. Thus), the transfer prices between the participants in the foreign -
investment facilitated ‘the relocation of profits to their own countries of origin,
while reducing the fiscal revenue of the metal-producing ‘country. Naturally, the
difference in refining costs was reflected in different levels of export prices
and income. If the Cuajone blister had been sold at the same price as that from
Toquepala, marketed by MINPECO, over the period 1976-1982 the country would have
obtained nearly US$ 47 million more in foreign exchange,16/ . ’ '

The effectiveness of State control of the marketing of minerals was adversely
affected by a number of drawbacks of an administrative and bureaucratic nature. -
Like other sectoral marketing directorates, MINPECO was subordinated during the
1970s to the Ministry of Trade, where all the activities of plaming, promoting,
co-ordinating and controlling the internal and external marketing of the country's
mineral products were concentrated. 'This centralization generated serious .
discrepancies with the producer enterprises, while there was no:adequate
co-ordination betweenﬁtheLrespectivé ministries. The bureaucratic rigidity of -
MINPECO was reflected in the lack of any stimulus to increase marketing profits,
the lack of budget autcdnomy, and the absence of wage policies, tO'suchean_ektremg

that it was necessary to secure a decree from the then Government in order to

/Table 4
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, »Table 4

CUAJONE BLISTER' AVERAGE COST OF EXTERNAL PROCESS]NG
” (US$ per metmc ton) o

Japanese ©° " (uajone blister, -  Toduepala blister,

Year e Cl o
consumers iU T . average . . B .. averyrage:

1977 255.6 i nni 20850 118.2
1978 T e 908,20t ww o RBLL0 - el 10Tl
a9 SR gggg T L R R e 102 g
1980 . 2394 1: 2683 o 125 3
1981 ¢ et 28157 ¢ oot L @TMGEL e o o . 12T 3

1982 U awguo T MU aass T T 153

Source: MINEROPERU: Comercial (MINPECO). . -
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make each of the journeys required by marketing abroad. The international
marketing infrastructure was limited to some offices attached to the embassies
(London, New York, Sao Paulo and Peking) which d1d not have any authorlty to
conclude sales or collect payments abroad. Another serious problem was the
financing of the production and‘iﬁvestments of the med1um~31zed and small-scale
mlners, s1nce in this sector MINPECO lacked the necessary resources to take over

the fhnctlons prev1ously dlscharged by the 1nternatlona1 1ntermed1ar1es.

7. Concluding remarks ¢

Despite ali}fhe limitations and pﬁoﬁléms of execution of the mining policies of
the then-Government already referved, it should be noted that during the 1970s it
proved possible to increase copper production from 218 000 to 366 000 tons, or
by 68% (compared with the increaséybf 20% achieved in fhé previous decade), and
at the same time greater benefits were obtained for thé economy of the country.
The value retained in the country in.respect of exports -of copper increased with
the establishment of the public sector, in this area w1th MINEROPERU  and
CCNTROMIN having.a 15% share of total _copper output 1n 1980 and with MINPECO
supervising a large part of copper marketing. " The value added locally to the ore
increased from 16% to 51% of the refined output, as a proportion of total produc-
tion in 1970 and 1980, respectively; in addition, the markets for which the copper
was destined were diversified, and direct sales were made to the countries of the
region and to the State companies of the socialist countries.17/

Early in the 1980s, the Government of Peru eliminated the State monopoly
on the marketing of ore, which had, in any case, essentially been a formality
in so far as the sales of the transnational corporation were concerned. MINPECO,
a public company, continues to export the output of the public CENTROMIN and
UINEROPERU enterprises directly and competes with international marketing firms
in acquiring and exporting the output éf medium-sized and small companies (whose
share of total copper production was approximately 8% in 1980). ‘The relation
betweén the public enterprise and Southern Peru has been determined through a new
contract which involves a reduction from 2% to 0.75% of the previous commission
on the FOB value of exports from Toquepala and the maintenance of the 1.36%
commission on sales from Cuajone. Obviously, the new arrangements reduced
MINPECO's income, but they may have faciiitated marketing.18/

/B. THE
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v~ ...+ B. THE CHANGE OF OWNERSHIP.IN THE LARGE-SCALE MINING INDUSTRY:
THE "CHILEANIZATION" AND NATIONALIZATION R
&7 - QF THE COPPER INDUSTRY -

AT rhmon T Y T el s e e

e 1. "'The! Ch11ean~trad1tlon .ofState rintervention and:
. .net- s +oothe.national learping process

The "boom "in ‘tHe ldrge-scalé ¢opper: mining industry-in Chile’in .the first half
of this century #as due to investments of ‘the order~of US$ 1.6 billion {(at 1979
prices) by two of theé'main United Sta‘tes: copper=producing- companies: Apaconda -:
(the Chuquicamata:and Potrerilloesimines):-and Kenmecott' (the El Tepientevmine).
Copper production increased from 100 000 tofis’ in.1918" to & pre-Chileanization
peak Of 528 000 ‘tons in 1964, diie., 5.3 times, and in the latter year Chile was
responsiblefferﬁli%ﬁeffwerld~?rodﬂetienoigfuaﬂs%in~the case of Peru, the:boom
in large-scale fiining was accompanied:by a large “additional'. -inflow of foreign-
exchange (in 1970, for’ example, topper’ was® responsible for 78% of total income
in respect of exports of goods)-and fiscal:revenue:(21% of the total in the
period 1965-1869); but at the same time it ihvolved: an:unequal distribution of
benefits in’ favour of ‘the transhdtionalicorporations, which took.advantage of
the promotional policies of succesyive governments with respect to foreign enter-
prises dahd Chile's uriilateral depefidence’ on“the -United. States: market. Thus, for
example, during the period befare -the war, the, government authorltles received
only 17%-29% of the gross proflts of‘%he transnatlonal corporatlons which more-
over imported almost half of the. ;npuxs.requlred for thelr act1v1t1es in Chlle,f,
so that..the. overall value retalned 1n the country remalned at extremely low
levels. of between 30% and 40% of the total export recelpts.: As 1n B011v1a and )
Pery, -the. un;lateral dependence, on the, United States market meant heavy losses_'f
of foreign exchange at times of prlce freez1ng by the Unlted States Government
(about US$ 500 million durlng the Second World War, for example) o
After the war, the grow1ng awareness of the potentlal and not fully exp101ted

importance of copper for the well-being of the country led --with the natural ups
and. downs dependlng on fhe orlentatlon of successrve governments--, to greater

State interventlon in. the 1ndustrv and greater tax pressure on the transnatlonal
corporations. .Between the f;ve-year perlod 1935-1939 and 1960 1964 the value
retained in the .country in respect of copper exports more than trebled (from

US$. 152 milljon to US$ 488 million per year, on average, in constant 1979 dollars),

/reflecting mainly
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reflecting mainly a conslderable 1ncrease in- the taxatlon and local expenditures of
the industry. These changes are typ1cal results of the pressure which governments
exert on transnational corporations to extract greater benefits from them for the
country, not always on the basis of a detalled analy31s ,of the sityation or as
part of a definite strategy, but" rather in response’ to_eenjunctural pressures to
pay for certain expenditure under the national budget: examples of this are the
increase in taxation'in 1934 because of the declinegqf;the uitrateslindustrygfthe
effects of the world crisis and the need to face social reforms; the ?erétiéh\Qf.
substitutive industrialization through the establishment of the Productiep_ti. 
Development Corporation :(CORFO) in 1939, etc. e A _

" Finally, an important aspect of mining policies before the "Chlleanlzatlon"
and nationalization of -the. copper industry was the more or. less: continuous and
growing tendency towards a higher levelﬂef training of Chilean-professipnals,.who
fitted themselves not only in academic eircles but also in government,york.tp.:‘-
supervise the marketing and income of large-scale mining, which in turn prePared.
them for the subsequent task of .direct participation in running‘the'enterprises,
Hence the significance of -the establishment in:1955 of the'COPPér Department, uhich,
as part of the Ministry.of Mining,20/ had-.an -extremely :favourable influenee-on the
improvement of the knowledge -and negotiating skills of Chilean specialists.‘,

2. Mixed enterprlses between the "'TNCs "and the:public sector
S ("Chileanization") - :

a) The‘Goverumeht 's objectives“and the political‘conditiOnS‘

The admlnlstratlon led by Eduardo Frei whlch took offlce in the secornd half
of the 1960s sought to establlsh a new model of linkages" w1th the transnational..
corporatlons (Kennecott and Anaconda) in the copper industry, by undertaklng a -
pollcy of establlshlng mixed enterprlses between the State and the transnational
corporatlona, with expllc1t agreenments and mUtual'bbligations. This' represented a
big departure fron the promotlonal systéms of a géheral nature applied in Chile
by previous governments9 and represented an even greateér difference from. the -
principle of "no work, no prbtection" and the canceéllation of foreipn concéssions
in Peru (aﬁalysed above in'part‘A of this study). Essential elements-offthis
policy were majorle ownersnlp by the State, the‘strenvtheniﬁt of geVernnent
control over the marketlng of copper, and a programme of expansion of production

/capacity designed
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capacity designed to increase output by 75% in the space of six: years. It was:also
aimed to stimulate these investments by reducing rates of taxation.and guaranteeing
stability of treatment of foreign enterprises for a period of twenty jears.

Tir the political context of the second half of the 1960s, "Chileanization"
represented an alternative to the nationalization of the copper industry advocated
by the political parties in opposition: to the Government, both those of the left,:
which had been stimulated at this time by the Cuban Revolution, and those.of the:
traditional right, which opposed the agrarian reform propdsed by the Governmént -
in accordance with the postulates of U.S. President John Kennedy's Alliance for:
Progress. The right apparently supported nationalization as a means of protecting
its own interests, which were threatened by the social reforms.thengin:vogué. This
internal political situation pléced‘the United States Government on the same side

'as the Chilean Government, and both applied pressure’ to the transnational
corporations to adapt to the new type of links with the State. Comnsequently, the
Chilean Go%érnment's‘negdtiating~pbwer.was based on more advantageous external.
factors than in the case of Peru's negotiation of the"Cuajone:cpntractjin 1968 and,
even more so, compared with*thé'Subsequent'nationalization of the large-scale
copper industry in 1971. o ’ 2

b) The reaction of the transnational corporations and the results of
~ the negotiations .

The reaction of :the transnatlonal corporatlons to the pollcy of "Chlleanl-
zation" of the copper industry was, by and large, flex1ble, 1n splte of dlfferences
in the tactics adopted by Kennecott (E1l Teniente) and Anaconda (Chuquxcamata and
Potrerillos), since they saw the expansion of the industry and the new forms of
their participation inm this activity as the only way of surviving the prevailing
political situation and drawing maximum advantage from their\invéstmentstﬁefore
eventually having to abandon them in the face of the ever-present éaﬁger of
.nationalization. . . | 4 .

In order to reduce the risk to thelr new 1nvestments, the transnatlonal
corporations, and. especially Kennecott, tried --as in the case of the Southern
Peru Copper Corporation-- to obtain guarantees both from the Government of the
host country and from the United States Government. They also demanded that tax

incentives be increased to the maximum and that they be assured of long-term

/stability. As
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‘-stability.. As already noted, hewever, interesting differences were to bé seen
between the reactions and tactics of Kennecott and Anaconda. 7 i ' '
i) The accord with Kennecott

Kennecott, conscious of the fact that its image in Chilean society-had been

adversely affected by its virtual failure to.make any reinvestments in'the country
since the‘19203, took -the :initiative. and put' forward a proposal, even before the
inauguration '¢f the  new Government, for an expansion plan which ‘included-the "’
transfer of 51% ‘of ownership of the E1 Teniente mine to the Chilean State. *
Exploiting the advantage:given to it by the fact that it was meeting the
Government's position with an initiative of its own, it negotiated for and finally
obtained a series of unilateral benefits which excessively increased the cost ‘of
the "Chileanization" to the ecomomy of the coumtry:' First of all, the sale of’
51% of the 'stock of El Teniente to' thée Chilean Governmefit was carried out -after a
revaluation of assets which brought thé book: value of US$ 66 millionvto & « - -
commercial or "real" value of US$ 160 million; i.e., an increase of 142%. 7 -
Secondly, the transnational corporation sécured afreduced-rate of taxation for-
the new mixed company which amounted to 20% on profits, plus 30% on the dividends
corresponding to-its .minority: participation, with: these: rates guaranteed for a-
perlod of twenty years. This promotlonal level of taxatlon, together w1th the
subsequent r1se in copper prlces enabled 1t not only to malntaln but even to
4:substant1ally 1ncrease 1ts proflts compared w1th those obtazned in the perlod ‘
before "Chlleanlzatlon" ) o I ' Mo o
The flnanclng of the new 1nvestments, as later in the case of the Cuajone
HPPOJeCt in Peru, requlred only a minimal net contrlbutlon by the transnat10na1
corporatlon, whlch shared out the risk of the 1nvestment among the other partlci-
pants espec1ally ‘the Governments of Chile and the Unlted States. Of the US$ 230
mlllion involved, 48% was flnanced by the ‘United States EXIMBANK, 12% by the
Chllean Government and only the remalnlng 409 by Kennecott.‘ Moreover, the Chllean
Government's payment for the 51% ownershlp of the former Kennecott property '
amounted to almost as much as the transnatlonal corporatlon s own 1nvestment, so
‘that flnally the company 8 net contrlbutlon was barely US$ 11 mllllon whlle more-

over it en]oyed "the guarantees of the two interested governments.

/Finally, Kennecott
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Finally, Kennecott maintained control of the new mixed company through a
management contract which was one of the conditions for the EXIMBANK credit. Thus,
a split took place, to the beneflt of the TNC, between the State's majority
ownerhip of the mixed enterprlse on’ the onie hand and the effective control exerted

over it _by.the .TNC on the other. . The cost of the Kennecott accord to the Chilean

economy may be 1llustrated by quotlng the words of a Kennecott representatlve

", ..The good thlng about thls agreement is that the Chileans are satisfied, whlle
Kennecott gets a bigger slice of a blgger cake yithout bringing any appreciable
amount of money from the United States?.glj |

ii) The Anaconda accord

-Anaconda, for its parf, also offered an expansion plan, but up to 1969 it
remained reluctant to participate in a mixed company with the Chilean State. Of
its total new investments, of the order of US$ 200 million, 75%'were.financed
with the transnational corporation's own funds, while the remaining 25% " were.
financed with an EXIMBANK credit endorsed by Anaconda and not, as in the case of
Kennecott, by the Chilean Government. Anaconda, too obtained a reductlon 1n
the tax rate on its profits, from 62% to 52%. K

In 1969, Anaconda gave way to government pressure to transfer 51% of'if33
ownership and at the same time asked to be gradually nationalized and.suitably
compensated As-a result, it was agreed that 51% of the property (accordlng to
the book value) would be transferred 1mmed1ately, to be paid for over a- perlod

of 6 'years, whlle the remalnlng 49% would be transferred over the period up to-

71982 at market prices ("vreal' value). Thus, in flnanc1al terms, the result of

the negotlatlons w1th Anaconda seemed to involve a smaller cost of "Chlleanlzatlon"
for the economy of the country than in the case of Kennecott. . -

c) The dlstrlbutlon of the benefits’ arlslng from the accords

The main benefit of the "Chileanization" was undoubtedly the.considerable
expansion of production capacity, and although the increase of 75% in copper
production was not achieved within the agreed length of time (6 years), neverthe-
less the investment made enabled copper production to be almost doubled by the
end of the '1970s in comparison with the'begimning°of"the*previous decade, thus
halting the decline in Chile's share in world production (see table 5). Secondly,
the establishmefit of mixed companies also marked a considerable advance in the

national control and supervision of copper production and marketing. Chileans

/Table 5
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Table §

“'EVOLUTION AND DISTRIBUTION OF BENEFITS IN THE CHEILEAN
. LARGE-SCALE COPPER MINING INDUSTRY

_ (Average annual valueS'at constant 1979 prices) -

Indicator - ' -« ¢ 7 Ui '10451194Q 1960~1964 1965-1969 1971-1974 - 1975:1979

T s SrE e

1. Production (thousands of ' o
tons) 399 © 501 . 520 616 - ¢ - F 843
As a percentage of world v : : Loar
total 18.4 11,1 9.7~ 8.9 "7 10.8
2. Sales'prices (US cents '~ . et e T LT At
per pound) . - ... 56.7 0 . 74.3 , | 116.6  115,9,. .. 73.2
3. Gross profits (mllllons B o '
of 1S dollars) ©o282 - g3 <+ 7310 582 492
4. Fiscal revenue (millions. .- ... .. . . . .
of US dollars) . 164 225 - 511 553 492
As a percentage of ' R ot e B TR
profits,. . ... . 62.7. . 68,3 .. 70.0 , - 95.0 100.0. ..
As a percentage of - ' o . _
total fiscal income 20.1 -~ 15.6 721,07 . 18.9 - 15,2
5. Local expenditure e ae e iy
As a percentage of S ' - , '
total " oo BB T "BT8 . - w9 A
6. Value retained in : - e
country a/
(millions of US " R N SR Lo
dollars) . . .. 273, -.513 ... .953 .. 1458 _ 1 393
As a percentage of o ' o o C :
totalxexports~’ 0. BB o782t v 6877 - - - -90B/  90b/

Source Calculated on the basis of official data. -

a/ Corresponds to total value of annual exports less expenditure abroad

depreciation (up to 1968), and net profits of the foreign enterprlses. i
b/ The remaining 10% correspoiids:teé estlmated import expendlture of R
the State enterprise. . . . .. SR , .

entered the highest levels of the new c¢ompanies, and the Copber Department;'sétfupi
in 1955, began to exercise more efficient:contfol over marketing, establishing as™
the reference price for all sales oF:Chilean éoppérithe-priceﬁprevailihg“dh the™ v
London Metals Exchange and participating actively in“the whole process of marketing
through the evaluation and approval of the -annual ‘sales policieS'and:éther SPeCifié

/econditions of
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conditions of sales contracts. The -active .participation of Chilean officials and
professionals in the management of-théléntérﬁfiSééﬁéﬁéui;‘;he trade negotiations
with clients considerably increased their level, of tralnlng and experlence for
the tasks. which théy subsequently had to carry out after. the natlonallzatlon
of copper in'1971. It will readily be. appreciated that this kind of gradual : .
approach- to- the national ownership of Chilean copper differs.very considerably. .
from the beginnings of the trade supervision by MINPECO in Peru analysed earlier
and from the "abrupt" nationalization of the Bolivian tin industry 4n.4952. .,
The Chilean economy benefited as a consequence of these»agreements through
a- considerable intrease in the revenue obtained in: regpect of exports and .
particularly through the increase in local purchases by the new mixed. companies
(see table ‘5). ' . L
- At’ the same time, however,: the dizzy rise:in copper prices caused by the war
in Southeast Asia {(world copper: prices:-practically doubled between the years 1965.
and 1966). and the promotional.treatment granted to the. transnational corporations
in taxation matters led, in relative terms,;to:aggneater;inérease{in-the,benefits
for the*transnationalwcorporations*than~fbr,the,econgmy-quthe;country, Thus,. the
cumulative increase in-the:'net! profits (i.e., aftep.local taxes) of the trans-
national‘covpdrations%during‘the.period51965—1969:wasagreater;than the. .total value
of the ‘investments committed 'in the. expansion plan, and in any case the latter
‘were - financed, particularly in the .case of Kennecott, only partly by the trans- .
national c¢orporations themselves. . ) i e '_
In view of the new'situation created by the substantial increase in world .
copper prices, in 1969 the Government renegotiated. the: arrangements. with the -
transnational corporations. and imposed-on them a supertax which progressively
taxed the profits derived from copper prices .over 40 cents :per-pound; i.e., the
level corresponding approximately to.the- period before the.price rise in.
1965-1966.

/3. The
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3. The nationalization of the large-scale
' copper-mining industry

a)  The political and legal framework =

The nationalization of the copper industry carried out by the Salvador
Allende administration in 1971 represented the culmination of a long process of
growing’awereness of the imporfahce of this natural resource for the Chilean
economy and the cost’ of the continued dependence of this basic industry on the
two great Unlted States transnational corporations and on the ollgopollc market
of that country. Another important factor was the experience accumulated by
successive'governments (and by the professionals and technicians work1ng~for them) .
since the Second World War. Over the course of time, these governments -—although
with ups and downs reflecting their political and ideological orientation--
gradually entered the field of the production and marketing of copper=1n order to
secure greater benefits for the national economy. Finally, the socialist ideology
of the government in power when the copper industry was nationalized was backed up
in this measure by a wide political consensus, perhaps unigue in its broadness,
which was shared by practically all the social forces and organizations. In
international terms, 'the'Chileén'80vernment s position was based on the exercise
of the "soverelgn right of every State to dlspose of its wealth and its natural
resources" laid down in United Nations General Assembly resolution 1803(XVII)
adopted on 14 December 1962. Agalnst this polltlcal background it was only natural
that the amendment to the Chilean constitution whereby the nationalization of the
large-scale copper mining industry was officially effected should be adopted '
unanlmously by the National Congress in July 1971, N

The - spec1al ‘feature of the Chilean nationalization which called for a
constitutional amendment was its attitude to the compensation of the foreign
entefpriéeé nationalized, since in practice it introduced the idea of confiscation
of the natioﬁalized assets. In the first place, this approach lays down that the
ceiling value of the nationalized assets should be determined on the basis of their
book value and not their '"real" or commercial value, as had happened when copper
was "Chileanized". Secondly, it empowered the President of the Republic to deduct
from the total compensation an amount equivalent to the "excess profits'" obtained

by the transnational corporation. In justification of this, it was argued that the

/previous agreements
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- “previous agreements have not been able to foresee the. proflts resultlng from the

increase in copper pr;ces, wh;ch had, been far greater than expected Flnally, 1t “:_
was lald down that any lltlgatlon whlch mlght arlse as a consequence of the 4:y
compensation arrangements should be. resolved w1th1n the jurlsdlctlon of the country,'
so that no other State or forelgn trlbunal could 1ntervene in any aspect der1v1ng
from the natlonallzatlon of the _copper. 1ndustry. , .
Speclflcally, the Controller-General of the Republlc, on the ba31s of the
book value, fixed compensation of. about US$ 282 mllllon and US$ 99 mllllon for ;:
Anaconda and Kennecott respectlvely.. The Pre31dent of the Republlc, however,yd;

after adducing that the two transnatlonal corporatlons had obtalned a rate of proflt

in thelr Chllean act1v1t1es almost 31x tlmes the world average (12% per year as.

from 1955), lald down that the amount of the compensatlon originally establlshed

for the nationalized enterprlses should be reduced by almost US$ 800 m1111on in
respect of ‘excess proflts, whlch meant that no compensatlon whatever would be Pald
to the, forelgn enterprises.

s S R S T

b) . The reaction of the transnatlonal corporatlons

As, was to be expected 1n V1ew of the 1mportance of Ch;lean copper to the world
economy. in general and the power of the two transnatlonal corporatlons 1n partlc-
ular, their reactlon to the measures taken by the Chllean Government was negatlve
and vehement. Both of them demanded rapld and equ1table compensatlon for the real
value. (not the book value) of the assets natlonallzed and categorlcally rejected
the deductions for "excesg proflts", argulng that thlS measure had a retroactlve o
character whlch was contrary to the prlnc1ples of 1nternatlonal law and unlversally
accepted ideas.of justlce. Wlthout denylng the valldlty of Unlted Natlons General
Assembly resolutlon 1803(XVII) they asserted that the condltlons establlshed by the
Chllean Government were. 1ncompat1ble w1th 1nternatlonal Jurlsprudence and they o
reserved the right to seek the protectlon of other States -—the Unlted States and
other industrialized buyers of Chllean _gopper-- and to, submlt the dlspute to the
jurisdiction of courts other than those of Chlle.‘ff" co T m',

The counter-attack of the transnatlonal corporatlons took the form of various
embargoes on shlpments of Chilean copper, whlch caused temporary uncertalnty among
buyers and in the country 1tself and the companles also secured the free21ng of ‘
CODELCO's bapk deposits in the Stat§¢9f New York.. In practlce however, the 1egal

/battie between
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battle between Chile and the United States. companies had few direct effects on.
Chile's exports of copper. What was really being sought was rather some - justifi-
cation for intervention by the United States Government in the dispute, and this.
took place in October 1971 when the Secretary of State clearly expressed the -
official support of the United States Government for the transnational corporations
affected in the following statement: "the United States Government is deeply
disappointed and concerned at this serious break with accepted patterns of inter-
national law. Under the established principles of intermational law, expropriation
must be accompanied by reasonable provision for the payment of fair compensation ...
" the unprecedented retroactive application of the concept of excess profits ... is
particularly alarming ... and the United States hopes that the Chilean Government,
in keeping with its obligations under international law, will caretully consider
this problem".22/ In addition, the United States Govermment had already given
instructions to EXIMBANK to hold up the granting of a loan which Chile had .
requested in order to acquire aircraft for the national airline "until the govern-
ment of this country clarifies its economic policy with regard to foreign invest-
- ments".23/ As the investigations carried out by the UnitédiStatesgéénate later
reveal, this action was part of a much broader campaign aimed at destabilizing
the Chilean economy with the'aim of neutralizing the potential threat posed to the
long-term interests of the United States by the precedent of a doctrine advocating
"nationalization without compensation", which in the opinion of the United States.
authorities constituted a threat to all United States investments in any country
of . the Americas or anywhere else in the world. . ) o

The break between Chile and the mining transnational corporations of the
United States was ovéréome-in'May 1974 when an agreement was signed. with the new .
Government whereby Anaconda and Kennecott were to .be paid. compensation totalllng
US$ 377 million over periods of between 5 and 16 years.
c) : Transitory problems of the public enterprise

As a result of the nationalization, the new public enterprise;responsible
for the copper industry,: CODELCO, found itself faced with serious internal;diffi—
culties. . It became obvious, as also happened with the public enterprises of
Bolivia and Peru, that the mere act,of'nationalizing-natural resources is not.
sufficient in itself to. bring about -an abrupt change in the nature of the problems
tradltlonally assoc1ated with the mining industry previously controlled by the

/transnatlonal corporatlons,
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transnatlonal corporatlons or to alter the attltude of the workers. In thé
1n1t1al perlod after natlonallzatlon, unlt productlon costs rose substantlally
becauselof serlous problems of ahsenteelsm and labour confllcts which often
culmlnated 1n the paralyzatlon of productlon act1v1t1es. The mining trade unlons,
which had acqulred an unusually well-developed capaclty for negotiation through
long years of struggles w1th the transnatlonal corporatlons, naturally did not
wish to lose the advantages won from the transnatlonal corporatlons on the grounds
that the local labour was 1gn1f1cantly dheaper ‘than in the industrialized centres,
Thus for example there was a negatlve reactlon ‘when the Chilean Government, '
after the natlonallzatlon of ‘the 1nudstry, Stopped paylng the salaries of ‘super-
v1sors 1n dollars.. The supervxsors consequently camé ‘in¥o a direct confrontation -
with the new admlnlstratlon and recelved the support of the ‘political ‘sectors
opposed to the process of change in’ general. The prevalllng polltlcal struggle
also gave rlse to such abnormalltles as sectarlan polltlcal attltudes, the filling-
of technlcal and admlnlstratlve posts ‘on‘a polltlcal quota basis and consequently
less efflclent performance of certaln management functions. '

Even so, however, looklng back ove"tne long term, the nationalization of
the Chllean copper 1ndustry meant a substantlal 1ncrease in ‘the benefits for the"
economy of the country.' Durlng ‘the 1970s copper productlon increaSed by 70%
--partly because of thellnvestments made durlng ‘the' perlod ‘of "Chileanization"=~" "
and the value retalned in the country ‘in respect of exports Jncreased from 68% in
the perlod 1965-1969 to 90% after natlonallzatlon (the remalnlng “10% " corresponding
to 1mported 1nputs and serv1ces) ‘ Consequently, the Chllean ‘economy received a
much larger oontrlbutlon than before natlonallzatlon, in sPlte of ‘the“sharp drop
in the real prlce of copper in the second half of the 19703 (see table 5)

The potentlal denatlonallzatlon durlng;ihe )
subseguent decade ;

I N AR

The neollberal economic pol;cy fblA e wby the governuent of Augusto P1nochet and 4

the '"non-discriminatory! treatment whlch 1t has extended to forelgn 1nvestment

since 1973 have, . prompted the ‘rerentry of transnatlonal corporatlons 1nto copper _

mining, although, CODELCO Stlll malnta;ns an almost exclu81ve p081t10n w1th respect

to. copper production and exports. . In, m1d-1973 only 179 (USS 59 mllllon) of the

accumulated. value of total dlrect forelgn 1nvestment in. Chlle was accounted for by

mining of metall;c ores, whereas 55% was 1nvested in manufacturlng 24/ During
/the 1974-1981
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the 1974-1981 perlod (up wntil July) US$ 3.4 billion of foreign investment in }
mining was authorized, of which only US$ 404 million: (i.e., less than 12% of the .
authorized sum) had actually been carried out by the-end of 1880. On the other__
han&; mining accounted for 50% of total direct foreign investment in 1974-1979,
which dasfnearly‘twice as much as was invested. in the manufacturing sector (27%

of total direct foreign investment) during the same period. A comparison of the
transnat ional corporations' new position in mining vis-a-vis that of the public
sector shows that these corporations' exports represented only 4% of the total in
1980, but that they had access to one-fifth of all national copperx, reserves. The
public's sector virtual monopoly in copper production and marketing. notwithstanding,
it invested only US$ 412 million in 1978-1979, which was not.even double the amount
invested by transnational corporations during the same period {US$ 210 million).

" The general data presented in the precedingvparagraphqpefmits nothing more
than a very preliminary and tentative comparison of. the neoliberal policies of
1974-1980 vis-h-vis the State's traditional role in mining in Chile (the.
Department of Copper in 1954;‘“Chileanization" in 1964 and nationalization in 1971).
The well;koown'aﬁbferhesurelating'to comparat ive advantage and openness to the
exterlor obv1ously placed the m1n1ng sector in-a privileged position with respect
to dlrect forelgn 1nvestment in view of the size and high metal content of the
country s copper reserves and the relatively low cost of mlnlng them (1n inter-
natlonal terms). The restructuring of foreign capital flows, to -the detriment of
the manufacturlng industry, is clearly dccounted for by the policy of opening the
economy up to the exterior, which also caused many national 1ndustr1es to go
bankrupt.i Moreover, the large difference between the amount of dlrect foreign -
investment which was authorlzed and the amount which actually materialized during-
the preceding five-year: perlod (the latter figure representlng 12 of the former)
appears to be due not only to the long 1nvestment cycle assoc1ated with mining,
but also to the cautious attitude of the transnational corporatlons whlch doubted
the stability of the excessive unilateral advantages given them by the mllltany :
government (e. g., a guarantee that tax incentives would be contlnued for perlods
of 20 to 30 years). In any event, the transnatlonal corporatlons' control over
20% of national copper reserves as a result of the transfer of shares or the '
purchase of land or national rights constitutes a potentlal basis for denatlonal-

izing ‘copper mining to & considerable extent. This hypothe31s appears to be )
o /corroborated by
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corroborated by the relatlvely low level of publlc-sector 1nvestment durzng the )
second half of the 19703, when external credlts were in ample supply 25/ and the

publlc company, 'CODELCO, reported proflts on the order of US$ 1 bllllon.. Lastly,'
it must be noted that the above comments should by no means by 1nterpreted as a '

negatlve assessment of the restltutlon of dlrect forelgn 1nvestment 1n Chllean S

taken place 1n the balance of bargalnlng power between the State and the tpans-
natlonal mlnlng corporatlons and 1ts poss1ble 1mpact on the country s economy.
(For example, it is obvious that in response to the 1984 cr1s1s in the Unlted o
States copper industry, the transnatlonal corporatlons would have no need to turn;
to the administration of President Rohal& Reagan:to urge that protectionist
measures should be established against Chilean exports; instead they ‘dould simplyﬁ.
reduce or ellmlnate thelr subsidiaries' exports,  if -such companies controlled a-

major portlon of the country 8 copper output.)

C. NEW TAX AND INTERNATIONAL CO—OPERATION POLICIES IN
THE JAMAICAN BAUXITE INDUSTRY

1;} The transnatlonal corporatlons' control of the industry

LS

Bauxlte began to be produced on a large scale’ and pefined into alumina in Jamaica
during the first half of the 19505, and output haS”lncreased substantially during
the two succeeding decades. In the early 19703, Just before the renegotlatlon w1th
the transnatlonal corporatlons was. carried out, Jamaica accounted for 20% and 86 .
of world bauxite and alumina production, respectively. In 1970, US$ 133 million
worth of alumina and US$ 83 million'wOrthfof*baEXite?were exported (i.e., 62% and
38%, respectively of total industrial sales) 26/

The wh;rlw;nd development of the baux;te 1ndustry was ba81cally carrled
forward by four major transnatlonal corporatlons 1n the world baux1te 1ndustry.
ALCAN, ALCOA Reynolds and Kalser. In 1979 these companles oontrolled 53% and
41% of the world productlon capac1ty of alumlna and alumlnlum, respectlvely (not
1nclud1ng the soc1allst countrles) 27/ In addltlon to produc1ng bauxlte, Reynolds
and Kalser run the seml—publlc enterprlse of ALPART together w1th Anaconda (the
same Anaconda whose copper productlon was natlonallzed in ChllE) Another _copper
company, Revere Copper 8 Brass Incorp., came 1nto Jamalca in 1971 but halted its

/operations in
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operatlons in 1975 due to teohnlcal problems at its alumina plant (see table 6)
Up untll 1974 the transnatlonal corporations had 1nvested some Us$ 664 mllllon
in mlnlng, reflnlng and port facilities in the country.28/ Slnce the completlon
of the ALCOA reflnery in 1973, there has been no further expan31on. As 1n the
cases of Peru and Chlle analysed earlier in this study, the dlstrlbutlon of the
beneflts arlslng from the expansion of mining activities favoured the TCs un1- h ’
laterally on the ba51s of tradltlonal conce351ons. Prlor to 1974 the Government |
of Jamaica derlved revenue from the industry through 1ncome taxes and royaltles,
in accordance with leglslatlon enacted in 1950 and 1957. The prov1slons of the

agreements w1th the TNCs were as follows 29/

- Royalties per ton . Income tax per ton .

1950 agreement:

Bauxite exported . -... - 1l-shilling.. -~ - oo 40% of an assumed
: profit of 60 cents

Bauxite processed
locally ~ 10 pence 40% of realized profit

1857 agreement:

Bauxite exported 1st million tons: 40% of an assumed
4 shllllngs . profit of 3.85 dollars;
o e " of ‘which 1.925 dollars

2nd i1l ion tons. was fixed, the other

-3 shillings- .. - - '1,925 varied with the
;- Over 2 million tons: price of aluminium -
L 2 shillings
Bauxite processed '
locally B B © 1t million: 2 shllllngs 40% of realized profit -
& 6 pence o S

2nd. mllllon° 2 shllllngs

Over 2 mJ,ll:Lon. 1 shllllng
- &6 pence

In the perlod 1952~ 1974, baux1te productlon 1ncreased dramatlcally from ’
381 to 15. 166 thousand long dry tons._ However, the tevenues whlch accrued to h
the Government were relatlvely modest, 1ncreas1ng from 6.9 mllllon in 1957 to
29.0 mllllon dollars in 1973. 1In 1973, for example, the revenue yleld per ton _
of baux1te amounted to only 2.30 dollars.' Furthermore, the State had no_ o
1nfluence whatever on the development of the 1ndustry and was not even prov1ded |

w1th 1nﬁormatlon to permlt an analy31s of the econom;c results obtained.
/Table 6
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2. The policies and bargaining power of the
Government in 1374 ;

As a result of the previous experience in the uneven;distribution of bauxite
industry benefits, the Admlnlstratlon of Prime Mlnlster Mlchael Manley that
emerged from the elections in 1972 established a special Baux1te Comm1s31on to
study thoroughly the TNCs' operatlons and financial practlces in Jamalca in. order
to prepare a new renegotlatlon with the foreign companles on imore equltable “terms.

The main obJectlves of the new ;mining p011c1es announced 1n 197u may be
summed up as follows a) to redlstrlbute the bauxite 1ndustry beneflts in favour
of the country's economy, through the 1mp031tlon of a baux;te productlon levy;

b) to strengthen’ the soverelgnty of’ Jamalca over its most 1mportant natural
resource through the‘natlonallzatlon of lands owned hy TNCs and the establlshment
of joint ventures between them and the public sector 1n order to: permlt the ‘latter's
participation in the OWnershlp ‘and 1ncome of the _industry; C) to diminish the
unilateral dependency on TNCs by dlver81fy1ng the -local 1ndustry ‘linkages through
the establlshment of ]01nt ventures with other countries of Latin America and
co-operation and trade w1th "non-tradltlonal" partners and markets.

The new governmental p011c1es and renegotlatlon with TNCs, begun in 1974
had their base in several factors whlch should have led to thelr successful »
completion and greater beneflts for Jamalca s economy. Not: all of them proved
justified and, furthermore new and unforeseen problems arose in the late 1970s in
the performance of government policies. These are analysed in section 7 below.

In contlnuatlon, the maln factors which might have influenced the government's
position are rev1ewed.

To begin. wlth a featurecﬁ?lmportance at that time was the fact that three
of the four ma]or TNCs ‘operating in Jamalca (Alcoa, Alcan, Reynolds and Kaiser)
depended heav1ly on her. bauxite resources (11%, 55%, 57% and 58% respectively,
see table 7) It was supposed that owing to spec1al characterlstlcs of bauxite
of different or1g1n, the home country process1ng facilities us1ng Jamalcan inputs
would have to be overhauled (whlch 1s a tlne and cost consdmlng process), if

dlver31fy1ng to other resource or1g1n.;

| /Table 7
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Table 7

BAUXITE PRODUCTION BY TNCs AND PRODUCING COUNTRIES (1973)

" “ALCAN ALCOA * - Kaiser Reyrfiolds
' — . e
o a) Mllllon tons N
Jamaica 3.1 REW-C T 6. 90": S 43
Suriname ' O g 55 R -
Dominican Republic - 1.48 - - :
Guyana a/ - - - 1.33
Haiti PO =0 - .70
Brazil W22 .25 - -
Australia - 2.83 4,80 -
U.SCA. - ‘ ‘.'98 - 1.25
France . .-+50 - - - .
Rest 1.80 . .86 . 24 .08
Total 5.60 12 30 11.90° 7.80
b)APercentage_of TNCs. production worldwide
Jamaica’ 55,0 -11.0 58.0 . 57.0 .
Suriname _ ) - 37.0 - -
Dominican Republlc S Tt s 12,0 - - -
Guyana a/ .= ... : . e - - 17.0.
Haiti - - - - 9.0
Brazil ‘ 9.0 72407 e -
Australia - 23.0 40.0 e T e
U.SIAC e . - i g.o " - 16-0 '
France =~ % ° o0 Lo o o
Rest 32,0 . 7.0 2.0 .10
Total. - -100 100 - 100, ”1ODK

Source: Annual reports of the companies. . .

a/. Excludes nationalized production. .

'/Secon&ly, the
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Secondly, the low share of bauxite and alumina in the final price of
aluminium made it possible for the bauxite producing countries to obtain increased
revenue through higher taxation, with only a slight impact on the global TNCs
averagé”bosts. In the 1980s the share of mlnlng and drying of bauxite in the’
total aluminium cost had been. only some 7% and that added by alumina refining
of 2% approx;mately.ggj»LThesetreiatlvely low shares suggested that the cost of
bauxite and alumina could be inéﬁeésed with little impact on demand for thg'finél'
aluminiuﬁ product. | _‘j” ”

_A‘fhird aspect of the negotiéting process which tended to favour the
Jamaicah.government was the cost*cbmpetitiveness of Jamaican bauxite production
in the United States market. A¢éofding to World Bank estimates for 1977, the
bauxite from Guyana, Guinea, Brazil and Australia had an average higher cost of
between 9.9 and 32.8 dollars per ton of alumina compared with Jamaican bauxite;ggf
After the introduction of the new increased levy, the cost of alumina per ton in
Jamaica.would rise-frqm'23‘to_abqutﬂ@?ﬁﬁollars, which was almost equal to the cost
in Guyana and much less than in Australia (55 dollars per ton), thus removing
only part of the economic rents 6f the TNCs. (As will be seen below in sectlon 7
especially, this factor did not prove justified because of the contlnued
increase of imported energy costs, which stpongly debilitated Jamaica's
competitiveness.) |

Fourth, the Jamaica Bauxite Commission was formed in 1972 in order to
improve the information base of the government. This spent nearly two years
ekamining_operating and financial conditions within the industry and differénces
among the various TNCs. 'That‘period“qf_ppefnegotiation preparation greatly
improved the bargaining capacity of the government. ‘

A fifth important factor, evolving from the new international setting (the
Third World position on the New International Economic Order, the establishment
of UBEC in Central America and, eSpecially, the OPEC countries' joint actions in
1973-1974) was the formation of the International Bauxite Association (IBA), in
1974, by Jamaica, Suriname, Guinea, Guyana, Australia, Sierra Leone and
Yugoslavia, joined later by the Dominican Republic, Haiti, Ghana and Indonesia.
In 1975, thé iBA countries accounted for 73% of world bauxite production. One of
the original purposes of this association was to present a united front of all

bauxite exporting countries to the TNCs aiming at the redistribution of the

/industfy benefits
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industry benefits so.that the foreign firms' diversification of bauxite sources: .
would be neutralized. - In the 1974-1975 period, such neutralization appeared to ...
have ‘been successful, particularly owing to the fact that the.ther:government of
an important alternative. source country --Australia-- had adopted a.pro-Third World
attitude reflectifig its concern .about foreign control of its own natural resources.
"Sixth, at the beginning of the 1970s Jamaica .faced a more diversified.world .
market for-bauxite and alumina,.characterized by the entry of .several new U.S. firms
and more rapidly increasing Japanese and European demandy even with.occasional
purchaseSfbyfthe'Soviet tnioni - (In the period 1968-1971, the.average annual
increase-in primary aluminium cohsumption was: Japan 16.2%, Canada 40.5%, Western .
Europe 7.u4%, compared with only: %.3%. for. the U.S.A.).32/.In addition, the Jamaican.
government was: supposed to enter: into joint venture agreements with.other bauxite
producing and consuming countries’of. LatimthAmerica in prder: to diminish the :

dependence from TNCs and diversify the- bauxite: industry llnkages,

Gy

- Finally, the  immediate consequences:of:the. 1973 oil crises- resulted for
Jamaica in.a serious-balance-of-payments: deficit which made it essential to .. ...
increase tax revenue in order.to carry. oni with the Government's -development .,
objectives. . v . o e aFeny ot . G S .

+'The Jamaican policies pursued in the second half of the 1970s w1ll be
analysed in more depth later on. . ..., srnhone L6

3. The ‘tax ‘on baux;te productlon"**”ﬁ

. «.‘k,,*

a) Transfer prlces and 1ncome tax

The principal cause of the modest revenue recelved by the Government from the
bauxite industry prior to 1974 centred on the dlfflculty 1n determlnlng a fa1r ‘
price for bauxite. As the marketing of baux1te and alumlna 1s domlnated by the |
big vertlcally 1ntegrated TNCs, the prxce of these commodltles, as well as the
profit reallzed through thelr process1ng, are et arbltrarlly by the companles
through the mechanism of transfer prlces.: Thls led to the flrst flscal reform, in
 Jamaica's. colonlal perlod (1957 .See sectlon 1 above), whlch sought to llnk '
| taxatlon on the 1ndustry to the prlce of the fJnal product.._

- The 1nnovat10n 1n 1957 was that half the value of the total payments of
royalties and 1ncome tax would vary wlth the prlce of alumlnlum lngots on the
United States market. Due to the unfavourable market trends at the end of the

/1950s, however,
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1950s, however, the country d1d not derive much benefit from this reform 1nvolv1ng
the 1ntroductlon of the "escalator clause". Taking a longer—term view, the level
of 1ncome taxes or royaltles had no relation either with the quallty of the ore
mlned or w1th the grade of process1ng into alumina. In 1972 for example, ' |
'3 5 mllllon tons of baux1te were converted into alumina but y1elded in taxes only
1 mllllon dollars. This value was only a fraction of the nearly 9 million dollars
whlch the same baux1te exported W1thout being refined, would have generated for
the State budget. ThlS 1mbalance was due to the fact that the’ companies were
able to ‘show almost no proflt on the new alumlna plants by fixing their transfer
prlces at artlflcally low levels. The Administration lacked the 1nformatlon ‘and
polltlcal w1ll to negotlate or 1mpose a more 31gn1f1cant redlstrlbutlon of the
bauxlte 1ndustry beneflts 1n favour of the host country. ThlS occurred only later,
in 197u when the taxatlon system was radlcally changed. ' ' ’

b) The GOVernment s proposal and the immediate reactlon of the TNCs

In 1974 the Government ‘of Jamalca proposed a novel method of taxation --a
productlon levy 1mposed on all baux1te produced (1nclud1ng that refined locally
into alumlna) and fixed as a percentage of the prlce of prlmary alumlnlum 1ngots
in the U.S. market. The Government s orlglnal proposal, in January 1974, was to fix
the levy at 8. 5% for aluminium prlces up to 35 cents per pound and then, ‘to raise
the percentage share for prices hlgher ‘than that level.' In this way, the new
method of taxation sought to do away with the negative effects "of the manlpulation
of transfer prices referredgtq-above.ﬁ}IheﬁTNcs_accepted'the principle of the
tax, but made a counter-offer involving a tax rate of only 3.5%. The negotiations
broke down in May and the Government legislated the new fiscal terms;_setting'the
production levy-at 7. 5% for the f1nanc1al year 1974 1975. ,.:_ ) l '

To a large extent the original oppos1tlon of TNCs to accept the hlgher taxes
required.by the Government had been caused by the fact that in 1974 TNCs were
faced with the sudden rlse in the cost of energy, an 1mportant 1nput for the
industry, whlch 1ntroduced a considerable degree of uncertainty. Another aspect
was the TNCs natural fear of the demonstratlon effects of Jamaican actlon on. other
baux1te~produc1ng countries. The combination of these factors led the TNCs to
follow a relatively. inflexible bargaining position, and they filed claims against
the new tax legislation in the Jamaican_courts and at the International Centre for

Settling Investment.Disputes (Icsip, at the World Bank).

/The TNCs
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The TNCs have sought to rely upon the principle of the sanctity of contracts
and have even challenged the constitutional right of ‘the Government to impose the
levy, clalmlng that it compulsorlly deprlved the companles ‘of their proprletary
rights.

The Supreme Court of Justice of Jamaica rejected these contentions on the
grounds that the previous agreements could not give rise to rights which exempted
the companies from new taxation essential for the general welfare of the community.
The Court noted in that respect that the country had had very serious:balance-of-
payments problems as a result of the increases in the prices of imports,
especially of energy products; that bauxite was a major foreign excharige earmer;
that the country earned less from bauxite in 1973 than in. 1971, although the
amount produced had increaSed over the period; that without the bauxite‘levy the
balance of payments would have in 1974 a deficit of approximately US$ 295 million,
and that, accordlngly, the action taken in 1mp031ng the levy "was essential for
the general welfare of the commun1ty”; R

tutlonal on the ba81s that it 1nvolved the compulsory acqulsltlon of the
plalntlff's proprletary rlghts, sinceé no such rlghts were capable of ‘being -

created 1n respect of taxatlon by virtue of the agreement in any event; since

the levy clearly satlsfled the characteristics of a tax, it could noét recdeive any”
protectlon from the constltutlonal guarantees in respect of property ‘contained::

in Section 18 of the Jamalcan Constltutlon 33/ B

c) The agreement and its effects

In the negotiations subsequent to the. leglslatlon on the new taxation the
TNCs accepted the reduced rate of 7.5% of the average prlce of prlmary alumlnlum ,
produced from Jama;can baux1te.” After the tax had been establlshed 1t ‘was . (
determined that on average 4.3 long tons of baux;te were needed to producerne
short ton (2 000 pounds) of aluminium. The levy was therefore computed ‘on the
basis of the following formula: o ' o

Levy = levy rate x average reallzed prlce of alumlnlum x 2 000
4.3 %100,
On the assumption that the average realized price of aluminium was 50 U.S. cents,

the levy per ton would be 7.5 x 504 x 2 000
4.3 x 100

= 17.44 dollars.

/It was



- Ll -

- It was intended that the levy rate, which was originally set at. 7.5%, should
be increased in 1975 .to--8% and, in-1976 to 8.5% at the discretion of :the Government.
It was. later decided, however; that the levy rate should.be stabilized at 7.5%. -’
In addition, the Government specified minimum production targets against which
the levy of each company would be paid, except where unforeseen circumstances .
forced: the companies to:produce less than the specified amounts, .-.: '

The royalty payablé per ton-of bauxite was raised to 50 Jamaican cents.. On -
the other hand, the companies would: cease to pay income tax:separately: to all
intents and purposes, this tax would be regarded as forming part of the' levy.
Furthermore, under this special fixed syster the companies were exeimpt from
transfer tax, stamp dutiés, registration fees, and other charges where transfers
had to be done: to give effect to: the provisions of the agreements. .-

. As:a result.-of the imposition. of: the.new levy, the.Government received a
significant, inerease in revenues:r By. comparison with the"revenue yield of 29 million”
dollars in income from the bauxite industry in respect:of royalties and-taxes in. : .
1973, . the .production. levy yielded 185:million. dollars .in:1874,. i.e4 ,.6.4. times
more than the.year before.- On-the-other hand, in the -loniger:teéerm the imposition. -
of the levy led to .a-considerable -décline.-in the output:of :Jamaican’bauxite,” . *:' -
since this became move: expensive .than bauxite .from otler producer countries.! Thé
TNCs also kept-up.-unceasing. pressure against-the taxation which deprived:them
of the advantages;they{had~enjoyed~in the .discretional -use :6f: transfer prices of -
basic commodities. The prices in the bauxite.indUStryTat»the'beginning of the -

1980s accentuated the need for a new renegotiation.(see section 7 below), *: -

4 Publlc sector part1c1paf10n 1n the 1ndustry

a) The agreements reached w1th the TNCs in 1976 1978 and thelr objectlves _

After 1mp031ng the new Baux1te Levy 1n 1974 the Jamalcan Government 31gned
agreements w1th the four companles 1n the follow1ng order .with ALCOA on 6 October
1976, with Kalser on 2 February 1977 w1th Reynolds on 31 March 1977 and with
ALCAN on 25 September 1978. No agreement has yet been 31gned with ALPART, 1In the
arduous negotiations leadlng up to the signing of the agreements, the two partles

tried to reconcile their main” respectlve demands., d.e.v

/0n the
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On_the part of the Government

- the mining lands acquired by the TNCs should return to national ownership
and the use of "reserve lands" for agricultural activities should be facilitated;

~ the State should acquire the majority of the assets of all mining
activities;

~ the Government should also have the option to participate in bauxite
processing;

- there should be guarantees of payment of the production levy and of the
royalties laid down by Government legislation;

On the part of the TNCs

- the companies should be guaranteed control over all mining, refining and
marketing operations;

- guarantees should be given as regards future cost stability and access
to bauxite resources;
- the cost resulting from the bauxite production levy should be reduced.
b) The nationalization of mining lands and the new concessions
The agreements provided that the TNCs should sell the mining lands in their

possession to the Government at written down book value (cost of acquisition in

the case of ALCOA). The Government would pay for the lands so acquired over a
ten-year period, with payment of interest at an annual rate of 7% on the balance,
and inreturnit would guarantee the respective companies sufficient reserves to
carry on their operations at levels corresponding to the installed capacity of
their refineries in the United States (Kaiser and Reynolds) or in Jamaica (ALCOA
and ALCAN) for a period of forty years. The companies would then be given a
mining lease over the reserve areas so allocated to them (see lines 2 and 3 of
table 8).

In the case of Reynolds and Kaiser, the TNCs would pay the Government a
Dedication Fee of 7% per annum of the purchase price of the lands within the
mining lease area accorded to them. In addition, the TNCs would also be required
to pay royalties based on the extraction of ore within the reserve areas, and for
these purposes the rate of royalty was fixed at 0.50 Jamaican dollars per long
dry ton of bauxite mined.

/Table 8
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The "agreed nationalization" of the mining lands belonging to the TNCs
facilitated the acquisition by the Government, on relatively advantageous conditions
of payment, of land which was only used to quite a small extent for mining
operations and industrial installations and mostly represented "reserve lands"
for possible future operations. Thus, substantial areas were made available which
could have been used for agricultural production (indeed, some transnational
corporations such as ALCOA also owned agricultural enterprises, as will be seen
in section 5 below). The importance of the nationalization of mining lands can
be seen from the fact that they were finally estimated to total 800 square kilo-
metres, which corresponds to more than 7% of the total territory of the island.
Naturally, the putting into practice of these clauses in the contracts would call
for the strengthening of the State's capacity to obtain information and exert
control over these mining and agricultural resources in the possession of the
companies. As will be seen below (section 5. a)), these tasks were entrusted
to the new Jamaica Bauxite Institute (JBI).

Finally, the increase in royalties and in charges for the rental of land
used for mining purposes by the companies meant additional income for the State.
An item which operated in the same direction was the guarantee to the State of
the payment foreight years (until 1983) of the bauxite production levy at a rate
of 7.5% (see line 4 of table 9 and section 3 above).34/ For its part, the
discount explicitly granted to Kaiser, relating to minimum levels of production,
pointed the way for both parties to the possible terms of future renegotiationms
on this critical aspect of Government-TNC relations. At all events, on the
conclusion of the agreements with the TNCs in 1978, the Jamaican Government could
have had sufficient funds to undertake the establishment of the public sector
in the bauxite industry and its direct participation in the development of the
latter, through mixed enterprises or joint ventures between the public enterprise
and the transnational corporations.

The agreement also guaranteed the settlement of disputes preferably in the
Courts of Jamaica or by special arbitration procedures applied through a tribunal
of three persons: one to be nominated by each of the two partners and a neutral
Chairman to be agreed upon by both parties. In the event of failure to agree on

a Chairman of the Arbitration Tribunal, such a Chairman would be appointed by the

/Table 9
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Table 9

JAMAICA BAUXITE INSTITUTE — ORGANIZATION CHART

FINANCE AND PROJECTS "}

1 Accounts'

Special Pro;ects RS

‘iData Processing, Stor'age and’
. Retrieval -

i'Project Costing and Analysis

3 .Staff recruntment training and serv;ces

Supplies, purchasmg

. Board Meetings
~Work Permits for Bauxnte lndustry
_~Liaison with Bauxite Industry workers

Edﬁéwwf

"Economics of Aluminium and

Competutwe Products
Market Research

* Gtatistical Data’ and Analysi's, .

Bauxite Levy and Royalty

‘International Bauxite Association

Bauxite and Alumina Trading Company

<

-
BOARD OF DIRECTORS
‘PERSONNEL AND .
™ OFFICE MANAGEMENT
EXECUTIVE DIRECTOR’
L1 economics
EXECUTIVE DIRECTOR' s N |
OFFICE. .
N

'BAUXITE RESERVES. - i

U‘-.‘*.w NI B

..Reserves Mappmg and Evaluatlon ¥

Reserves Allocation

Mine Planming

Resettlement & Land Use Plannmg

. ‘Data Bank for Exploration and Bauxite
; Lands.

~ Bauxite Negotiations
2. Liaison with other -
Government agencies

-t

3. Companies-Government |

- .Liaison

4. Jamaica Bauxne Mmmg
Company. e

INFORMATION

AN

Rublications
: lerary :
-Symposia and Semmars i

" Press Liaison *

.PROCESS RESEARCH AND
CANALYSIS, |

Chemical Analysis fot (a) Production
Levy Determination; (b) Mine Pro-
_duction Monitoring: {c) Exploration

-and (d) Research
Mineralogical Analysis
‘Batixite Process Research and
Development ‘ '
Research and Development on the:
Utilization of Red Mud
Services to External Organizations

/President of
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President of the Law Society of England.p The "international jurisdiction"
rejected by the Government in the lltlgatlon regardlng taxation (see section 3. b)
above) was thus tacitly excluded,

c) Joint ventures between the public sector and the TNCS

The entry of the State into. the productlon of bauxite and .alumina and the
partial marketlng of the latter was carrled out throuoh ]01nt ventures between thel
newly establlshed publlc enterprlse Jamalca Baux1te Mining Ltd. (JBM) and the four
transnational corporations., Ba31cally, two types of agreements can be dlstln-
guished: those negotiated with the Kalser and Reynolds companles, whlch are llmlted
to the exploitation of bauxite, and those negotiated with ALCOA and ALCAN, whose
operations also 1nclude the reflnlng of bauxlte into alumlna., In the former, 51%
participation by the Jamalcan Government 1n the assets of the 301nt mlnlng enter-
prises is stlpulated whlle 1n the agreements w1th ALCOA and ALCAN the value of
51% of the mining assets oi each. of the companles is. oonverted 1nto the corres-
ponding Government part1c1patlon 1n the global capltal of the companles 1nclud1ng
their alumina refineries. (uee line 5. (a)of table 8) As a result, the following
joint ventures arose: Kaiser Jamalca Baux;te Company (51% part1c1pat10n), Jamalca
Reynolds Bauxite Partners (519) Jamalco (6%) and Jamalcan (79)

In order to become a. partner of the transnatlonal corporatlons w1th the above
shares, the Jamalcan Govermment undertook to buy the respectlve proportlons of the
total book value of. the capltal of the four sub31d1ar1es._ As lald down in the
agreements, thls operatlon represented a sum of some 30 mllllon US dollars,

payable in ten annual installments at an 1nterest rate of 8. 5% (see llne 5. (a) of A
table 8)..

ke

Once the mlxed company had been set up between the publlc enterprlse JBM ;“b
and the Jamalcan subs1d1ary of Kalser, the flrst-named company would acqulre “the ‘
right to ~eceive for 15 years annual 1ncome correspondlng to 14 68% on the pald-up
capital and 10% of that capltal after that perlod (see line 5. (b) of table 8).

In the.case of the mlxed enterprlse w1th Reynolds, the respectlve income was flxed
at a single rate of 12% per year. As vegards the 301nt venture agreements w1th
ALCOA and ALCAN the Jamalcan Government acquired the rlght to recelve each year
an amount of alumlna proportlonal to its share in the reglstered capltal --33 000
tons in the case of ALCOA and approx1nately 77 000 tons under the agreement with

ALCAN-- with unrestricted sales rights over this material.

/0n the
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On the other ‘hand, the clauses of these agreements regarding the admlnls-.
tration and possible expansion of the mixed .companies reflect (as in the case
of the Chileanization analysed in section B. 2 above) a clear. divorce between -
the ownership and the effective: control of: »the joint enterprlses (see lines 5, (c)
and 5. (d) 6ftable 9). Although the agreements stipulate. that, .in the aesoc1atlons
with Kaiger ‘and Reynoldsy four of the eighti.posts of directors of the mixed ”
enterprlse shall belong to JBM, and in thecases.of ALCOA.and ALCAN, . two;out, of
a total of seven, the respective &greements:on management. and technical, services
with the four”coﬁpaniéS'give the transnatiomal corporations practically as.much .
control over production, technical, commercial’and~financia1 operations: as theyi
had before the mixed enterprises were-set up.'  Furthermore;-as regards the. .
poss1ble expans1on “of the latter, on the one hand the agreements. with- Ka;ser
and Reynolds guarantee the Government' the right: to-promote such expansion, but K
they make it subject to finaricing by the Government with its own funds .and the
making of proportlonal payments of the TNCs: for the use of their assets. .
Slmllarly, in ‘the contracts with ‘ALCOA ‘and ALCAN, the possibility.:is env1saged
for both partners of expandlng the production of alumina (from.550 000..to
1 650 000 tons per yéef) but subject to the exclusive right of .the TNCs to .
carry out the constructlon work ' and:introduce their own technology. .

At all events, even ‘théugh’ the effective control of the, 301nt enterprises
may have remalned ih“the hands ‘6f the transnational corporations;,. the poszt;on
of the publlc sector-3hd the Government is clearly different from that which
ex1sted in the first half of the-1970s*in at least-one’sense: now, Jamaican . ‘
technicians and managers are operating (even though subject to the limitations
referred to above) inside the bauxite’industry, thus providing possibilities, of
information-gathering, learning and experience which ‘are clearly superior to
those de»iving from the Goverfment's past efforts:(important though they may .
have been) to carry out academic studies or' exercise supervision.35/

‘tﬁeweVef;ﬁthe experience as regards joint ventures in the Jamaican bauxite

indﬁétry’ééﬁﬁbt be properly appraised until they have been operating longer. .
The formal 1mplementat10n of the joint ventures was undertaken only in late
1979 (Jamalcan and Jamalco) ‘and-in- February 1980 (Kaiser Jamaica Bauxite Company

RO
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and Jamaica Reynolds Bauxite Partners). The public enterprise JBM (Jamaica
Bauxite Mining) disposed at the end of 1980 of some 48 million Jamican dollars
in investment funds (at cost) in joint ventures with TNCs and reached, in ‘the
same year, 72 million Jamaican dollars in total sales of alumina purchased under
the agreements with ALCOA and ALCAN (we w1ll ‘return to the questlon of publlc
sector marketing in section 6. b) below) - ' ‘ '

5 Internatlonal Bauxlte Assoc1at10n 36/

In the preparation, performance and ~monitoring of the above—analysed governmental
policies a very important role pertained to the Jamaica Bauxite Institute ((JBI),
which is representative of the. learning process referred to in.the previous section.
The origins of the Institute go back to 1972, when the Government set up a
National Bauxite Commission of private and public sector specialists in a variety
of fields --tax, law,-business, finance, mining operations, international
relations, etc. The Commission's .task was to advise the Government on how best
to increase the benefits of the industry to the. country. ‘It was quickly apparent
that the ‘data base for arriving at sound recommendations was inadequate. If the
Government were to bargain with the .aluminium companies with anything approaching
comparable capacity it needed information of a kind-and quantity it-was never
previously concerned with. And it needed that sort of information continuously.

The new policies started in 1974 needed to set up a permanent organization
to take over and expand the groundwork laid by the National Bauxite Commission.
It was-felt that:this organization needed far more flexibility than-would be =
possible in the traditional civil service bureaucracy. Thus it was.that the .
Jamaica Bauxite:Institute began operation. in early 1976 and was registered as a
limited liability—company~in-August:of that year. _ _ )

The work of the Institute is.-supervised by a Board appointed.by the Govern-
ment, while its day-to-day operations are. run by an Executive Director, to whom
six divisional heads report (see organizational .chart. in table 9).  Some of the
highlights and achievements of the JBI are indicated below, L

/a) Mapping.

Fa ettt
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a) Mapping and managing bauxite reserves and“mining:lands*"*”*?‘ﬁ
. In the.past the TNCs were the only ones who knew how* much bauxite ‘there was

in Jamaica and then only in the lands each controlled: *When negotiations”between

the Government and +the TNCs began in 1974,.thefinformation-provided5hy the
companies suggested total bauxite reserves of between 600 and 800° thousand tons.
With control of some 200 000 acres of company lands passing to the State the
JBI, by means of geologlcal survey, mapplng and. 1aboratory analysis, had been
able to establish Jamaica's measured reserves at 2 000 mllllon tons.

' Admlnlstratlon of the reserves by JBI 1nvolved complylng w1th three _
essentlal objectlves 1) the ratlonal allocatlon of lands for mlnlng; 11) the
use of land beforé durlng and after mlnlng act1v1t1es. _

' Even before the agreed natlonallzatlon of m1n1ng lands ‘the laws had requlred
that agrlcultural use be made of "non-operatlonal" 1ands. Most of the companles
had carrled on successful agrlcultural act1v1t1es and ALCAN had a scheme for ;
small farmers. The mlnlng regulatlons ‘had also obllged the companles to stack B
the top soil’ before mznlng began and use it to reclalm the mlned-out plts aftere
wards. But land’ use in general ‘and resettlement approaches in partlcular had - _
varied accordlng to the dlfferent companles and suffered 1n general from serlous
shortcomings. ’ o B o ' , ’

Competltlve przvate acqulsltlon of reserves had often resulted 1n baux;te
holdings being scattered “with 31ngle orebodles d1v1ded by property fences.

To the disparlty in the " 81ze 'Of the varlous companles was added the fact that the
latter could take advantage of thelr serv1tude rlghts as landowners in order to
immobilize land use for perlods of fourteen to a hundred years.‘ Another serlous
problem was that the richest reserves were used up flrst and the 1ess attractlve
were left aside. Furthermore, some’ reserves were tied up 1n small peasant holdlngs,
hamlets and roads, one result of whlch was that valuable ore was frequently left
behind after a mining area was' closed. ' ﬂu; o '

With the Government’ addlng ‘the surface rlghts of property owners to its
sovereignty over the minerals, it is now possible to allocate mineral reserves
withif“eddh company's natural "area of influence" without regard to previous
property boundaries. Mining plans are drawn up between the JBI and the companies
five years in advance, resettlement of displaced small-holders can be tackled en
bloc so as to preserve commmities, and reserve lands can be put to suitable

agricultural use before and after mining.
/The national
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_Ihe.pational uniform management of reserve lands has economic advantages for
both ghe‘companies_and the Government. The human problems of resettling small-
holders have not disappeared by any means, but many longstanding and acrimonious
disputes have been resolved by means which are as mindful of social as of economic.-
imperatives.

b) Process research

While the Jamaiéah wdrkfdrce'in fhé”béuxité.iﬁdustfy'éﬁnsfituted something of
a labour aristocracy inside the country, the levels of skills were still very low,
and engineering research and management ‘were largely the domain of expatriate staff.
The result was that the Government had no independent source of information and
advice when questions of technology were being negotiated with ‘the TNCs. This lack
the JBI laboratories set out to remove. . . SRR T TR

The immediate objective was to verify the amount of ore- used 'in refining and
the alumina recovery therefrom, since this was one of the basges for calculating the
levy on bauxite production. Wet chemistry methods of analysis vwére soon complemented
by differential thermal analysis, x-ray diffractometry and other instrumental
methods. In addition to routine verification for the levy, the laboratory has carried
out the essential .sample analyses for a proper evaluation of reserves and is well
into profounder work connected to- the general processing characteristics of Jamaican
bauxites -and the handling of red mud effluent.

¢) . Economic research . RS - Lol R LT

One example of the work done in this area is the yearly forecast of :aluminium
ingot pri‘ces.’ The accuracy of ‘the forecast has a direct bearing on Government revenue
‘from the bauxite production levy. The levy is paid‘quérterly in ‘advance,; while the:
average price realized by the companies for aluminium ingot over & given year ‘cannot
be known for certain until the yedr is complete. At the end of the year, adjustments
for underpayment or overpayment are made. ’

In general terms, JBI is elaborating<e00nomicﬁand financial analysis: and
projections of the industry and TNCs behaviour, preparing negotiations with TNCs and
governmental organizations of other producer and consumer countries; as wellj etc.

d) ' Information ‘ ' ' o

- This is essential for the success of JBI's work and for Government sdpervisiéq.
- The disposition and quality of the island's ore reserves; Jamaica's position in:
relation to other bauxite producers, the state of the industry --markets, technology
and costs-- was previously a secret to Jamaicans, even at the highest level, but
today it is not ‘only known to the Government, so that the latter can negotiateryith

the TNCs oh a well-informed basis, but is also-entering general public awareness .
: /This latter
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This latter achievement was made possxble by a strong programme of public
educatlon, organized through mass media, workers unions, schools etc. Finally, JBI
is in a p031tlon to offer consultant services to cllents other than the Jamaican
Government and, in fact has already earned fees from an overseas contract in baux1te

reserves evaluation.

6. Regional co-operation and direct marketing policieé

In ordér'to reduce its dependence on the TNCs, the Jamaican Government has tried to
set up joint ventures with other countries of the region --both producers and
consumers of bauxite-- and to undertake the direct marketing of alumina through its
own public enterprise.

a) Projects for regional joint ventures

The project for a joint venture between Trinidad and Tobago, ‘Guyana and Jamaica,
negotiated in 1974 between the governments of the three countries., was to be carried
out in two stages: the first was the construction of a smelter with an annual capac-
ity of 200 000 tons in Trinidad, using that country's reserves of natural gas, and
the second was the construction of a smelter of similar capacity in Guyana, to use
that country's hydroelectrié:power'potential. The alumina was to be supplied by
Jamaica and Guyana. The participants were to own equal shares in the Trinidad plant,
which was to be built by the Kaiser Aluminum TNC, applying its own technology. In the
case of the Guyana smelter the ownershlp was to be as follows: Guyana 52%, Trinidad
24% and Jamaica 24%. TR 1 aoLe

' This initiative which originated in the 1974 climate of the new bauxite produc-
tion levy and the setting up of the International Bauxite Association, did not mate-
rialize in the seventies. After Jamaica announced in“1975 the proposal to construct
the Jamaica-Mexico-Venezuela alumina-aluminium complex, ‘the Government of Trinidad
and Tobago expressed its displeasure and finally, in 1977, took the decision to under-
take the project on its own, leaving open an option for Guyana and Jamaica to
-participate by supplying alumina. '

‘In 1875, the Government of Jamaica and Mexico entered into negotiations on a
joint project, whereby Jamaica would provide alumina for an aluminium smelter in
- Mexico with a capacity of some 160 000 tons of aluminium. The preliminary agreement
provided for the establishment of two joint venture companies, -one to produce alumina
in Jamaica (Javemex) and the other to produce aluminium in Mexico (Jalumex). Jamaica
had to participate with 29% in the ownership of the Mexican smelter Jalumex and
Mexico with 51% with resting 20% reserved for other partners, including the Canadian
TNC ALCAN, to construct the smelter. On-the other hand, Mexico agreed to take a 29%

/interest in



- 55 -

interest in the Jamaican Alumina Refinery project (Javemex) being Jamaica's share
51%, Venezuela's 10%; and reserving for other parties the resting 10%. The last ones
might have been’a.TNC.or a third contractual purchaser of alumina, such- as Algeria.
~iThe Javemex alumina refinery in Jamaica was to be located at South . Manchester
and was -expected .to: come into operation in the late 1970s. Construction was to have
been contracted to one of the.alumina TNEs operating in Jamaica, probably Kaiser,

In 1978, thehGovennment‘of Mexico withdrew from the project for a joint venture
with Jamaica because..of the:problems experienced by both countries in financing their
shares in the proposed enterprise, and also in view of a negative report by ALCAN
concerning the high costs of the smelter which was to have been built in that.
country. . . =3 o

Thus, the project for joint operations by Jamaica with the alumina-consuming
countries of the region came to.nothing, as also did the previous project with
other Caribbean producer countries. In view of this negative outcome, the Jamaican
Government directed its efforts towards the conclusion of long-term trade agreements
with the public or mixed enterprises of Venezuela, Algeria, Hungary, the Soviet
Union and Norway, in order to.make use of the. installed capacity for alumina
production and, if possible, secure its expansion.. :

b) Trade. agreements on direct sales

Negotiations between Jamaica -and. Venezuela were.initiated in 1975, and at -
that time included the above-mentioned. participation. in the Javemex .alumina
-refinery project..: In August.of 1977, a seven-year, agreement was. signed whereby
Jamaica undertook to supply Venezuela with a total of one million tons of alumina,
with annual dellvery of 150 000 tons for the first six years and a final
100 000 tons in 1984. This sales’ agreement was renegotlated in 1979, to make its
terms comparable with prlces offered by Venezuela's 1nternatlonal alumina suppliers
--Metallgesellschaft Billiton and Phllllps BrothePSw— acting ao purcha31ng agents
for the Venezuelan State company. In addition to this competitive pressure by “the
1nternatlonal marketing enterprises there was the unco-operatlve attitude’ of ALCAN
regardlng the ‘"back-to-back" resale agreement w1th Venezuela, evén though that TNC
had ample productlon capacity to cover this.

After the failure of the projects for expanding alumina production through
JOlnt ventures w:th other countries of the region, the Jamaican Governiient has
been” explorlng the p0831b111t1es of large-scaie co-operation with and s4les to the

non-traditional markets of the Soviet Union, Hungary and Algeria. 1In 1979,

/a long-term
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a long-term agreement was 81gned with the Soviet Union for the sale of 250 000 tons
of alumina per year, and prior agreements with Hungary and Algerla for the sale of
150 000 tons per year to each of these countries were reconfirmed. ‘In order to
make these annual sales of 550 OOO tons of alumina to non~trad1t10nal markets it
was necessary to guarantee the construction of the new alumlna reflnery at South
Manchester. Wlth thms objectlve, the  Jamaican Government negotlated with the
Government of Hungary regardlng the poss:blllty of using technology, machinery
and equlpment Supplled by the Hungarlan State enterprise ALUTERV, ‘with a credit
of 250 million dollars to be paid for through supplies of alumina to that country.
This progect however, did not materialize because of the lack of additional
flnan01ng (for 'a further 250 million dollars) and problems of prices and frelght
costs 1n respect of sales of alumlna to the Soviet Union.

~ In addltlon to the trade agreements connected with the project for the -
‘new reflnery, the Soviet Unlon and Hungary undertook to import 150 000 and
50 000 tons of alumlna per year, respectlvely, for five years as from 1980. As
in the case of the agreement with Venezuela, these exports were to have been made
through resale agreements and the partlczpatlon of the public enterprlse<Jama1ca
Bauxite Mlnlng in the ]Olnt ventures with ALCOA and ALCAN (with the right to
dispose free;y of 100 000 tons of alumina per year; see section 4., c) above).
In 1980, the’ Jamaican publlc sector made direct sales of 235 000 tons of alumina
to the Soviet’ Unlon and Veneznela: i.e., 10% of the country s total exports in

this line.

7. 'The 81tuatlon at the beglnnlng of the 1980s

In the early 1980s, the main goals .of the Jamaican Government as regards the
development of the bauxite industry have been accompllshed,only partially. . The
principal achievements have been: substantial increase of the ‘Government's foreign
exchange revenues from the Bauxite Levy and hence of the returned value to the
economy; a greater degree of national 'sovereignty over the industry through ‘the
recovery of mining lands and the establishment of a public sector to strengthen
the Government's administrative ‘and negotiating:capacity, and, finally, the '
joint ventures with the TNCs, whose .functioning has made possible limited direct
marketlng of alumina and greater knowledge of ‘the technical. .and economic problems
' /of the
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of the industry. On the other hand, the progressive delinking by the TNCs from
the Jamaican industry in favour of diversification to areas of supply having
resources of lower relatlve cost led to the reduction of baux1te and alumlna
production and also the reductlon 'in .their contribution to the country s economy.*/
The Government's bargaining power was also weakened by the failure of the
alternative projects for joint investments with other countries of the region
and, particularly, the negative effects of the world économic crisis. This set of
~ adverse fectors led to the flexibilization of the rate of the levy on the production
of Jamaican bauxite, w1th the clear aim of 1ncrea31ng the latter's international
" competitiveness. S T T
a) The 1ncrease 1n the returned value and the income of ‘the’ “TNCs

Thanks to the imposition of the baux1te productlon levy, the Government"
revenues derived from the bauxite industry 1ngreased sevenfold~between 1973 and.
1974 and its share in the value of baux1te and alumlna exports rose from 11% to
35% (see table 10). At the.epg;gf the-}370e?xtpere was a decline in the
Government's participation to.-27%, obviously reflecting the -effects of the.
beglnnlng of the renegotlatlon and the resulthg reduction of levy prates in 1979
(see section c) below). Taking 1nto.account other local payments by the TNCs

(i.e., wages and salaries, local supplles, maxerlals and servzces), it can be
estimated that the share of . total returned veLue in the baux1te and alumlna export
revenues amounted in 1980 to a total of about 63%, compared with 50% in 1973.

--At the--same time, -the importance-of - the 1ndustry for the current income.of the..
Government almost trebled (from 8.7% in 1973 to 25.1% in 1980) (see table 11)..
Since during the 1970s there was also an increase in the dependence of the GDP and
exports on mining activities (in view of the slack performance by the rest of the
country's economy 40/), its striuctural Plgldlty became even more acute and the
income from the bauxite industry became even more decisive for economic and soclal
development.

On the other hand, the increase in the value returned by the bauxite industry
to the Jamaican economy did not mean a reduction of the income received by the
TNCs operating in the country. As may be seen from table 12, this income rose
between the years 1974 and 1980 at approximately twice the rate of the taxation
of the industrx by the Government.

%/ Another factor in this decrease was the lack of support and unity of the
member countries of the International Bauxite Association (IBA) which prevented them
from being regarded as a "cartel" (see notes 37-39). /Table 10
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. Table 10

JAMAICA: ESTIMATION OF PRINCIPAL COMPONENTS OF THE RETURNBD
VALUE OF THE BAUXITE AND ALUMINA INDUSTRY a/

(Ullllons of Jamalcan dollars)

1. Exports of bauxite and
alumina

2. Returned value_componenfs‘

a) Production levy

b) Corporate tax ¢/ -

c) Royalty '
Subtotal

d) Wages and salaries
e) Supplies, materials
and services
Subtotal

Total returned value

i

"In % of bauxite and -

alumina exports

1973 1974 1977 1980
1973 = 100
. 227.3 . 481.4 489,21 340.3 . 589,7
- ' 161.5 163.4  360.6 223.3 b/
20,7 et e - -
3.4 . 7.0 5.4 5.8 170.6.
24,1 1675 168.8  366.Y4 1 520.3
48,9 49,1 65.7 108.2 221.3
41.8  46.0 116,3  319.0 &/ 763.1
90.7 _95.1 182.0 472.2 520.6
114.8 ‘262 s"'350;8 838.6 730, 5
50.5. 54.5 717 62.6

Source: JBI;ECLAC, Economic Survey of Latin Amerlca, 1980 quoted above. -

a/ Excluded flnan01al flows.
b/ 1974 = 100.

c/ Since 1974 included in the productlon levy.

d/ Calculated with the same exports share as in 1977.

. /Table 11



' Table 11

JAMAICA:' CONTRIBUTION OF THE BAUXITE AND ALUMINA INDUSTRY
N TO THE ECONOMY (1970-1980)

' “Percentagé shife in total:

Year ,
" T Gross domestic .
j product a/ Exports of goods Current fiscal revenues
1970 6.9 ' 65.6 o 8.7 b/
1978 7.5 ' S T | 25.8
1980 . 8.5 - 75,9 R 25,1

Source: ECLAC, Economic Survey of Latin America, 1980 (E/CBPAL/G 1191), May 1982.

a2/ Share of total mining sector in which bauxite and alumlna 1ndustry participates
with some 90%, U
b/ 1973,

/Table 12
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“7abIe 12

ALCOA, ALCAN, KAISER'AND REYNOLDS: TOTAL ‘INCOME AND
JAMAICAN TAX PAYMENTS (1974-1980)
(Millions of U.S. dollars)

e s e e e ul e A A1s s RO L MASPTARR (SRS IR 41 N A PAREN 8 st as Samnt s 0 okae
f.. (AP gy
W, T gt eyt
BN EATRE Y IR AR R LA S
- L pee -

1980

N XL 19770 v
|  'Dollars 1974 = 100

et e e e gnes b o ey Aeny oA AL S s W RO AT L et L ¢

1, Total income of the 4 TNCs T- .8 999 11 117 17 559 195

Net income v 582 598 "1 440 247

2. Jamaican tax and royalty payments ~ 185 186 206 111
As a percentage of: . . ...

Total income of k- TNCs

Net ‘income of 4 TNEs-!~

3. Index of average effective price
Aluminium ingots 100 144 218 cose
Jamaican bauxite 100 187 295 voe

Source: The IBJ Journal, Volume I, No. 2, July 1981, and other official data.

/A tentative
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A tentative comparison between the increase in the income of the TNCs and of
the Government of the host country of the direct foreign investment gives grounds
for assuming that the transnational corporations transferred -the extra costs
resulting from the new taxation to the price of aluminium and associated products.
Thus, what happened was not that there was a- redlstrlbutlon of benefits between the
transnational corporations and the Government of the producer country, but simply
that the final consumers were obliged to pay more for aluminium products (see
table 12). The necessary condition for this type of redistribution .of income of
the Jamaican bauxite indu stry to take place, however, cons1sted of ma;ntalnlng the
industry's competltlveness vis-a-vis other alternative sources of bauxlte and
alumina, but this has not occurred, as will be seen in the followlng sectlon.

b)  The delinking of the TNCs from Jamaica R

The decision to apply a levy on bauxite production which was adopted by
Jamaica in 1974 was not followed by two of the main producer countries (Australia
and Guinea), thus contributing to the-weakening of the competitive position of
the Jamaican bauxlte and alumlna 1ndustry and the dlver31f1catlon of sources of
supply by the TVCs in favour of the two countrles in question. As a result,
Jamalcan baux1te productlon went down from 15.2 to 11.6 million tons between 1974
and 1979, so that its share in the total output of the member countries of the
Internatlonal Bauxlte Association (IBA) sank from 29% to 18% (see table 13).

At the same tlme, product:on 1n Guinea and Australla 1ncreased considerably, in
some cases as a result of the changeover from the use of Jamaican bauxite by the
transnatlonal corporatlons. "The rates of operatlon ‘of the bauxite’ 1ndustry 1n
Jamaica fell to levels 31gn1f1cantly below the installed capacity,41/ and in 1980
the exports of bauxite and alumina by the transnational corporations went down
by 2u4% and 15% respectively, compared with the 1974 levels (according to data

of the Jamaica Bauxite Institute). Obviously, in spite of its participation

in joint ventures with the four transnational corporations, the Jamaican
Government was not in a position to reverse this negative trend, because it did

not exert effective control over their operations.

/Table 13
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. Table 13

(Thousand metric tomns) -

e
LIESRED AN

IBA member countries. . - .
1

974 1977

1979 7 197w 7

Percentage share

1979

Australia ST 20
Dominican Republic S
Ghana

Guinea v RN
Gﬁjana Ly - -3

Haiti

Indonesia - - -i.' g

Jamaica ¢ - ‘ 45
Sierra Leone - %
Surindme O L fliT. Lo 7B

Yugoslavia

R

eul
290 - Rl

2370 "
Total IBA ~* ™' > . ." ~B6-

065 26
477 '
421

010 -~ © 10

168" " 3

166 11
672 -
385

665 Sl 62

674
722 -
1235
871
3u
- 588
301
433
- TYE
4 951"
2 Olit

308

27 5B3 -
- 521

7 R
- 42 199

3354

560 - -

1 093

11 574

680

5073
'3 012
65 900 ' .

354

2.6 i

8.8
5.6
- 1.1

203‘

26.8
1.2

11'.3 -

. 10040

41“. 8

2 AR

.4
18.5
T5.1
0.8
1.7
"17.6

1.0
Sl 107

4.6

Source: IBA memBer countries;

World Metal

Statistiéé; Metallgesellschaft.
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Unfortunately, the unilateral "delinking" of aluminium TNCs from Jamaica
has not been outweighed, at least until the early eighties, by the originally
projected joint ventures and co-operation with the governments of other developing
nor socialist countries. . In spite of prospective feasibility studies and many
negotiations with the governments of Trinidad and Tobago, Guyana, Mexico,
Venezuela and Hungary, the intended co-operation in alumina refining and aluminium
smelting did not materialize and each of the individual countries, originally
interested in "collective self-determination“ development, followed its own way.

c) Factors of negotiating capacity . .. |

After reviewing these negative outcomes of some of the Jamaican initiatives .-
of the middle of the 1970s, thefquegtigg'§?i$g§ about the_negotiating gapacity
factors which, at that time had‘not~beéﬁjtéken in accounf, or-ﬁndereétimated,
and resulted later in the known undesired outcomes. It is, of course, difficult
to pinpoint all of them because of the short time~span dividing one from the
analysed events and the proper limitation of the present study in.tlie .economic
aspects of this case. Nevertheless, the previous evaluation and the ongoing
discussion in Jamaica 42/ allow some preliminary and tentative conclusions. -

First of all, the ‘imposition of the bauxite production levy, the
nationalization of the mining lands belonging to the TNCs -and the governmental
participation in the mining assets stemmed from the sovereign right of the
Government to dispose of the country's natural iresources in a way .deemed most
appropriate for: the nation's welfare. In this sense the governmental measures.
were not negotiable with the TNCs-and from the latter's point-'of view they
constituted the "ability to create uncertainty, to. unsettle an industry in which
planning and predictability are the critical advantages derived from large-scale
and integrated operations".43/ The base for .the strong negotiating power of the
Government, at that time, was the large aluminium. TNCs investment tied up in
Jamaica and their relatively high degree of dependence on her bauxite and alumina
resources, Aware of this, the TNCs did not move out :from Jamaiéa and limited
themselves to minimize the costs of the Government's policies béﬁéaining for the
decrease: of the levy raté, maximum compensation-for:the lands and aSsets‘purchased
by the.Govérnment and exclusive managerial control of the new joint venture ‘
enterprises, . - |

/The weakened: = .
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The weakened bargining capacity of the Government. in the late seventies,
reflected in.the diminished share of Jamalca in the ENCs bauxite and alumina
Sourc1ng and practically no new. investment 31nce 1974, was obv1ously related with
several events, some of them unpredictable and of a. conjunctural nature (wqr;d
economic recession, industrial unrest_and.production'qnq_;gthplpgy problems in
Jamaica, etc.). Nevertheless, the main: factor influencing ghé_TNps strategies
and behaviour éeemed-to be the decrease of the competitiveness of the Jamaican
bauxite and. alumina industry .in terms'ofg;béth,~theygergeived.political risk and
production (energy) costs. : . __ S : ,

. 1) The perception of -political risk .by TNCs.- Thé percepiibh 6fi£hé}pdlitical

risk incurred by aluminium TNCs in the,Jhird World producer countries may be

usefully :illustrated by some opinions; of an outstanding United States industrial .
consultant ;and advocate.of TNCs strategies: "The peed is for a more effective
response by multlnatlonal .corporations and. themr home governments to the Third
World rhetoric ... By enactlng the bauxite levy of 1974, Jamaica broke all of .
the tax and price agreements that had been so. laboriously and profitably achleved_wh
during my 18 yearsof service.to that Government, Jamaica also broke its '
ébligations to the World Bank's InxenﬁgtiqpéL;Centpg7fqp'tbe Settlement of .
Investment Disputes. Theve was no case whatgver against the behaviour of the ' .. ..
ﬁauxite companies.... Finally, it isAin:thgﬁintgnpst.Qf;these;COuntries.and the
IBA that pricing and»tax;pplicies gn,bqu;ite,fa;umingfandiéleqtric_power are not
aimed at the rapid maximizing of government revenues in thegshqrtafgrm but rather
at long term levels that .camnot be rigidly formulated in advance but must
gradually evolve as countries compete fgn;ngwyigvesgmeﬁtsAfrom the aluminiﬁm
industry... The IBA recbmmendationsﬁare_impraqtigal and discriminatbry in
proposing up to 50% higher prices.on bauxite for countries outside of North .
America. They conflict witﬁfactual'markexﬂgoqditippsgiﬁ:vapious countries, and
in fact are not—follbwed,by important IQAJme@her$ such as .Guinea, Indonesia and
Australia,'ih/ - e | T , ' . N

The above quoted Judgements -offer a. clear ]ustlflcathn of the alumlnlum
TNCs preference to concentrate their supsidiaries expansion and new.investment
projects in.countries;with-relatively.;ggs;pgiitqu; nigkhgnd”stQQle_development
in detriment of "turbulent" ones of the Caribbeén.ﬂé/ ' L

-/ii) Economic
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ii) Economic competitiveness. The loss of Jamaican competitiveness in terms

of production costs of bauxite and, espeéially alumina, was not due only to the
Government's tax measures, but also to the substantial rise in energy costs. As
Jamaica depends almost entirely on imported petroleuﬁ, the substantial and steady
increase of fuel prices signified a heavy blow for the country's balance of
payments and, especially, for the production costs of the bauxite-alumina industry.”
As maj be seen in table:iﬂ, the share of mineral fuels in the total import bill
of-Jamaica increased from 6% in- 1970 to 39% in 1980, In this last year, the
bauxite and alumina industry consumed more than a half of the total fuel consumption
of the country. Finally, the worsening of the terms of trade of the bauxite and-:
alumina:industry may be illustrated by the fact that in 1970 the unit bauxite
price was 35% higher than a comparative oil price; ten years later, in 1980, this
relation was completely reversed: the bauxite unit price corresponded to only
31% of the oil price (see again table 14, indicator 3). As a result the share of
energy in total alumina production costs jumped to some'35-u0%.5§/ It is obvious,
that bduxite producer countries withfresources of cheap énergy, like'Australia
and Brazil, -have-a decisive comparative -advantage in comparison with Jamaica,47/
iii) Lack of finarice résoufcéé.tThéﬁdééreéséd ébmpétitiveneés of the Jamaican
bauxite and alumina industry influenced undoubtedly also the outcome of the joint

venture projects with other Latin American countries. On the other hand, their

failure, at least temporary, seemed to have other reasons, too. The main one was
obviously the lack of indigenous resources in the face of considerable requirements
of technology and high investment costs, lack of capacity to analyse and implement
projects, etc. This was aggravated by the negative effects of the world economic
recession on the developing countries.,

In the case of Jamaica, the Development Fund, originally created with the
objective to use the considerable yields of the production levy for financing
the local expansion of the bauxite and alumina industry, had to be used for the
solution of heavy balance-of-payments deficits. Finally, there had been some
indications that the TNCs, present in the countries participating in the project
preparation, had some negative influence, too, submitting to the governments
"pessimistic" reports on the projects viability. Obviously, the concurrence and
broader participation of international finance institutions, such as the

/Table 14
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JAMAICA: FUEL CONSUMPTION IN THE BAUXITE AND ALUMINA SECTOR (1979-1980)

1. Minerals fuel imports, total.
a) Millions Jamaican dollars ..
b) % of ‘total imports of goods :::

2, Fueli consumption by bauxite and -

alumlna sector

a) hlll;ons barrels

b) % of total fuel consumptlon B

3. Bauxzte prlce in } of oil price

1970

1978

1979

1980

Belb oo

* 0 0.

BN

197
. 22.8
_"7 7
47,0
45,0

..835. . -

48 0

37,1

7. 9'

470
39.3

7.9
50,7

30,6”

SourceEECLAC,Ecéﬁqﬁicuéﬂﬁée& of LatinAAmericé;“;QSOMagd~JBI.1
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World Bank and Inter-American Development Bank, could in the future help to
resolve these problems sponsoring also a climate of mutual confidence for the
necessary participation of aluminium TNCs in the implementation of joint mining
and metallurgy projects undertaken jointly by developing countries.

d) - Renegotiation of the production levy

The world economic crisis in the first half of the 1980s and the fall in
demand for aluminium and in world prices made the problems of the bauxite industry
in Jamaica even more acute, The TNCs reduced theinr production in the country and
even went to the extreme of comsidering closing down their least profitable
operations, This was so in the'case of Reynolds, which announced that it was
closing down its mining operations in-Jamaica by April 1984 and replacing them
with cheaper raw material from Australia and -Guinea.48/ However, it kept up its
joint operations (with Arco Metals and Kaiser) at the Alpart alumina reflnery 49/
This situation has obliged the Jamaican. Government to renegotiate the terms of
the bauxite production: levy with the TINCS. The arduous renegotiations on the
application of more flexible taxation rules began in.1979 and - culminated in new
agreements in April 1984,50/ :

The Government's objectives in renegotiating. the levy were to halt the
erosion of the market which the industry had been .suffering from 1974 onwards,
to increase the utilization of the existing. capacity, to.attract the.investment
needed to achieve medium-'and long-term expansion and, finally, to keep .the tax-
income of the Government up to a satisfactory level. Consequently, the new levy,
with the rate reduced from 7.5% to-6% on average,  differs from the original in
that it is linked not only to the-effective price -of aluminium on the United States
market but also to levels of production.

The way the new levy operates is as follows: its-average cost per ton
goes down only slightly from 16-17 dollars to 15-16 dollars. On the other hand,
the incentives given to.greater utilization of. production capacity and a greater
returned value in foreign exchange can reduce this average cost to 12-13 dollars.
The "package" of the agreements includes additional advantages for the Government
also: the conversion of the "long" measurement ton to the "metric ton" means an
increase in income of 1.6%, while a similar effect is produced by the change in the
payment of royalties from the previous 0.50 Jamaican dollars (equivalent to 0.13 US
dollars) per long ton to 0.50 US dollars per metric ton.

/These measures
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These measures should increase Jamaica's share in the United States market,
which went down from approximately 60% ir 1973 to 25% in 1983. -.The.recent .
initiatives as regards the direct marketing of bauxite and.alumina dre-aimed in the
same direction and seek to baldnce the country's direct sales with purchases.of.
foodstuffs and other essential goods.51/ In order to save foreign exchange, an
agreemerit was reached with Yugoslavia to exchange 450 000 metric:tons of<alumina
with a:value of 75 million dollars for 1 500 units of low-cost housing. A similar
agreement ‘is being explored with that ‘country in respect of motor wvehicles .and ‘with
Colombia as regards the purchase.of:coal. Finally, an agreement:has been reached
with the United States Government to -exchange :#00 000 metric:.tons of bauxite . for -
milk products, and agreements for additional purchases of -bauxite for that country's
strategic reserves are being negotiated.
e)  Final note

Obviously, it is necessary.to.wait until more time has passed in order to
appraise the effects of the new more flexible -and pragmatic policy of the Jamaican
Government. Taking account:of similar-experiences by other countries in the region,
however, the hypothesis may be put forward (it is further developed in part II of
this study) that the:momentanzspolitidal.will and ‘bargaining power of the.governﬁént
in office is not sufficient to ‘ensure greater benefits -in- the medium and longer
term also unless the possible negative:alternative effects on the ‘behaviour.of the
external factors affecting negotiating-capacity are taken into effect (such as the
powerful capacity.of the TNCs to. change -their istrategies and the diversity of '
conditions: and interests which exists among the peripheral countries vis=a-vis
the choice between "horizontal" co-opération and. eontinued dependence ‘on the great :
capitalist centres 22/). On the other hand, .the institution:of the new.system . .
of taxation on bauxite production would.ini itself:.obviously be a positive factor
as regards ‘increasing governmént income.even-in the long. term, provided it is

adapted when appropriate to the changing conditioms of the industry.-

sron et o /Do MINING
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D. MINING AND METALLURGICAL INTEGRATION IN THE. BOLIVIAN
PUBLIC SECTOR

1, Nationalization and -the éstablishment of the public sector

Examlnatlon of the boon perlod of the large -scale tin mining 1ndustry in

Bolivia durlng the first half of the century and its nationalization in the early
1950s reveals some 1mportant dlfferences from what happened in the ‘case of the
Chilean copper industry. o -

The first special feature of the Bolivian case is that the large-scale mining
1ndustry did not owe its or1g1n to the transnatlonal corporatlons but to a Bolivian
entrepreneur, Slmon I. PatLﬁo, who begun his spectacular career around 1910 and by
his own efforts, ‘after expL01t1ng a tin dep051t at Oruro, subsequently
"Bolivianized" most of the mlnes belonglng to Chilean and British capitalists to
set up in 1924 the first mlnlng transnatlonal corporatlon which orlglnated in
Latin Amerlca. ThlS was subsequently 1ntegrated and diversified to cover the
mining, smeltlng, reflnlng. marketlng and transport of tin in almost all the world
centres of productlon and <onsumpt10n of this mlneral thus 1031ng its orlglnal
Bollv1an character. 53/ _

‘ Another 1mportant feature of the Bollv1an case is connected with the time at
which the large-scale tln mlnlng 1ndustry was natlonallzed, for in fact this was
carrled out by the RevolutLonary Natlonallst Movement Government in 1952 i.e.,
two decades before the natLonallzatlon of the Chllean mlnlng 1ndustry and long
before ‘the ]Olnt actlon taken by the Thlrd WOrld at the 1nternatlonal and natlonal
levels to secure a New Internatlonal Economic Order 54/ The dec1s1ve domestic
polltlcal consensus achleved by the ma]orlty polltlcal force of the time in favour
of this nationalization was based as 1t was 20 years later in Chlle, on the
1mportance of the main natural resource for the well—belng of the country and the
common polltlcal determlnatlon to free 1t from “the domination of the “"tin barons"
(in addition to Patlﬁo, there were Hochschlld and Aramayo) and from the monopoly
power of the Unlted States market 55/

The h1stor1cal moment at which the Bolivian natlonallzatlon of the tin
industry took place -—llke that whlch took place in’ Indone31a, likewise at the
beglnnlng of the 19503-- seems to point to the dec181ve 1mportance of domestlc
factors in polltlcal actlons of this nature, as well as indicating that they do

not necessarlly require a socialist government for their execution. This latter

/consideration seems
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consideration seems to be confirmed'not only‘by,tﬁé;universalftyfof the phenomenon
of nationalization of natural resources in the peripheral countries, but also by
the per81stence of such actlons 1n subsequent polltlcal 81tuatlons, some of them
even opposed to the guldlng role of the State 1n natlonal development. The
Bollv1an case is clearly outstandlng because of the number and varlety of the
polltlcal changes whlch have taken place in the last 30 years, whlle “the Chllean>
case stands out by reason of the depth and scope of the changes wh1ch ‘have taken
place since 1973. ' -
Returnlng to the spec1al features of the Bollv1an natlonallzatlon, it should
be noted that, unllke the Chllean case, 1t was not preceded by any s1gn1f1cant
prev1ous experlence in State 1nterventlon or in superv131on of the act1v1t1es of
the large—scale prlvate mlnlng 1ndustry, and unlike the Peruv1an and Jamalcan '
cases 1t covered practlcally the whole of the productlon and marketlng of the
large-scale mining sector. Thls, together w1th the relatlve economlc and ‘
1ndustr1al backwardness of the country, must be borne in m1nd when appra1s1ng the

serlous admlnlstratlve and economlc problems encountered 1n Bollv1a by the

publlc sector tin 1ndustry

~ As 1n the Chllean case, Patlﬁo and the other two mlnlng groups wh1ch had
been natlonallzed trled and falled to secure a legal embargo in BollVla s m1n1ng
exports. At all events, however, the transnatlonal corporatlons took advantage
of the fact that almost all the t1n concentrates had to be reflned in the smeltlng
plant of Wllllam Harvey 8 Co., 1n the Unlted Klngdom, wh1ch was controlled by the
Patifio group (1n Chlle, in contrast, practlcally all the copper at the beglnnlng
of the 1970s was exported as bllster or 1n reflned form) and 1mposed on the
Bollv1an Government a compulsoryydlscount of 106 on the grosa value of “the mlneral
smelted, so that durlng the perlod 1953—1961 they "charved" some US$ 20 mllllon in
respect of compensatlon whlch was never flxed as ‘a whole.

At the domestlc level, the new publlc enterprlse, COMIBOL, suffered 1n the
~per10d follow1ng natlonallzatlon from con81derable drops in productlon (down one-
third durlng the 1950s), in the product1v1ty of labour, and 1n the profltab1llty
of 1ts act1v1t1es. These problems were partly due to the prev1ous over-
explo;tatlon of the dep081ts, to the lack of geologlcal prospectlng ‘and the )
consequent drop 1n the metal content of the mlneral to the downward trend

prevalllng in the world tln market in the 19503, etc., but they were also, and

/perhaps mainly,
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perhaps malnly, due to ‘the fact that out of some 200 foreign englneers who ran the
Bolivian m1n1ng 1ndustry, 170 left the country and the few Bolivian techn1c1ans
who remained had to take over the centralized management of the 17 w1dely
different plants whlch made up the three natlonallzed enterprlses.

The consolldatlon of the 1ndustry and the recovery of the previous levels of
productlon and profltablllty in the 1960s were fac1lltated by the so-called
Trlangular Plan 1ntroduced in 1961, whereby the Governments of the United States
and the Federal Republlc of Germany, in co-operatlon w1th the Inter-Amerlcan
Development Bank, ]01ned with the Bolivian Government to a351st COMIBOL throughout
the decade w1th credlts of some US$ 31" mllllon in order to 1mprove the efficiency
of the organlzatlon s management and termlnate “the compensatlon payments for the
natlonallzed enterprlses. Thus, the greater understandlng of the industrialized
countrles in thlS period helped Bollv1a to make up, at least partlally, for the
costs arlslng from the fact of hav1ng been a ploneer 1n the natlonallzatlon of the
tin 1ndustry. ’

The foreg01ng does not mean that since the 19603 the external dependence of
the BOllVlan mlnlng sector has been replaced by equltable links with forelgn '
companles. As already noted the transnatlonal 1nterests of Patifio led h1m to
con31der Bollvla as one of the mlneral—exportlng links in the worldwide structure
of his enterprlse, because 1t was "cheaper to smelt and refine tln in the plant
of William Harvey & Co. at Bootle, near leerpool (whlch belonged to hlm) than 1n
any other place, a determlnlng factor belng the long and unparalleled experlence ‘
of Wllllam Harvey & Co. 1n the treatment of the complex BollVlan mlnerals in which
they had spec1allzed for over 25 years" 56/ Eollv1a lacked thls "*omparatlvev
advantage" of 25 years' experlence, and for ttas reason had to contlnue dependlng ;
on forelgn smeltlng plants thus exposlng 1tself to all the v1c1ss1tudes of .
minerals marketlng, w1th a consequent reductlon 1n the proportlon of the value of:
its exports retained 1n the country. Although COMIBOL managed to break the former.
monopoly of Patlﬁo s We Harvey smeltlng plant, whose share in the total sales of
the public enterprlse went down to 43% by the ‘end of the 1970s, th1s was merely
replaced by the ollgopollc power of a few forelgn smeltlng plants 1nclud1ng, in
addltlon to W. Harvey, another British ‘smelting flrm, Capper Pass (belonglng to
Rio Tlnto Zlnc Corporatlon) and the United States firm of Long Horn (Gulf '

Resources and Chemical Corp, ), which acquired 15% and 27% respectlvely of COMIBbL's
total sales of tin ore.

/For these
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For these reasons, the construction and entry into operation in the 1970s™::
of two tin smelting plants at Vinto (one with a capacity of 20 000 tons for high--
metal-content ore and another of 10 -000 tons for low-metal-content ore). which .
were built in co-operation with two independent firms' (Gloeckner -of the Federal
Republic of Germany and Bergsoe of Denmark), represented a vital change .in the
national integration of the tin ‘industry. As was ‘to be expected, this measure led
to a strong adverse reaction on the part of the transnational corporations, which
were very reluctant to abandon the Bolivian market in favour of the new public - -
enterprise), -ENAF, and tried to take advantagé .of the complex problems accompanying
mining and metallurgical integration in an-underdeveloped countrys: ’

-2, .National integration :of the miningiand metallurgical.sector

With the establishment of local tih’smelting¥in®Bolivia, the nation's
bargaining power has been substantially: strengthened and the necessary conditions:
have been created for increasing the proportioniof the value of tin exports & -
retained in the country. The public enterprise ENAF, which has sufficient capacity
to produce some -30: 000 tons of metallic tin ih* the 1980s, can absorb practically
all the ore extracted: from the tin' deposits, including the production of medium-
sized and small-scale mining enterprises, which is processed fainly in the smelting
plant for low-metal-content ores. In ‘the.first place;:this méans an increase in
the locally added value of 10% to 2%, representing the incidence of ore processing
charges in the price.of the metal.’:-HoWe¥er, ‘the potential: benefit for the economy
of the country is much greater,: for vabicus-easons. ' bt S

" On’ the one hand, as the:world ifarket For metallic tin doés not display the -
same oligopolic.characteristics as the oré’ market, ENAF can concentrate its
marketing on regions, countries and:enterprises which offer the most advantageous:
conditions, and in"particular it can sell directly to consumers without resorting -
to transnational intetmediaries. Thus, ENAF:managed: to” diversify its-sales in the
course of the-1970s, its main clients'in 1979 being the United States (45% of the
total), the Soviet:Union and other socialist countries: (27%), the countries.of
Western Europe (16%), and the emerging  but. potentially wery important market of
Latin America (10%): -With regard to this geographical: diversification, direct -
sales to consumér enterprises amountéd ifr'‘this same year of 1979 to some two-thirds
of the total,' intérnational intermedibries being used above all in the marketing
centres of the capitalist world (such as the Londor’ Metals Exchange and the New
York Market). e . - o

I /0n the 1
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On the one hand, as the world market for metallic tin does not display the
same oligopolic characterdistics as the ore market, ENAF can concentrate itsmarketing
on regions, countries and enterprises which offer the most advantageous conditions,
and in particular it can sell directly to consumers without resorting to
transnational intermediaries.  Thus, ENAF managed to diversify its sales in the
course of the 1970s, its main clients in 1979 being the United States (45% of the
“total), the Soviet Union and other socialist countries (27%), the countries of
Western Europe (16%), and the emerging but potentially very important market.of
Latin America (10%). With regard to this geographical diversification, direct sales
to consumer enterprises amounted in this same year of 1979 to some two-thirds of the
total, international intermediaries being used above all in the marketing centres of
the capitalist world (such as the London Metals Exchange and the New.York Market).

On the .other hand,; the costs and benefits --both real and ficticious-- related
with the marketing of minerals, such as premiums and discounts, the "manipulation"
of shipments, financing, etc. (see part A.6 above), which were previously handled.
by the foreign smelting firms and the international intermediaries, are now handled
by the public enterprise ENAF, thus enabling it to increase its profits and at the .
same time ensurihg fairer treatment for the mining sector (both for COMIBOL and for
the medium and small-scale mining enterprises). - : , .

Finally; mining and metallurgical' integration within the public sector of the
country constitutes a solid foundation for the eventual industrialization of Bolivia.

In contrast, national mining and: metallurgical integration is.a negative
development for the interests of the transnational corporations in two respects:
first of all'because they lose the previous accustomed supply of ore concentrates to
which in many cases,.the technology and organization of their smelting plants were
specially adaptéd. Secondly, they now have a new competitof on the world metals
market: the public smelting enterprise which now markets all the metal produced in
the country. - It is therefore only natural that the transnational corporations shoulc
try to prevent or at least obstruct the process of mining and metallurgical
integration, and in .order to achieve this objective they can try to take advantage
of the problems and possible conflicts which always accompany the emergence of new-
structures of production and the social changes related to the process..

In other words, the bargaining power of the country vis-a-vis the external
agents now depends to. a.great extent-on the harmony and co-operation between the
mining and metallurgical sectors. As already noted, the public mining enterprise
acquires a number of -advantages by the mere fact of changing its previous foreign
partner for the national public enterprise in the -smelting of the metal. In

/addition, it
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addltlon,klt ceases to have to represent the country and defend 1ts 1nterests
,agalnst the foreign enterprwses because 1t glvea up thlS posxtlon to the natlonal
metallurglcal sector, which markets abroad the entlre natlonal productlon of metal
(since domestic consumptlon continues to be marglnal). The most 1mportant source of
problems and frlctlon, at least apparently, however, 1s usually to. be found 1n the
fleld of dlstrlbutlon of the beneflts. As 1s only natural, the publlc mlnlng
enterprlse and those respon31ble for runnlng 1t are 1ncllned to measure thebehav1our
and performance of their new exclu31ve natlonal cllent accordlng to the same lofty
pattern set in thelr prev1ous 11nks w1th the forelgn smeltlng plant, whlch had a
»number of advantages over its per;pheral competltor in the areas of technology,
management and power in world markets. Thus, in the short term and from thestrlctl‘
entrepreneurlal po1nt of v1ew, the natlonal mlnlng sector may 1nterpret the change
to greater natlonal 1ntegrat10n of the mlnlng 1ndustry as being unfavourable for its
1nterests, adduc1ng 1n support of thlS the decllne in its beneflts in comparison
with the prev1ous perlod. It is 1ndeed true that 1n ‘its 1n1t1al phase the natlonal
metallurglcal sector suffers from a number of problems der1v1ng from the puttlng
into effect of ney 1nvestments, 1ts organlzatlon, management, flnan01ng, external
marketlng, etc. These 1nternal problems adversely affect the co-ordlnatlon and .
joint programmlng w1th the publlc m1n1ng sector --whlch also suffers from the same;
problems, but has been sufferlng from them for much longer--, the bargalnlng power'
v1s-a—vls external agents, and ultlmately, the contrlbutlon of the mining and
metallurglcal sector to. the economy of the country._np' ‘ _ o

The dlstrlbutlon of beneflts between the two publlc enterprlses is carried
out through the processlng charges, whlch represent the dlscount from the price of,
.the metal recelved Dy the smeltlng enterprlse in return for 1ts work of proce331ng_
and marketlng the metal.v In the 19705, the proces31ng charge used 1n the _
transactlons between COMIBOL and ENAF was flxed on, the base of the charges pald by
COMIBOL to forelgn smeltlng plants. "hus, for example, 1n 1978 the proce331ng
charge made by ENAF whlch was US$ 630 per net metrlc ton of dry ore was practlcally
equlvalent to. the welghted mean of the charges agreed by COMIBOL w1th the forelgn.
smelting flrms of Capper Pass, Gulf Chemlcal and Metallgesellschaft, whlch took 40%
of the total sales of COMIBOL 1n that year, Consequently, B011v1a 8 dependence on
the transnatlonal corporatlons 1n the productlon and marketlng of t1n ‘was prOJected
even into the relatlons between publlc enterprlses of the mlnlng and metallurglcal
industry w1th1n the country. ‘The repercussxons of the transnatlonal corporatlons on

the publlc sector assumed partlcular 1mportance at the end of the 19705, when the
new smeltlng plant for low—metal-content ores came 1nto operatlon and theGovernment

set 1tself the goal of process:ng all t1n ore w1th1n the country. /3. Reaction
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3. Reaction of the transnational corporations to the loss of the
“ " Bolivian market :

In the face of the imminent danger of losing their supplies of Bolivian .tin
ore concentrates and aiso,being faced with a new competitor on world metallic tin
markets, .the three largest foreign smelting plants which processed Bolivian tin .
. in 1979 (Capper Pass, Gulf Chemical and Metallgeaellschaft) reacted by resorting
to.a dumping .campaign whereby they reduced their raspective proaessing charges by
27%, 31% and 35% in comparison with the charge of US$ 630 per tdp used for the
transactions between ENAF and the COMIBOL.57/ Thus, COMIBOL coﬁld have
temporarily achieved higher income from its mining production if it had continued
and even expanded its links with the foreign smelting plants, to the detriment of
the more expensive services of the public enterprise ENAE. . |

The sudden reduction of the processing charges by thé foreign smelting
‘plants -had. no precedent. in the previous links of these enterprises with COMIBOL,
for the processing charges of Capper Pass and Gulf Chemical almost doubled during
the period 1974-1978, increasing by between 12% and 29% per year, especially .
because of the increase in the cost of the energy used, whose share in the total
cost of processing the ore increasad 2.5 timea;Jfop exaﬁple, for.the Capbep Pass
smelting plant over the period in qgestipn;h,lf ia,abviqus_that;this situation
could hardly have changed at the end of the 1970s,_a6 it’may_bg.concluded that
the advantageous offers made by the foreign firms were Qesigpad to hinder the
smelting of the entire production of tin ore by, ENAF taking advantage of the
advanced stage of depreciation of the foreign. smelting plants, whlch had an
average of 40 to 50 years" serv1ce, and the low~-cost recycling of secondary tln.

In addltlon, Gulf Chemical offered to set. up a joint company with COMIBOL
and ENAF to carry out. activities which combined toll-type,contracts‘(the_lea31ng
of smelting plants for the treatment of ofe),imarketing and financing and }
promised to establish a direct relation with consumers in the United States and
to take advantage of the benefits deriving from the special. situation enjoyed by
Gulf Chemical as a United States domestic industry protected against the effects
of sales from the United States strategic reserve. Both COMIBOL and ENAF rejected
this offer by Gulf‘Chemical because they were convinced that if this move by the
transnational corporations succeeded it would lead to the disappearance of the

State-owned smelting plant, which would be unable to compete with the transnational

/corporations, after



- 76 -

corporatiéns, after‘whlch{the”foreign“smelting’plants would return to their policy
of raising their processing charges, - -

The events referred to also have a prOJectlon whlch goes beyond external
1nterference 1n the domestlc affairs of a perlpheral country. ‘They also reflect
a struggle between two types of positions and procedures based on different
approaches to Latin Amerlcan development. Accordlng to the neo-llberal" approach,
the publlc enterprlse COMIBOL should have been governed by’ the ‘laws of the market
and should have accepted the ”advantageous“ proposals of the forelgn smelting
plants in order to reduce the cost of its operatlons. The long-term consequences
of such a course of actlon have been 1nd1cated above, however," ‘and ‘are‘confirmed’
by the experlence of many Latin Amerlcan countries Whlch have seen their own -
1ndustr1es dlsplaced by those of the transnatlonal corporatlons, not only in the
mining sector. ‘ S e o

,-. In contrast the 7self-—rellant development" approach suggests that ‘the costs
and beneflts in the short term and at “the’ enterprlse Jevel —-above all in the case
of a publlc enterprlse—- should be considéred w1th1n the broader context of the
better utlllzatlon of natlonal resources and the reductlon ‘of vulnerablllty and
dependence with respect to external factors. "If we bear in mind the already
mentlpned fact that the ore proce381ng charges are equlvalent to approx1mately
one-tenth of the income'derlved from the sales of metalllc +tin, whereas the
respectlve share of the State through royaltles is’ about one-third, it is obvious
that the government ‘has’ suff1c1ent poom for' manoeuvrlng to allow it to promote ‘and
encourage natlonal m1n1ng and metallurglcal 1ntegratlon. ' : '

4, The publlc -sector crisis’ of the early 1980s 58/

The world econonlc CPlSlS and B011V1a 5 large externwl debt 59/ exacerbated

the problems of the' m1n1ng and metallurglcal séctor and made it even more
necessary to reactlvate “the publlc companles of COMIBOL and ENAF and to make them
more’ efflclent. In 1983 " COMIBOL's productlon of tin ore amounted to only 14500
tons, ‘and had been falllng steadlly (except for a short-term increase in 1981)
from the 1977 level ‘of 23 300 tons, i.e., it had dropped 38% over a perlod of

S six years. * sitice private-sector production (medlum-51zed and small-scale mining

":'.'<'

enterprises) was relatlvely stable, thé publlc sector's ‘share of national tin

productlon decreased durlng the same perlod from 69% to '61%, ENAF's output of-

:metalllc tln in 1983 was only 14 100 tons, which represented a new low with -

/respect to
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respect to the amount of its production capacity which was actually used L7%).
Inasmuch as mining .and metallurgical products represent the major part of the:
country's -total exports (including other metals such as gold, silver, antimony,
wolfram, zinc and copper),. the widespread decline in their production resulted in
a considerable decrease -in its trade balances and external payments. Since
employment ‘and previous borrowing levels remained high, the production slump in
both.public enterprises increased their, already large deficits... The Bolivian
mining and metallurgical industry's.poor performance was clearly related to the
effects of the wqud_economic-crisis,‘whiph'nrfor»example—-lcaused the consumption
of metallic tin to.fall from 233 500 tons to.205 400 tons, or 12%, during the
1979-1982 period. . Moreover, as previously noted, the adverse conditions on the
world market and the shortage of ‘foreign exchange aggravated the structural
problems of the public sector, which had.been mounting up since the preceding
decade. - These problems may be summed up-as follows: i :

a) The primary causes of the increase in mining costs are the steady decline
in the ore's metal -content and the increasing inaccessibility of the.tin deposits.
This situation is related to-the ‘time-lag  involved 'in exploration, exploitation
and concentration of the ore. The headlong exploitation of the richest deposits
and veins continues; this practice, which is an inherent feature of transnational
corporations, shortens the deposits'-useful life (as.in the Huanuni mine, . for
example) and does -not provide for the husbapding of reserves for the medium and
long termy particularly insofar as new investment projects are concerned (such as
the new volatilization plant at La Palca)."Administrative problems.and the lack
of appropriate technology and wage incentives lead to frequent and sudden changes
in the mixes of ores of varying metal contents, which adversely affects the
metallurgical phase of the work and also prevents the resource represented by ore
tailings from being appropiately utilized. Finally, one common denominator in
the inefficiency of mining reserve exploration and exploitation is the dispersion
and lack of co-ordination of geological services (COMIBOL, GEOBOL and FNEM).

b) The maintenance and replacement of obsolete machinery and equipment (as
well as new investments) are currently hindered by the limits which have been ..
placed on imports in response to the country's large deficits in its external
accounts. In addition, priorities have yet been set with respect to the most

vital and most suitable import items, considerable delays have occurred in putting

/the installed



- 78 -

the . 1nstalled productlon capac1ty 1nto operatlon, and the ass;mllatlon of new
mining and metallurglcal technologles has been elther slow or 1nsuff1c1ent, etc.

_c) Contlnulng dlfflcultles 1n the area of human resources 1nclude° the
problem of "supernumerarles"' the deterloratlng relatlons between mlne ‘and surface
workers and between permanent personnel and occa31onal contractors, the formal ‘and
1nadequate 1ncent1ve system, the exten51ve soclal functlons of publlc companles
(supplylng prov1s1ons to employees on a preferentlal ba81s through nelghbourhood
grocery stores, educatlon and health etc ), whlch oftentlmes have a deleterlous
effect on thelr productlon and economlc performance, and, flnally, the frequent
changes of superv1sors and techn1c1ans for other than profe381onal reasons.

d) The companles',accumulated 1ndebtedness and ong01ng def1c1t lead thelr
directors and the workers 1n general to adopt a fatallstlc att;tude whlch robs
them of a sense qf respon31b111ty and the 1n1t1at1ve to make partlal but |
nevertheless real progress w1th respect to the development of the mining and
metallurglcal 1ndustry.; As 1n other mlneral-produ01ng countrles of the reglon,
the success1ve governments tend to preempt the sector s surpluses by means of tax
and budgetary dev1ces, partlcularly durlng relatlve boom perlods in world prlces,
in order to use them to meet pres31ng but short-term needs, thereby depr1v1ng the
publlc enterprlses of capltal L . .

» e) The 81tuatlon dlscussed in, sectlon d) above is also reflected 1n the »
approach taken to the publlc enterprlses 1nvestment programme and the way 1n o
whlch 1t is prepared.r ThlS 1s nothlng more than a llSt of requlred prOJects whlch
need to be approved 1n thelr entlrety by the Government and flnanced by
1nternatlonal banks and/or companles. In the absence of 1nvestment programme_
optlons and prlorltles founded ‘upon. comparatlve cost-beneflt studles of the
various prOJects, these external agents would surely be the ones to decide the ;k
future orlentatlon of the BollVlan m1n1ng and metallurglcal sector (such as,. for
Qﬁ?mple, choosing between the»optlonszof utlllz;ng“and processing ore tailings, .
mining existing deposlts and.exploiting‘new ones, ddversifying mining expansioniﬂ
into gold s1lver, 1ron, antlmony and other "non-tradltlonal" mlnerals, etc.).
The possibility of there. being such _external dependence 1n the future would also
be heightened by the‘lack of clear-cut_p011c1es on fqre;gnﬂ;nvestments and

transnational corporations.

/£f) Lastly,
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f) Lastly, the present imbalances in the State (government)/public enterprise
model appear to be a common denominator among the problems discussed above., On
the one hand, there is a great deal 'of centralized State control ovér pefsonnel
and financial policy (that is perhaps even more rigid than in the socialist
countries), which clearly limits the stability, professional level and economic
incentives of public enterprises and their supervisory staff, thereby depriving
thém of autonomy and of the responsibility for their own development, especially
on the longer term. On the other hand, this centralization has virtually no
counterpart ‘in a public-sector system of operational planning, co-ordination and
supervision. As a result, the "goals" set forth in government plans turn out to
be nothing more than statements of good intentions. 60/ ' \

The new constitutional Government of Bo¢1v1a is attempting to resolve the
serious problems affecting the mining and metallurgical sector. A new board of
directors was formed in‘COMIBOL in 1983, and four of its seven seats are held by
the powerful mining union. In order to centralize tin marketing, reduce costs
and increase Bolivia's bargaining power, COMIBOL assumed responsibility for selling
the metallic tin produced by ENAF. . The new five-year plan for 1983-1987 provides
for greater State control over marketing and for an increased. output of gold,
silver, precious stones and "non-traditional™ minerals, as well as for.
strengthening the country's reserve position with respect to lead, zinc,-iron and
tin. The investment programme, which involves some US$ 750 mllllon, 1ncludes a
zinc refinery and a tungsten conversion plant. The flnanc1ng for these

investments is to come from governments and 1nternat10nal financial institutions.
E.. . FERTIMEX, A PUBLIC ENTERPRISE, AND PHOSPHATE PROCESSING

1. Mexico .

The way in which the processing of phosphate rock has been developed in Mexico
presents somé special features which distinguish it from the other developing
countries that produce this commodity.

a) Mexico began to produce chemical fertilizers from imported raw materials
in the early 1950s. By the early 1970s, the production of phosphate fertilizers
met virtually all of the domestic demand and allowed for some marginal exports
(see table 15). At that time, the production of phosphate fertilizers was based
almost entirely on imported phosphate rock, since domestic mining was only

marginal (5% of domestic consumption).
/Table 15
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" MEXICO: PRODUCTION, IMPORTS, "EXPORTS AND APPARFNT CONSUMPTION
S o -OF PHOSPHATE FERTILIZERS -

(Tons'P205)v-g~-~

o Produc
A o Apbarent__: ttgg
Year ' - ' " Production Imports ' ' Exports - consump- '
‘ oo tion -

' Consump
~tion

L. Total

1950 ' " ‘ 2 286 e 2 286 100,0
1960 SR - 18 819 5967 . _ 24 786 75.9
1970 ' . 173 028 5 976 67 981 111 028  155.9
1975 257 018 19 380 276 398 93.0"

1980 U0 oo 200 952 102 201 A4 291 288 952 - 69,6
1981 . 235 286 © 14T 526° -12° 939 7369 823 63.6
1950-1960 (1950=10050) 0 g23.2 0 a1t osu,3T Y
1960-1970 (19605100.0) ~ ©  919.4 * 1002 a.. ¢ Tuu7.e

1970-1980 (1970=100.0) U161 711,77 F 21.0 7 U 260.3
2. Slngle sqperphosphate L TR T e T TR T

1950 o 2 286 - 27286 100.0
re60 o 18 819 _ - 18813 ' 100.0
1970 3u 975 _ _ 34 975 100,0
1975 ” S seuay 4013 _ 0 60 447 93.4
1980 55 052 _ _ 55 052 100.0
1981 73 289 _ _ 73 299 100.0
1950-1960 (1950=100.0) . . . 823.2 = - S 8282, .eew
1960-1970- (1960=100,0) .- .185.8 . _ L 185.8

1970-1980 (1970=100.0) 157.4 o C L 15T e

3. Triple superphosphate

1960 . - - : . . L R P LI
1970 - SO . . 87 986 o 65 443 -22 843 - .390.3 .

" /Table 15 (cont.) °
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Table 15 (concl.)

Produc
L : Apparent t%%?
Year § ‘ Prqduction, Imports Exports  consump-
o tion Consump
tion
1875 | 111 602 S - 111 602 100.0
1980 . . ) 52 6671 - 2 530 S0 137 _iOSﬁl
1981 68 469. 18 538 . - 87 007 78.7
1950-1960 (1950=100,0) Ceee e e e
1960-1970 (1960=100.0) s eee L ee. . BOSA ..
1970-1980 (1970=100.0) -  . ,59;§._ _T,x;;,;q:. ;3.9 | ;; 78.0 e
4, Complex fertilizers (NPK) - L :L”:‘f .,: .,.' _
1950 . R -";.; - - -
1960 . 1859 . - 1 559 -
1970 15709, . L1463 14 246 110.3
1975 ... . 25.558 8 465 - 3023 75.1
1980 | 41 933 5 998 - w793 87.5
1981 "ff?ﬁmi;Tlsigééi... Sl 2 37 362 100.0
1950-1960 (1950=100,0) e e T ..
1960-1970 (1960=100,0) - . . T eee © eee 1 ees - 915,86 ces
1970-1980 (1970=100,0) - : 266,9 ‘ede 7 eee . . .336.5 cee
5. Diammonium- phosphate (DAP)
1950 . o . _ L oL _ R, R -
1960 .. . - .- 4 408 . - 4 408 .© -
1970~ . © : 34358 -  5976. 1 075 39 259 87,5
1975 : DT 63424 6902 ° - 70 326" 90,2
1980 e ' - '51°300 - 96 293 11 761" 135 832 37.8
1981 o : A 56 106 128 9288 12 939 172 155 32.6
1950-1960 (1950=100,0) ' cos . ses e .o
13860-1970 (1960=100,0) cee 135.6 coe " 890.6 .o
1970-1980 (1970=100.0) 49,3 - 1:611,3 1 094,11 346.0 e

Source: FﬁRTIﬁEX.

/During the
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During the 1970s, the consumption of phosphate fertlllzers, whzch was heav1ly:
promoted by thé Government, increased by a factor of 2.63 this” Ted- to exten51ne
exploratlon of the country's large phosphate rock reserves and the expansion of
mlnlng and domestlc processing. Nevertheless, in the early 1980s, the country was .
still dependent on imports of phosphate rock and phosphate products, inasmuch as
domestlc productlon dld not keep pace with the expan81on of domestic demand. This
31tuatlon may change in the late 1980s if large-scale pr03ects‘et the Lizaro o
Cérdenas complex that are aimed at substantlallyflncrea81ng domestic phosphate
production and processing are in fact carried out.

Finally, one prominent feature of the Mexican case is the,public_sectorfs .
direct involvement in the production and marketing of phosphate rock and. processed
products as well as in the development of this industry with a view to the
expansion of domestic agricultural production under the Government's:Mexican Food
System programme, whose objective is to make the countryASelf-snfficient'in'snchl
basic crops as corn, maize, beans,:etc. The almost 50% increase in agricultural
output during the past decade is proof of this policy's success in increasing - the

consumption of basic foodstuffs and in substantially reducing agricultural imports.

2. The expansion of phosphate processing

a)  Phosphate fertilizers

The productlon of phosphate ‘fertilizers in Mexico currently 1ncludes 31ngle
superphosphate, triple superphosphate, dlammonlum superphosphate (DAP) and complex
fertilizers (NPK)., The first two plants to produce 81ngle superphosphate were
founded in 1947 and 1953 as part of the country s 1mport substltutlon policy.

Large sums have been 1nvested during the past two decades, especially :uni
fertilizers hav1ng a hlgh P205 content this has made it possible to increase the
total output of phosphate fertlllzers from 19 000 tons to 235 000 tons, i.e., more
than a twelvefold increase between 1960 and 1981 (see table 15). This sharp rlse
in productlon was not entlrely absorbed by the domestlc market, with the result ’
that surpluses became available for export (e, g., 68 000 tons of P 05 in 1970,
particularly of triple superphosphate)

During the past decade (1970-1980), phosphate fertlllzer productlon rose only
16%. _.This lower rate of growth was caused. by the 40% decline in the productlon of .
triple superphosphate; meanwhile, the production of single superphosphate, ‘complex

/fertilizers and
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fertilizers and ammonium phosphate increased by 57%, 167% and 49%, respectively.
The growing domestic demand for more concentrated and hlgher-qgallty fertilizers
led to increased importé (18 500 tons of triple superphosphate and 1§9 000 tons
of diammonium phosphate in 1981).

The growing dependence on imports was mainly dﬁe to the industry's relative
inefficiency in the early 1980s. FERTIMEX data indicate that in 1980 very little
of the a&ailable production capacity was actually used: 48% in the case of single
superphosphate, 60% with respect to triple superphosphate, and 41% in the production
of ammoﬁiﬁm phosphate. This situation was due to problems encountered in rebuilding
the Guadélajara plant, suppiy problems in San Luis, Potosi (single superphosphate),
and management problems in other plants. In 1981, the amount of production '
capacity which was actually used increased subétantially as a result of measures
taken by the new management of FERTIMEX; phoéphate fertilizer production is .
expected to increase substantially midway ‘through this decade, with full use of

the present production capacity and the creation of more capacity as part of the
Lazaro Cérdenas investment project.,

b) Phosphoric acid

Mexico began to produce small units of phosphoric acid, primarily for export,
in the early 1960s. Early in the 1970s, the public enterprise FERTIMEX started up
two large phosphoric acid plants; the first, in.Pajaritos, Veracruz, started with
a production capacity of 345 000 tons of fertilizers, while the output of the
other, with a production capacity of 105 000 tons, went for other industrial uses,
mainly detergents, foodstuffs, for use in the automobile industry, etc. By the
beginning of the 1980s, FERTIMEX consequently had a total production éapacity of
524 000 tons of phosphoric acid, more than 80% of which was used to produce
phosphate fertilizers. | ‘

FERTIMEX also produces a small quantity of fluid grade phosphorlc acid w1th
a higher grade of concentration (58%-60% of P205, while the fertlllzer_grade has
52%-54% of PrO ). This polyphosphate fertilizer has been exported to the FERTIMEX
subsidiary.in the United States, USAMEX. . , | : .

" As a result of .the investment made by FERTIMEX, the output of phosphorlc
acid for use in the production of fertilizers rose rapidly, reaching a volume of
336 000 tons in 1975, which made it possible to export over 40% of that amount
(see table 16), In 1980, however, .output dropped to only 234 000 tons, .when supply
and plant maintenance problems resulted in only 69% of the installed capacity

being used.
/Table 16
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Table 16 -

‘MEXICOF' PRODUCTION EXPORTS AND APPARENT CONSUMPTION OF
R :40 7 ... " PHOSPHORIC ACID - :

(Thousands of tons)

"~ Apparent

Year . 3. ... .- . . . Production . 1 .Exporté. u. - - consumption
196é‘fh'iu's> T 6'. _ K ’ .." CEEE ,ﬁy';iz.l~:-
1970 CT T T qes " (1972) 100 RS
w75 T ae s - 193

1980 e S T R -
1962-1970 (1963=100.0) 1'1'j'éf{3§;3 T ves
1970-1980 (1970100.0) 1285 L e

Source: TERTIMEX. - T e

c) Phosphate rock
The main raw material used 'in‘ the production of ‘phosphoric ac1d and phosphate

fertilizers is phosphate rock, which is presert-in large reserves.in several .
locations throughout- the” country: ' Nevertheless, until -the first half of the 1970s,
the fertilizer industry depénded alinost -exclusively on phosphate rock: imports from
the United States -(Florida) and Morocco. The development of domestic.phosphate
rock mining began in the early 1970s and made it possible toireduce the share of -
total supply represented by imports from 99% in:1970 to-82% in 1981 (see table 17).

In 1981, the public enterprise, ROFOMEX, locdted at San Juan de la Costa in -
southern Baja California (with a concentration capacity of 730.000 tons) and.a ..
private ehterpfisé,'Minerales Industriales, 'in Zimapan; Hidalgo, produced 274 000
tons of phosphate recks - L L ,

“The quality of the phosphate rock mified in San:Juan’ de la Costa 1s 'similar
to that of the phosphate rock imported from the'United States and Morocco. ROFOMEX
is dlgglng'new-phosphorlc rock mines in Sat Juan devla Costa:and:Santo Domingo in
southeérn Baja California; these have a lower. P205 content, but there are large
reserves which have yet to be fully explored.. .- It is thought. that these mines
could contain some 800 million tons, which would allow annual phosphate rock

/Table 17
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Table 17

MEXICO:" PRODUCTION: AND IMPQRTS OF PHOSPHATE ROCK (1970-1981)
(Thousands” of tons)

w:;;www“~w2"1970 ' ':f'?§7§m”'"WM“’f§§0‘ S ngﬁiﬂ'm“M“iigigngo)
Total supply ‘837.8 1+476,.,0 1 210.0 1:583,5 . - 1u4.bL
Production 12,3 251.0 200.0 .- . 274,0 - 1 626.0 .-
Percentage of "the x ;7'313.” A .
total 1 17 .16 18 vee
Imports | 825.0  1225,0 1 010,0, 1 279.5 1224
Percentage of the | i o

total 99 " 83 gy 82 T aee

Source: FERTIMEX.

production to be increased to approximately 5.4 million tons. This would make it
possible not only to achieve self-sufficiency in the production of phosphate
fertilizers, but also to export over 2 million tomns annually. - However,.these
investment projects in phosphate rock mining are-still under discussion and review
by the Government due to- the difficult economic and financial situation of the

country,

3. ;Mérg;nal exports -

Mexico is in a good positicn to export fertilizers., The coun£f§ has léfge '
reserves of phosphate rock and other important production inputs such as sulphur
and energy. The extent of the domestic market and the rapid growth and Government
sponsorship of fertilizer consumption in agriculture make it possible to establish
large~capacity plants at a relatively low cost., Other comparative advantages are
the proximity of Mexican ports to the production centres (the ports of Pajaritos,
Veracruz, on the Gulf of Mexico and of Lizaro Cirdenas on the Pacific) and the
fact that most maritime transport is carried out by Mexican ships and tankers.61/
In spite of these favourable conditions, throughout the 1970s fertilizer
exports have been rather marginal and have shown a downturn during the second half

of that decade and the early 1980s. Table 18 indicates that, while net phosphate
AEEEEE /Table 18



- 86 =~

Table 18

MEXICO: IMPORTS AND EXPORTS OF PHOSPHATE ROCK AND FERTILIZERS

(1970-1981) -~

(Thousands of tons)

1970

1975

B 1980 1981

1. Phosphate rock: Imports DR 825 1 225 1 010 1 279
2. Phosphate fertilizers (P205)' o B

a) Total volume: Imports 6 19 102 148

Exports 68 - 14 13

Balance ‘ 162 _-_E_Si =88 :__:}_3_5_

b) Triple superphosphate: Imports . - - - 19

Exports: -~ .. 65.. - 3 -

Balance +65 - +3 =19

¢) Diammonium phosphate:  Imports 6 7 96 129

o " Exports . 1 - 12 13

Balance =5 =7 -84 -116

d) Complex fertilizers: ‘Imports . .- 8 6 -

' B Exports -1 - - -

Balance = +1 -8 -6 -

3. Phosphoric acid: Imports coe cos ces oo

Exports  T}iO0 143 u6 ces

Source: FERTIMEX;-

/fertilizer exports



- 87 -

fertilizer exports in 1970 equalled 62 000 tons in terms of P 0 content, there
was a net deficit of 1357000° “téns it 1981 In ‘recent years, only occa31onal~
exports of “triple- superphosphate and ammonium phosphate surpluses” have been”
carried out in order to maintain a Mexican presence in some traditional markets,
Exports of phosphorlc‘ac1d dropped from 100 000 tons in 1972 to 46 000 tons dn
1980, Imports of phosphate rock, however, increased from 825 000 tons in 1970
to 1 279 000 .tons in’ 1981, i.e., they rose 55% (see table 18).

The main markets for phOSphO”lc acid exports in 1980 were Bra21l and the
United States; while ‘the principal markets for ammonium phosphates were the
Federal“Republio‘of'éermany and Italy, and the small amount of'triple‘d
superphosphate’eiports went primarily to Colombia. Most of the phosphate rock
(789) was 1mported from Momocco, and the rest: came from the state of Florlda in
the United States. | o e ' ' '

" The fact that it ownéd tankers also allowed Mexico to re-export the
phosphoric acid it acquired from the United States, France and Tunisia, A total
of 182 000 tons of phosphovlc acid, valued at US$ 86 million, was ré-exported in
1980; this brought in add:l.tlonal foreign exchamge income from payments for
transport services and’ marketlng. S L ‘

Exports of phosphorié acid might well’ be increased, especially to Brazil,
India and Japan, by taking ‘advantage of thé ‘growing demand for this product. For
example, in 1980 the United States exported 725 ‘000 tons of phosphoric acid
despité the fact' that it has an export-oriented Ffertilizer industry. Nevertheless,
Mexico's current policy is aimed at' channelling ‘11 -expansion:in the fertilizer
industﬁy”towardsythe‘&omesticfmabket'aﬁd'ekoortiﬁg‘oﬁly whatever is left over.

This' policy of channelling growth towards thHe domestic market is also
exemplified in the case of USAMEX Fertilizers Ihcorporated,'a”Uhited‘States
subsidiary of FERTIMEX which was located in Santa Rosa, Louisiana. The USAMEX
plant”ﬁas7origina11y built ﬁith'the*idea of using the phbgphdric acid produced
by FERTIMEX to produce highly-concentrated liquid ‘fertilizers (59%-60% of P 0 ).
The increasé in domestic ‘démand;: however, led to a decrease in Mexican' exports
from 47 000 “tonsin 1974 to’ 11 ‘000 ‘tons in 1978 and to their total elimination
from 1979‘onwabds. “This eventually resulted -in the termlnatlon of FERTIMEX'
direct - 1nvestment in” the UIlted States. " = ‘

PRI .
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L. . Expansion of the ‘industry in the 1980s

Despite the substantlal growth of fertlllzer consumptlon and the ‘related increase
in agrlcultural productlon in the 1970s whlch was discussed above,’ “the goals of
the’ governmental Mexican Food System programme are still far from being achleved.
This 1s 1llu°trated by the fact that in 1980 the 1mports of flve major food
products --beans, maize, sorghum, milk and sugar-- amounted to an aggregate sum
of US$ 1.9 bllllon and represented over 10% of total Mex1can imports. 62/

An 1nd1catlon of the 1mportance of the fertilizeér’ 1ndustry s development
for the Mex1can food programme is prov1ded by the potential demand represented by
increased fertlllzer consumptlon, the average consumption of fertilizer nutrients
in Mex1co (per hectare of arable land and’ permanent crops) was only 51.7
kllogrammes in 1980, in comparlson w1th 111.6 kllogrammes in the ‘United States,'l
67.8 kllogrammes in Brazil and 64,2 kllogrammes in Venezuela.63/ Moreover, it is
estimated that less than one half of the’ total cultivated area of 15.5 million
hectares is now belng fertlllzed the use of fertlllzers is concentrated in
modern agriculture 1nvolv1ng 1rr1gated crops,

A new finished fertlllzer productlon complex at Lizaro Cérdenas, which is a
new 1ndustr1al centre on the Pacific Coast, is belng bullt in order to meet the
needs of agrlcultural development in the 19803. This progect is de31gned ‘to
ensure that MGXlCO will have enough capac1ty t6 meet the expected ificreases in
domestlc phosphatlc and nltrogenous fertlllzer consumption durlng the 1980s and
to help correct the current imbalance in the 1ndustry, which exports 1ntermed1ate
products such as ammonlac and phosphorlc ac1d, while &t the same time 1mport1ng
substantlal quantltles of finished fertilizers in’ order £6 meet domestic demand.

The Us$ 500 million 1nvestment programme 1ncludes two plants for the
productlon of phosphate products. The first w1ll have an ‘annual productlon
capacity of 525 000 tons of phosphate’ fertlllzer concentrates (275 000 tons
annually of ammonium phosphate and 250 000 tons annually of complex fertilizers).
The second will be flexible enough to produce trlple ‘superphosphate, ammonium
phosphate and complex fertilizers and w1ll have a productlon capac1ty of 435 000
tons per year. With a better utlllzatlon of present productlon capa01t1es and
new investments, total phosphate fertlllzer output should increase from 200 000
tons to 680 000 tons (i.e., by a factor of 3.4) durlng the 1980-1990 perlod, thus
outstripplng the projected increase in nitrogenous fertilizer production (by a

/factor of
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factor of 2.8 during the same period). The largest rise in production will be
seen in high-quality'superphosphateecoﬁcentrates such as diammonium phosphate and
triple superphosphate (increasing by factors of 5.7 and U4, respectively). The
output of complex fertilizers and simple superphosphate should be 113% and 64%
higher than 1980 production levels, respectively.

A Iarée supply of phosphoric aeid will be needed in order to bring about
the projected expansion in fertilizer production. Two plants with an annual
productlon capac1ty of 198 000 tons of P205 each are being constructed as part of
the Lizaro Cérdenas complex, Their entry into operation was expected to raise
phosphoric acid output from 234 000 tons to 775 000 tons. This level of output
would meet phosphate fertilizer production needs, and leave a sufficient surplus
so that exports might be continued.

The targeted expansion in the phosphate fertilizer ihdustrY'continues to ‘be
aimed at the domestic agricultural market. Furthermore, the substantial increase
which is projected in fertilizer conSumbtion would also require large investments
in agricultural prodﬁction in the areas of irrigation, infrastrucfuﬁeg transport,
distribution, storage, etc. To the extent that such investments take place at a
slower pace than the expansion in fertilizer supply, sufpiusee of fertilizers
should become available for export. ‘Obviously, the public sector's external
marketing policies Qould haveifo‘ lay the groﬁndWork for this option. ‘

This ambitious investment programme was originally to be completed midway
through the first half of the 1980s. However, as a result of the economic and
financial erisis'sul and of some difficulties in implementing the investment plans,
only 65@ of the first plant (de51gned to produce ammonium phosphate and complex
fertlllzers) and 52% of the second (for triple superphosphate, ammonzum phosphate
and complex fertlllzers) had been completed by the end of 1982, FERTIMEX-
consequently had to move back the dates originally set for the start-up of this
additional preduction capacity until the second half of the decade.

5. FERTIMEX, a public company achievementé and problems §§!'

a) ‘Origin-and objectives of the public sector

The State's involvement in the development of the Mexican fertilizer. industry
goes back to 1943, when Guanos y Fertilizantes de M&xico, S.A. (GUANOMEX), a
semi-public enterprise, was founded for the purposes of promoting the use of
organic fertilizers, exploiting guano deposits 66/ on the Paeifichgoast and

/distributing guano
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distriﬁufing guano ‘products. - In 1948, GUANOMEX's role was broadened to.include . -
the”prddﬁétion and distribution of chemical fertilizers.  In-the late 19508, . :' =
private investment: in the fertilizer industry wds promoted ‘as a way:of i i« i
complementing?GUANOMEX“aC{ivities;‘this led ‘to-'the creation-of three:major’.
nitrogenous and phosphate fertilizer companies: Fertilizantes de Monclova, . Ferti- .
lizantes del Istmo and Fertilizantes de Vagio. ' ’

In the mid-1960s)" the  structure of the'industiy underwent a significant .
change. ' The government whichwas then in office launched a' National:Plan.ofir7. .
Agricultural Development, and ¢amé to the conclusion that there were -sérious
problems relating to fertilizer production and distribution which hampered attempts
to achieve the necessaty increase in ‘yields and production:‘a lack of co-ordination
among the companies involved in the sector, low productivity, inefficiency and -
speculation in ‘the distribution of fertilizers. The logical solution was to merge
the three major companiés’ with GUANOMEX. - In' the late 1960s, the governmental
policy of consolidating the supply of major agricultural inputs also led to the °
take-over by GUANOMEX of the national supply offinsecticides, the acquisition of
a majority interest in FERTICA S:A., which owned fertilizer plants in Central
America, and the purchase of a minority interest (20%) :in*Azufrera .Panamericana,
the company engaged in mining Mexico's ‘sulphur deposdits. In addition, GUANOMEX
was assigned sole responsibility for -the domestic marketing and distribution of
fertilizers, - S T G A P

' Finally, in 1975 the - Government nationalizéd‘the country's sole producer’ of
phosphoric acid and triplé supérphosphaté (TSP), Fertilizantes Fosfatados Mexi- - -
canos S.A. (FFM), whose majority stockholder was theé Banco de México. This
company was also ‘the major exporter of phosphoric acid and had ‘its.own shipping
facilities as well as capital in a phésphate deposit in the United States
(Florida). -In January 1978, FFM merged with GUANOMEX, establlshlng the .
consolidated enterprise ‘of FERTIMEX: ™ N c ' '

Thus, 25 years after the establlshment of GUANOMEX in. 1943, a consolldated
public enterprise whlch 1ntegrated all of Mex1co s fertlllzer productlon capaclty
had been establlshed 67/ The Goverriient also uses*FERTIMEX as an executlng '
agency to admlnlster Mex1co s fertlllzer 1mports and 1n co-operatlon w1th other
government 1nst1tut10ns, to prov1de for the promotlon and expan81on of fertlllzer'

R

use, research and soil testlng.

/By the
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By the early 19803, FERTIMEX had become the largest chemical company in the
country, the most 1mportant company 1n the fertlllzer 1ndustry in Latln America,
and one of the largest in the world. It is the Government's prlmary means of
promotlng an increase in agrlcultural product1v1ty and of accompllshlng the goals
of the Natlonal Plan of Agricultural Development and the Mexican Food System.

b) The structure of FERTIMEX

FERTIMEX is an autonomous public enterprise whose shares are held by NAFINSA,
the Government Development 'Bank and financial agent for publlc-sector companies,
It is legally bound by the Mexican Commercial Code and Rules, just as any prlvate
company, but it also plays an important social and economic role in relation to
the Government's agrlcultural p011c1es.

, In v1ew of the company's 1mportance in thls respect the Pre31dent of Mexico
app01nts the. general manager of FERTIMEX and the members of its Dboard of dlrectors.
The chalrman of the board is the Minister of National Patrlmony and Industrlal
Promotlon, other members represent the ‘Ministries of Agrlculture, Industry and
Trade, and Finance, and NAFINSA Compaﬁia Nacxonal de Subsistencias Populares
(CONASUPO) and the Banco Nac1onal de Credlto Rural (BANRURAL) The company's
management is completely respon31ble for 1ts day-to-day operatlons, but pollcy
and strategy de0131ons, espec1ally those concernlng the. prlces charged to farmers,
capltal 1nvestment and long-term borrow1ng, are taken by ltS board of directors
with a view to serv1ng the overall 1nterests of government pollcy. As will be
discussed below, these interests do not always necessarlly ‘coincide with the
public company's own ob]eet;ves>1nsofar.as its efficiency and profitability are
concerned. | o ' _ | - ‘_

Since its founding in 1978, FERTiMEX has‘undergone seteral changes in
relation to the problems involved in eff1c1ently managlng a huge vertically-
integrated enterprise hav:ng many dlver31f1ed act1v1t1es (lncludlng social ones)
and a large investment programme. Wlthln thlS context the role of the Planning
and Development Department has been strengthened in an attempt to establish close
co~ordination in the proper planning of produotlon, supply and marketlng (both
external and domestlc) and the respective lelSlonS.

In order to 1mprove the management, monltorlng and superv151on of dally
operatlons and of new 1nvestments, FERTIMEX establlshed the Centro de Informétlca,

Sistemas e Invest1gac16n de Opera01ones (CISIO). 1Its purpose is to provide for

/the computer



- 92 -

the ‘computer processing ‘of-all:-the available data sé that.the appropriate -
information may be promptly provided to the company's management as it-is needed.-
Several of the computers used by the information system also have the capability. .
to perform system analyses, decision-model formulation, computer programmes.to- .
analyse and design new installation structures, etc.. Regional informationicentres
have been established in Torredn, Minatitlén, Querétaro and in the Federal .|
District of Mexico. l

FERTIMEX'S major achievement and specific problems in the various areas
covered by its operatioris are discussed below.

c) The labour' force and training

The expansion of the fertilizer industry in Mexico has been accompanied
by a considerable increasé in employment.: -When the public company (then known as
GUANOMEX) began -its operation in- 1944, its  total .staff numbered only 25 persons.
Total employment: then-rose to-1 500 :dn:1960,.to 3 655 in 1970 and to 9873 in
1980, i.e., it increased by a factor of:2.5 in'the 1960s.and by 2.7 in the 1970s,
It is important to note that all of the company's personnel are.Mexican nationals
(with the exception of some experts who are working on the construction and
installation of equipment - in the new.plants at:lfzaro C8rdenas). - The professional
level of FERTIMEX personnel may be gauged by looking at the educational level of
its staff members; in 1980, 16% of all employeesiwere university-educated
technicians, 12% of the staff had gone.to commércial schodls; 10% had a high-.
school education,: and the'remaining 62% had had a middle-level or elementary
education. : f S

No data are available on the trends in labour productivity, but the rapid
expansion and diversification of work activities suggests that a problem of ‘over-
centralization may exist, along with subsequent problems related to excessive
bureaucracy. One' indication of this may.be' the. fact that. 28% of all personnel, .
or 2 800 people, were working in the head offices. of FERTIMEX in Mexico City in
1980, This relatively large percentage would:probably be still larger if only .-
highly-qualified personnel.were to' be taken.into:consideration.. ,

The qualifications of FERTIMEX personnel: are-being improved - by means of..
systematic in-house-training. In 1978, for example; 165 courses with-3 721
participants were held. In:1980, the Centre 6f Training and Personnel Development
(CECADEP.)- was established, “and this made it .possible to triple the number of . - .

instruction hours which were offered.
/The company's
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The company's labour relations are handled in close co-operatlon with labour
assoc1atlons and unions, An annual review of collectlve contracts 1s undertaken
based on spe01f1c studles concerning wages and other types of income which take
such factors into account as 1nflatlon, the Labour market, soc1al conditions among
dlfferent labour groups and reglons, etc.’ '
d4) Transport and supply ,

The rapid growth of the fertlllzer 1ndustry has 1nvolved a correspondlng
increase in the port-to-plant and 1ntra-plant movement of raw materials and inputs
as well as in the transport of flnlshed good~ ' Untll the establlshment of FERTIMEX
in 1978, the company s transport operatlons were carrled out by rall. The w1den1ng
gap between 1ts transport needs and the llmlted rallway capac1ty which was
available caused delays in the dellvery of raw materlals and slowed down or even
paralysed production, which serlously hurt aprlcultural output.

In order to deal with this s1tuatlon, FERTIMEX was forced to acqu1re a more
autonomous transport capa01ty, and 1t therefore establlshed its own sub51d1ary,
Transportes Centrales, S.A.,{ln 1982, this company hadﬁgQﬁ.tnactor trucks, 2u5
trailers, 154 tank cars and 91 other pieces ofdtransport equipment. By'using its
own capacity, it was able to reduce the rallways' share in the transport of raw
materials and flnlshed goods from 53% of the total in 1978 to 42% 1n 1980.
Moreover,_the new DlVlSlon of Supply and Tran3port of FERTIMEX was successful in
improving its plannlng and co—ordlnatlon w1th the Mex1can State rallways.‘

Another supply problem faced by the company was the unsuitable location of
the storage facilities and yards which 1t used, and the hlgher productlon and
marketlng costs that thls occa31oned. At the time that it became v1rtually the
only entity respon51ble for dlstrlbutlng fertlllaers and other agrlculturallnputs,
FERTIMEX had no storage fac1llt1es of its own. In order to flll thls need, a

National Supply Plan was prepared whlch set Eorth the goal of constructlng 36
Awarehouses w1th a capacity of 480 000 tons durlng a flrst stage and another 11
warehouses w1th a capac1ty of 125 000 tons durlng a second stage.

e) The distribution of fertlllzers

Prior to the founding of FBRTIMEx; the distribution of fertilizers and other
agricultural chemicals had primarily been performed by private intermediaries or
commission agentsj; only 26% of such activity was accounted for by the direct sales

of the public company (GUANOMEX), 15% was carried out by BANRURAL (National Bank

/of Agricultural
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of ‘Agricultiral ‘Credit) -and ‘7% by the sugar cane sector, which has its own means
of transport (see-table 19)., The commission agents not only acted -as sales agents,
but also provided storagé and handling services, packed bulk. shipments and
‘extended 'lines of ‘¢redit 'to farmers and ‘their organizations: = -

The government felt that there were various shortcomings-involved in this
private system of fertilizer distribution, such as long delays in the processing
of orders, 'the ‘storage of fertilizers for as long as two years, discrimination
‘against small-scale farmers with respect to supply; the charging of different
' prices for thé same product, and other problems Which were related to speculation
(the sales commissions paid to private intermediaries were very low). - :

With the establishment of the State fertilizer and pesticide marketing
monopoly, the volumei‘of sales carried out through the public and semi-public.. .
sectors increased considerably, while the private agents' share dropped. from-52%
in"1970 to only 7% in 1980°(see table 19). Currently, most FERTIMEX products are
sold through the State distributors and the regional FERTIMEX- departments (37% in
1980), the regional offices of BANRURAL (28%), agricultural associations (16%) and
other public and semi-public organizations. - ' S :

. - Priorities were gradually set in relation.to:the distribution of fertilizers
by FERTIMEX based on’ the specific' objectives of the Government's:'food progranme, and
especially the: targeted increase :in the production of basic grains.. -In 1980, for
example,- total FERTIMEX sales rose by an-average of 10%, but they were increased
by 71% in the peninsular. areas in order to boost the production of maize;.
similarly, they were raised 29% in major rice-producing regions. -

* Finally, one counterpart of the preferential distribution of fertilizers for
the domestic agricultural market.was the strict control of exports; in each case,
joint ‘authorization had to be obtained -from .the. Ministries of Trade, of -
Agriculture and Water Resources, . Furthermore, FERTIMEX conducted the exportation
and importation of fertilizers through agents: and’ brokers on the basis of
international bidding, while the share of such:business accounted for by . its own

commercial offices abroad was only minimal, = =: .. -

' /Table 19
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Table 19 -~

MEXICO: FERTILIZER DISTRIBUTION CHANNELS

" (As a percentage of total sales)

1970 1977 . 1980

Direct FERTIMEX sales (includes other STt '
State agencies) o A _ o »,ZS,QAI_;.. _ 12.9 _ 37.0
BANRURAL . s . 813 28.2
Agrlcultural assoc1atlons S | ) : “E¢w..” f,Au -4 _:“;1.7 | _ 16.0
Sugar cane secror_'l . ;:AEQ;:E_ , L,;:-~ r. t7;?5 _ A; 6,9.__., A,7,;
Other State organisations‘.‘ | ;:;- :. ;,_. o ;A”~H$ A . k3
Total direct sales . . . 4.8 66.9 9.6
Prlvate agents p; - : . ,“ Ai o 52,1_.. .3%.1 7.4
© GRAND TOTAL . 1000 100.0 100.0

Source: Benjamin G. Road, "Aspectos de la comercializacién de fertilizantes en
México", Boletin Oficial, ADIFAL, Vol. V, No. 11-12, November/December
1982 FERTIMBX Yearly Report, 1980

£y Marketmng w1th dlrect support for producers )

i) Technlcal assastdnce

Technlcal a531stance for farmers 1s an 1ntegral part of the marketlng

act1v1tles carrled out by FERTIMEX w1th the object of 1ncrea51ng the consumptlon

A ‘of fertlllzers and ensurlng that they are used approprlately 1n accordance w1th

the condltlons in varlous reglons, agr1cultural products, types of cropland _etc.
To this end, FERTIMEX also _engages 1n agrlcultural research, especlally w1th
respect to Mex1can farmers! use of new 1nputs, such as complex and liquid .
fertlllzers, etc._ The research techn1c31 a331stance and tra1n1ng.act1v1t1es
carried out under the Government s, food programme focus on gralns, soya and beans.
FERTIMEX tralnlng courses are almed at promotlng the new profe831on of fertlllzer
techn1c1an (llcenc1ado). It also organlzes mass 1nformatlon and educatlonal
campa;gns v;a the medla, meetlngs wlth farmers, etc. L . , i
In order to lncrease the effectlveness of the technlcal ass1stance glven to

farmers, the correspondlng PERTIMEX d1v1s1on, Whlch was prev1ously autonomous,

/has been
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has been incorporated into the Sales Départment; in addition, nine regional
divisions have been eStablishéd with a view to greater decentralization and
flexibility in dealing with the specific conditions and needs faced by fertilizer
users. ‘ '
eI ) Priééé"  e "'5?;:
"'In Mexico, the prices charged to farmers for fertilizers (including imported
ones) are controlled by the Government. The main objective of the Government's
pricing policy is to make fertilizers available to farmers at a low cost in order
to promote their; use and thereby increase crop yields. For example, in 1981 the
domestic price charged to Mexican farmers for triple superphosphate was 7% lower
than in the United States and 6% lower than in Guatemala. . The incentive provided
for the use of ammonium phosphate was much greater, since its price was 19% lower
in-Mexico than in the United States and 38% lower than in Guatemala.f8/ In
addltlon to sub31dlzed prlces, discounts are given via BANRURAL on official price
levels as part of the Mexican Food System (e.g. a 30% discount on the inputs
used by maize and bean producers) o
g) Flnan01ng :

Naturally, domestic fertilizer prices ﬁuéf“be subsidized by the Government
in order to balance the FERTIMEX budget. For example, the Government's
compensatory payments in 1981 were estimated at some $Mex 10 billion; which amounts
to approximately 3% of the Covernment's total publie investhent bﬁdget.

The financial operations involved in providing State support for agriculture
posed problems with respect to the-public company's liquidity.and financial
returns, The company was becoming more like a governmental department; it depended
heavily on State compensation and was losing its identity as.an autonomous -
commercial company being run as a profit-making concern, The State's
compensatory financing of the public company also tended to disguise other factors
which reduced its liquidity and placed it in a worse financial position. This
situation was reflected, for example, in an excessive increase in its working
capital (which was equivalent to 5.5 months of sales in 1978),.an inability to
service its debt out of its own income, etc. The company's financial situation .
was further aggravated by several devaluations of the Mexican peso,-which
increased the:amount'of-itSEexteﬁnal debt service and the prices of imported raw

materials and fertilizers.

/The possibility
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The: possibility of gradually increasing the factory.prices of fertilizers
and decréasing, albeit:more slowly, the subsidies on the prices paid by farmers
was considered as a’way’of making FERTIMEX profitable.and financially self~- -
sufficient.69#:. The FERTIMEX Financial Department also introduced -a planning and
financial’ supervision system in the factories, sales outlets and warehouses which
was based on:the above-mentioned integrated and computerized information system.
h) Technology and investment projects

1) The industry's technological basé

The Mexican:fertilizer industry has.become relatively self-sufficient with
respect  to technology and the implementation: of investment projects..: Although the
technological protesses. used by FERTIMEX :are:mainly based on foreign.licences from
the United. States and Europe, most of the: necessary equipment, designs, engineering
and construction are of Mexican origin. ”The intensive expansion of the oil,
refining and petrochemicals industries which were carried out in the past have
provided Mexican personnel’ with'a great deal of expertise in project planning,. °
the independent acquisiticn of machinery and: equipment, and project execution. For
example, the Mexican Petrcleum Institute (IMP).developed into one of the largest
engineering companies in the country and has an international reputation for its
plant design and general programme.co-ordination. | There are also several private
Mexican engineering firms which take part in. construction.activities within the
domestic fertilizer industry in association with foreign' partners.

- Serious. problems. still exist, however, in relation to:the management of
technology and the creation of additional production capacity. - Various. technical
problems were encountered, for example,-in'the new ammonium’ phosphate. and triple
superphosphate plants in.Pajaritos, as.well as-in the mills and granulators.
Foreign assistance had to be obtained in order to resolve these difficulties.
Similarly, the construction and start-up of additional production capacity:met
with delays and cost overruns. This was partially due to a lack of prior-
experience with new technologies; but was. -alsordue to a lack of co-ordination and
work scheduling as well.as to delays:in the delivery of domestic construction
materials such as structural steel, pipes,-etce .. -0 ° T

ii) The Lizaro Cérdenas project: technology and engineering .

As part of the project relating to the L&zaro Cirdenas industrial complex,

FERTIMEX conducted a survey concerning the availability of the required
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technologies on. the world market. The final choice was made among the: bids
submitted by some 27 international companies based on pre~-determined technical
and commercial. criteria. Several subsidiaries of the United States Gulf
Corporation were selected for the production of phosphoric acid, ammonium
phosphate; triple superphosphate and complex fertilizers. Gulf Corporation is
responsible for the basic. engineering that is involved, while the detailed
engineering tasks ave carried out by the Mexican: firms of Servicios Profesionales
de Ingenieria and Bufete Industrial. The:foreign engineering firm - is in charge
of purchasing the necessary imported inputs, and ‘the Mexican engineering firms
provide local purchasing services. ' In co-operation with FERTIMEX,. the Mexican
Petroleum Institute is handling all support services, solids handling and
conveyance, and port and ship loading facilities. - These two organizations are
a2lso responsible for the overall -co-ordination and supervision of the project..

For the most part, Mexican firms are also in chaprge of providing the.
necessary infrastructure for expanding the available .electric power capacity,
water supply, fuel supply and storage, other production inputs, an additional
railway-link with the port of Sicartsa, and the provision of a new port,
warehouses and berths, etc.70/ .

Both foreign and national engineering contractors are also required to follow
plant design and construction specifications which ensure that the entire complex
meets the pollution limits laid down' by Mexican law and the standards set by the
United States Environmental Protection Agency. The project should also meet
appropriate safety and noise pollution: standards.

Finally, an indication of the. degree of self-sufficiency and the involvement
of domestic entities is provided by the fact that the domestic share in the total
investment of some US$ 500 million has been -estimated at US$ 275 million (55%).
Furthermore, the domestic implementation of the' investment project creates
approximately 8 500 jobs. A

Foreign engineering firms are also assisting FERTIMEX to recruit and train
the additional Mexican personnel needed to operate the plants in order to ensure
that, at a later stage, all the management, professional and administrative duties

will be performed by Mexican nationals.
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~ iii) The Lizaro C&rdenas project: financing .. -, . - .

Merico is providing 40% of the.financing-for the- pr03ect, whose total cost.
is approximately US$ 500 million (32% is being supplied by the Government andAS?.:
by FERTIMEX); another 26% is being funded by World Bank (IBRD) .loams,.2% by,
EXIMBANK of the United States, and the remaining 32% by commercial loans from
international banks., : o

The terms and conditions of the loans negotlated by FERTIMEX are relatlvelyi
good; the annual interest rates range between 7%-8% (the World Bank and EXIMBANK)
and 10% (commercial banks)-over a term of 10-15 years, with four-year grace
periods. Inasmuch as the Government assumed the primary responsibility for the
loans, the current economic and financial crisis has forced it to postpone the
implementation of various investment projects and to take steps to improve the
fulfilment offinvestment plans. To this end, the FERTIMEX Planning Division has
developed a system for codifying investment costs so that observance of the
investment plan,'in both a physical é@d fiﬂancial sense, may be monitored
effectively. | R

i) Reglonal co-operatlon

. FERTIMEX takes an dctive part in the reglonal co-operation efforts of |
fertilizer companles through ADIFAL, as well as in the marketing of fertlllzers:.:
through the Latln Amerlcan enterprlse, MULTIFERT. A

A total of 23 fert1k1zer—produ01ng “and marketing companles in Latin America:
are grouped together in ADIFAL (Assoc1atlon for the Development of the Latin
American Fertilizer Indus1ry), which is based in Mexico Clty. Its main objective
is to work towards striking the best posszble balance between fertilizer
production and copsumptlon by co-ordlnatlng the development of companies involved
in this product line, In pursuance of that goal the organlzatlon collects and
disseminates 1nformat10n about fertlllzer prlces and other relevant factors,
conducts 1nternat10nal marketlng studies, co-ordinates the supply. schedules of
participating firms, advises them on lega; matters, analyses the situation with
respect -to the storage and transperf-of fertilizers, and promotes direct contacts
among members of the Association. ' It also co-operates with international

organizations such as FAO, UNIDO, etc., and organizes the yearly Latin American
Fertilizer Congress.

-

e

/MULTIFERT is



- 100 -~

MULTIFERT is a multinational Latln Amerlcan fertlllzer marketlng enterprise
which was founded 1n Aprll 1980 under the aegls of the Latln Amerlcan Bconomlc
System (SELA). FERTIMEX owns 11% of the company s capltal stock (US$ 3.75
million). The member comtries of MULTIFERT are: Bollv1a, Costa Rlca, Cuba,
Guatemala, Mexlco, Nicaragua, Panama, Peru and Venezuela. ‘The company s main
objective is to market fertilizers in such a way that the member countrles may
consolidate their supply and demand so that they can obtaln the ‘best poss;ble
terms in the market, In view of the size and growth of 1ts fertlllzer ‘industry,
Mexico is in a position to. provide substantlal support to thlS Latln American

multlnatlonal marketlng enterprise.,
" Notes

1/ This chapter is based on studies ‘conducted by the Joint ECLAC/CTC Unit
(transnational corporations) as part of the interregional project on strengthening
the bargaining power of host governments in their dealings with commodity- :
exporting transnational corporatlons and on studies concerning the proce881ng of
commodities which were carried out in co-operation with UNCTAD (see the
bibliography in annex 1). '

2/ Except where a different source is indicated, the data and statistics
used in this article have been obtained from official reports from the countries.

3/ See UNCTC, Transnational Corporations (TCNs) in the Bauxlte—Alumlnlum
Industry, 1982, p. 43.

L7 See UNCTC, Main Features and Trends in Petroleum and Mining Agreements,
New York, 1983, and Samuel K.B. Asante, Reestructuracidn de los acuerdos mineros
transnacionales, E/CEPAL/Sem.3/L.2, Santiago, 1982,

- 5/ See "El contrato de explotaclén de los yacimientos de Cuajone" in
Fernando Sanchez Albavera, Mineria, capltal transnac1onal y poder en el Perd,
DESCO, Lima, 1981, p. 305. : -

6/ Unfortunately, no data are available on the final distribution of the
total investment, which amounted to approx1mately Us$ 650 million midway
through 1976 (see section b) below).

7/ See the Fifth clause, 5-5 and 6 of the Cuajone contract.

8/ See the eighth clause, 8-6, ibid,

9/ This is equivalent to nearly ~Jdouble the ‘amount originally estimated
(US$ 355 million) ‘in the Cuajone contract. However, the annual production
capacity of blister copper increased from the orlglnally—prOJected volume (in
1969) of 110 000 short tons to 170 000 short tons (1976):

10/ See the blister copper supply. contract concluded by Southern Peru Copper
Corp., MINERO-PERU and the Japanese group of flnanc1ers on 19 September 1974, in
F. Sanchez Albavera, op. cit., in note 5, p. 337, .
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11/ See the sixth clause, 6-18 of the Cuajone, contract.

12/ See tables 46 and 47 and the fifth clause- of’the Cuajone contract in .
F, Sénchez A., op. ¢it., in note 5,

13/ Blister- copper “has a. net metaltcontent of 99 “% whereas reflned copper

vlS almgst pure (99 5ﬁ) The amount of metal contalned in, concentrates is usually'

5%-45 S : » - .

14/ See table so 1bld. '

15/ See note 10 above. SN T S

16/ See F. S&nchez Albavera, "La acc16n empresarlal del estado en la -
comercializacidn del. cobre", in Comercializacidn de productos b551cos, Ediciones.
Cultura Hispinica, Madrid, 1984, e

17/ In 1982, the latter absorbed over one-flfth of all exports of bllster
copper  from Toquepala (Source. MINPBCO 1b1d )..

' 18/ In spite of the Government's efforts, there have been no. new 1nvestments
in the copper sector; thls is apparently because. of the world recession. In. .any
event, too little time. has passed to. allow- a more in-depth assessment to be made .
of these changes. .

.19/ This is much 1ess than 1t was 1n the perlod of intensive exp101tatlon
during the Second World War and the years 1nmwd1ately thereafter, when Chlle s .
share ranged between 18% and. 219 (see. table. 5).

20/ Law 11.828 (1955) established. the prlnc1ple of State 1nvolvement ;n the
,marketlng of copper by maklng it mandatory for transnational corporations to'
obtain the Department of Copper s approval for thelr sales and hiring policies and
by making it responsible for'the. flnallzatlon and monltorlng ‘of business
transactions, In 1964, this Department set the "Chilean producers prlce" at
USS 0.8680 (at 1979. prlces) thereby establishing a practice which was continued
until 1966, when the reference prlce became the prevalllng prlce on the London
Metals Exchange., SN :

21/ See Bu81ness Week, New York 7 December 1968 ; .

22/ See EI Mercurio, Santiago, Chlle, 13 August 1971,

23/ 1bid. .

5—7 The data presented in this paragraph were obtalned from official reports
appearlng “in "Las empresas transnacionales en.la economia de Chile, 1974~ 1980"
Estudios e Informes. de la. CEPAL, No. 22 E/CEPAL/G 1235 February 1983, pp. 20-23

and 70-71, s

25/ Chlle s external debt rose from US$ 3 6 bllllon to US$ 10 7 bllllon
between 1973 and 1980; in. other words, it grew by US$..7.1 billion (a threefold
increase) (see Economic Survey of Latin America, 1981, E/CEPAL/G.1284, 1983)..

.. 26/ See UNCTAD, Processing and marketing of baux;te/alumlna/alumlnlum' areas
for 1nternatlona1 co-operation (TD/B/C 1/PSC/19), 1981,

27/ See UNCTC, Transnational corporations. in the baux1te/alum1n1um 1ndustry
(ST/CTC/20), New York 1981, .

28/ See N. Glrvan, The Impact of Multlnatlonal Enterprlses on Employment and
Income in. Jamaica, ILO, a World Employment Programme Study, worklng documents,
April ‘1976, : ;

29/ Source: Information Bulletln No. 46 of the Mlnlstry of Mlnlng and
Natural Resources of Jamalra, October 1979, ‘and . addltlonal information from the ‘
Jamaican Bauxite Instltutea e . .

N
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30/ See Norman Girvan, The Caribbean Bauxite Industry, Institute for Social
and Economic Research, Kingston, Jamaica, 1967, :

31/ See IBRD, Market Structure ofBaux1te/Alum1na/Alum1n1um. and Prospects
Developing Countrles (sic), Commodity Paper No. 24 (March 1977). :

32/ See OECD, Problems and Prospects of the Primary Aluminium Industry, 1973.

33/ See K.0, Rattray, Attorney General of Jamaica, in Proceedings of
Bauxite Symposium, a special issue of The Journal of the Geological 8001ety of
Jamaica, No. 4, 23-26 June 1980, Kingston, December 1980, .

34/ In order to allow the three United States companles (Kalser, Reynolds
and Alcoa) to claim the tax deduction for United States income tax liabilities ,
on their operations in Jamaica {Western Hemisphere Trading Concessions), a nominal
profit was set per dry long ton of bauxite transferred by the companies and not
used in the production of alumina in Jamaica. This amount was set at a fixed
sum of US$ 3 .for both Kaiser and Reynolds, plus a variable amount which was
initially fixed at US$ 1,92 and US$ 1, respectively, which was to be pegged to the
base price .for an ingot of aluminium. The corporate profits tax, which was
payable to the Govermment of Jamaica in United States dollars and which was -
calculated on the-basis of this nominal profit, was to be credited to ‘the account
for payment of the tax on production. Thé granting of this concession by the
government to the United States transnational corporations obviously resulted in
a comparative disadvantage for the Canadian company, Alcan.

35/ This was stressed to the author of the study by a publlc-sector director
of a seml-publlc enterprise when he said, in referring to his position as a
sleeping partner, "In the Board of Directors, I am definitely not sleeping, I am
learning",

36/ See Hu Gentles,'"The development of,Jamalca Bauxite Institute'", The JBI
Journal, Vol: 1, No. .1, November 1880, and the author's surveys in same.

37/ For example, see M. Souare, Director of Economic Affairs and Statistics,
Department of the IBA, "The IBA'is not a cartel", IBA Rev1ew, Vol. 6 No. 3,
January-March 1981, ‘

38/ The IBA member countries are: Australla the Domlnlcan epubllc Ghana,
Guinea, Guyana, Haiti, Indonesia, Jamaica, Sierra Leon¢, Suriname and Yugoslavia.

39/ See IBA, Ahnual Report, 1980,

40/ During the period between 1973 and 1980 the total gross domestlc product
decreased 18% and the per capita domestic product fell 25% in 1980, the
balance~of-payments deficit and total foreign borrowing equalled 10% and 77%,
respectively, of the gross domestic product for that year (see ECLAC, Economic
Survey of Latin America, 1980).

- .41/ According to data prov1ded by the Jamaican Bauxite Instltute, the rate
of exploitation dropped to the following levels in 1980: ‘Alcan, 92% Alcoa 88%
Alpart 80%, Kaiser 85% and Reynolds 81%.. -

42/ For example, see Carlton E. Dav1s;'"Some problems in managing Jamalca s’
bauxite- resource" JBI, 1981,

us/ See Joan A, ] Llpton, Baux;te in Jamalca° Ownershlp and Control in a -
Partlally Nationalized Industry, Institute of Latin American Studles Unlver81ty
of Texas at Austin, Technical Papers Series No. 21, 1979.

44/ See Samuel Moment, Consultant, "Bauxlte- toward stablllzatlon in the
turbulent 1980s", 1981 (mimeograph), Department of the IBA, -
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u5/ ‘Other countries in the region besides Jamaica also witnessed a drop
in their bauxlte and alumina output durlng the 1970s,(see the cases of. the ... ..
Dominican Republic,- Haiti and Suriname in table 12:above). E e

' 46/ See Latin America Commodities ‘Report, CR-82-09,..7 May . 1982.? , .

47/ Accordlng to the same source, -Jamaican. Prime. Mlnlster E. Seaga suggested
to the o companies: that. they reduce the cost of: the energy used to. produce alumina
in- Jamaica by-at least one~-third: by changing over to, coal.. Alcoa responded by
statlng that it would only be feasible to expand its refinery while using coal . |
as a’'power source if existing operatlons were also. converted and that cost would
havée to be borhe by the government. o - , :

48/ See Business Latin America, 21 March 1984. ) -

49/ ‘Alpart’s decision appears to fit in with a more general reassessment of
the strategy of vertically integrating mining operations with the productlon of
alumina and aluminium, This type of reactiom to the world economic crisis and the
increase in energy costs was also mirrored in: Alcoa' s. and Alcan's recent de01s1ons
to regard each phase in the. production: cycle; as a--separate bu81ness. In the.
immediate future, Alcoa wishes to concentrate 1tsmeffbrts on” 1ts more profitable
alumina refining - operations, while cutting back on i¥s less eff1c1ent aluminium
smelting operations it would then buy the. latter during . perlods of heavy demand.
Alcan, which hds access to an: 1nexpen51ve source of hydropower in Quebec, Canada,
also wants to have a swing’ capac1ty in' its smelting operations whlch could be
adapted to" short-term condltlons 1n the 1ndustry (see Mlnlng Journal, 13 July :
1984Y)," ‘ - . B -

50/ See Mlnlng Journal 5 July 1984 ST

51/ See the source’ c1ted in’ fbotnote 48 above.

52/ Naturally, this also includes:the :geopolitical 1nterests of ‘the United
States as reflected in thé Caribbean inltlatlve, ;which involves a programme of
tariff preferences and- an- emergency aid package of Uss 1350 mllllon for the
countrles of this' area."~"r LI

53/ 'Although- thére is ‘a vast amount of Jlterature --some apologetlc, some
critical-- on the life:and dctivities of .SiJd.: Patifio, the performance of his.
company has yet to be assessed from the standpoint:..of. the current problems and
needs of the Bolivian mining. industrys’ o hien

S4/ Between 1960 and 1876, the 71 governments: of the perlpheral countrles
(19 of which are in Latin Amerlca and: the:Caribbean) carried.out.1.370.
expropriations of foreign companies,’ particularly- in the area of natural resources.

55/ Like the Chilean and Peruvian economles, the Bolivian economy was
seriously hurt by the United States' successive freezes on the prices of
"strategic materials" during the world wars and the Korean war, as well as by the
adverse effects which that country's strategic government tin reserves had on
tin prices,

56/ See the annual report of Patifioc Mines and Enterprises Consolidated,

Inc., Tondon, 1938,

57/ See ENAF, the statement made by Major Eduardo Quiroga, General Manager,
in Presedﬂla, La Paz, Bolivia, 6 September 1980, p. 9

58/ This section is based on the consulting work done by the author for the
Government of Bolivia in January 1983 and on official data.

)
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59/ In 1983, Bolivia's external debt amounted to approximately US$ 3.7
billion, most of thls sum being owed to the governments of the industrialized
countries and international institutions. (about three-fourths of the total debt).
The govermment ceased to make payments on' that debt in early 1983 and in May 1984
it temporarily stopped making interest: payments.»”” :

. 60/ For example, the tin productlon target set by the government for COMIBOL -
for 1983 was 21 800 tons, i.e., a 32% increase over the preceding year. In fact,
output dropped in 1983 to.only 14 500 tons. When, in January 1983, the author -
tried to find out from COMIBOL what the technical justification had been for that
year's production targets, he found that there was no such justification, just as
there was no planning bureau. .

61/ For example, FERTIMEX experts calculate that Mex1co could export ammonlum
phosphate to Asian markets at a price US$ .35 below that charged by the United
States due to its lower. phosphate production. costs (us$ 15), processing costs
(US$ 5) and shipping freight rates (US$ 15).

62/ See ECLAC, Economic Survey of Latin America, 1982.

63/ See- FAO, Fertlllzer Yearbook, 1981, ' :

‘ 64/ In 1982, Mexico's . -per capita gross domestic product dropped 2.8%, its
terms of trade decllned by 10.7%, the fiscal deficit increased to 40% of total
government income, and the country found it necessary to renegotiate.its external
debt, which amounted to over US$ 81 billion by then (in comparison to. US$ 30°
billion in 1977), due to its growing balance-of-payments ‘deficit and the decrease
in its international forelan exchange reserves, which were drawn down by nearly
US$ 3 billion in 1982. See ECLAC, Economic Survey- of Latin America, 1982.

65/ This chapter is based on a number of FERTIMEX annual reports and on
surveys conducted by . -the author in that company.. ' -

66/ Organlc fertlllzer obtained from bird dropplngs.

67/ With the exceptlon of the productlon and. exportation of ammonia, wh1ch
is handled by PEMEX, the company responsible for the production and. ' distribution
of oil and basic petrochemlcals.‘ A small percentage -of the productlon of ammonium
sulphate also contlnues to be handled by private enterprlse.

68/ See the study cited in table 19. ., . -

69/ For example, see the World Bank, Mex1co- Second Fertilizer»Project
(L4zaro Cérdenas), Staff Appraisal Report, 29 March, 1979.

70/ The investment plan for the 1980s. prov1des for the installation of an
addltlonal storage capacity of approx1mately 840 000.tons -in 36 warehouses.

/1. CONCLUSIONS
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' II. CONCLUSIONS FROM THE LATIN AMERICAN EXPERIENCE IN THE
N ' INTERNATIONAL SPHERE .

The.case of copper in Chile and Peru, and.that of bauxite in Jamaica, tin in Bolivia
and . phosphates in:Mexico, analysed:in the earlier part of this study, reflect.the
profound changes that have occurred in the mining and metallurgical industry of
Latin America during the postwar- period,.and particularly in the decade of the
1970s. -Examining-these experiences in the wider context of developments in other
mining countries of the Third World,:we can attempt to.draw some preliminary
conclusions on the different aspects of the process. An exercise of this type is
‘necessarily tentative for at least two reasons: first, since the subject is mainly
concerned with historical phenomena assessed practically at the time of their
occurrence, we meet with serious deficiencies in our knowledge of the complex.
reality and with effects that it is difficult to predict; second, and more important,
the theme of the study, which is of great controversial interest, essentially
involves a certain ideological posture and specific attitudes on.the part of the
respective author (although he would possibly deny this in the conyviction that

his own interpretations are the only valid ones). Since it is beyond the  scope

of this paper to make'a comparative analysis of the different viewpoints (neoliberal,
structuralist, marxist and neomarxist, "nationalist", and those in favour of

‘ dependence and transnationalization, etc.), were merely wish to repeat here that

the "ideological bias" consciously adopted in this study is that of the centre-
periphery system, an.approach developed in ECLAC by R..Prebisch, A. Pinto and
others.l/ From this angle we hope to propound some ideas on the recent changes

in the relations and linkages between the peripheral countries and those of the
industrialized centre in the particular field of the mining and metallurgical
industries.

1. Structural éhangéS'in the world mining and
- metallurgical industry

a) At the level of the‘cén%réepériphery system

In the first place, the experience of Latin America and other peripheral
countries seems to indicate that the increased degree of national sovereignty
over their mining resources, achieved through government policies and the
estéblishment of their own mining and metallurgical enterprises, is associated

/with a
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with a marked trend towards change in the tradltlonal role of the perlphery as
producer of mlnerals to be processed and consumed exclu51vely in the countries
of the industrialized centre. The analysed cases of the public enterprises in
.,Chile, Peru, Bolivia, Jamaica. and Mexico are chavacteristic of the efforts and
advances made in the growth of mineral processing in order to.raise their value- .
added and the retention in the country of export income, and to. surmount the -
oligopolistic.barriers of the .world markets. :This trend :appearsito be expresséd: .
in a relative redeployment of the processing of_solid‘aqunongﬁerrous}minerals,from
the capitalist. centpe to.the mining countries of the periphery and the socialist: -
centre. . L , , T '

' The phenowenonzs illustrated in table 20, which presents, for six important -
_non-ferrous minerals,. the data on ‘the change of status in:the period 1970-1982 .-
of the different groups of countries in.the world context of mineral reserves and:
production, their metallurgical processing and the working. (consumption) of
metals. ; To begin with, it can be seen. that during the 1970s, in respect of the
six minerals reviewed, the capitalist. centre reduced its relative position both- .
in metallurgical production and in the working of metals. At the same time, -
and with the sole exception of lead, there was a. strengthening of the role of the
periphery, especially Latin America, -in both fields. The. outstanding example. -
is that.of metallic tin (analysed earlier within the Bolivian experience), where
the share of the periphery rose in the period under review from an already high
60% .to 70% of the world total (in Latin America, from 2:to 13%). :

At all events, with this exception, the redeployment. of mineral processing -
at the beginning of ‘the 1980s ‘was still in its .early stages: whereas.the peripheral
countries reached between 20 and 45% of the world .total in.the mining phase,
their role in the processing of the five minerals varied between. 11 and 23% (the
two figures refer respectively to lead and copper) and, in the working of metals,
only between 5 and 1#% (nlckel and zlnc) The respectlve llmlts for Latin America
were 8 .and 23% in the mining phaee (nlckel and copper), 5 and 13% in the
metallurgical phase (nickel and coppgrl and'2fand_5. in the wqulng of metals

(nickel on .the one side and copper, tiﬁ and‘éipéfahlthe'thér).

' /Table 20
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As indicated above, the relative redeployment of metallurgical activities
and the working of non-ferrous metals from the capitalist centre coincided also
in the 1970s with the strengthening of the respective positions of the socialist
countries. This occurred particularly in the working of metals in which they
achieved greater increases than the peripheral countries put together. At the
beginning of the 1980s, this group of countries attained more weight in the
metallurgical phase and in the working and use of metals than in the mining phase
of the respective products. This trend appears to reflect the importance attributed
by the socialist countries to the rapid development of metallurgy and the capital
goods industries, in their long-term strategies in the context of competition with
the capitalist world. On the same plane it is interesting to note that in
respect of the five minerals reviewed (that is, with the exception of tin), the
position of the socialist centre in world mining production is substantially higher
than in the respective mineral reserves, which would seem to indicate that these
reserves are being exploited to the full with a possible disregard for the
criterion of profitability associated with the metallic content of the minerals
(this being an essential element in the allocation of capital in the market
economies).

The structural changes in world mining and metallurgy, analysed here in
the context of the centre-periphery system, lead us to the following hypothesis:
both the sustained progress in mineral processing and working of metals in the
centrally planned economies, and the relatively recent entry of the peripheral
countries into these phases of industrialization, seem to indicate that to achieve
the redeployment of these activities from the industrialized centres to the
peripheral countries it is not enough to rely on the "automatic readjustment"
of market forces; on the contrary, more importance comes to be attached to the
strategies and plans of their governments and to the policies and institutional
instruments capable of achieving the planned goals. Needless to say, these are
not necessarily inseparable from centralized planning and State enterprises,
as is clearly demonstrated by the well-known "Japanese model" of industrialization
where the spectacular progress made was due to successful co-operation between
the State and private enterprise. What is more, the big problem of the efficacy
and social cost of the said process seems to be related to its degree of
centralization and consequent bureaucratization. (We shall return to this dilemma

further on.)
/Finally, developing
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‘Finally, developing the foregoing comsideration, it would be equally
efroneous to assume that the redeployment analysed would take a course necessarily
opposed to the interests of the capitalist centre and its transnational
corporations; as is proved by the cases, by no means isolated, where the latter -
considered it advantageous and profitable to shift the metal-working activities
to certain countries of the periphery (taking into account mainly the character
of their market; see point b) below). It seems equally evident that the
acceleration and expansion of the redeployment of mineral processing would require
the mére-active parti¢ipation of the State, of‘the centre and the international
organizations to achieve greater equilibrium between the entrepreneurial interest
in profit and ‘the longer-term political objectives. The cases analysed, as for
example“the "Chileanization" of copper, indicate both the viability as well as
the difficulties of this course.

b) On the level of the leading‘countries

- The“unequal geographical distribution-of non-renewable (although to some
extent substitutible) mining resources and-the likewisé unequal historial
evolution’ of world economic development formed the basis not only for the vertical
segmentation of the mining and metallurgical process, in which the changes at the
aggregate level of ‘the centre-periphery system were analjsed in the previous’
section, but also for the concéntration of the different phases of the ‘productive
“cycle in a relatively limited number of countries. By way of illustrdtion from
Latin American history, it may be recalled that the Spanish and Portuguesé
colonizers acquired,-in’ the eighteenth céntury, from five existing countries
'(Colombia, Peru, Brazil, Venezuela and Chile) an amount of gold which represented
close on 80% of world production: during that’ period. ﬁqually important for the
metropolis was the silver produd¢éd’ in Bolivian Potosi and Chilean Chafiarcillo.

The start of Independence and of the Industrial Revolution .in England coincided
with the iriterest of the central -powers, not only in the hoarding of gold and silver
as the equivalent and symbol of power; but now also in copper, tin, iron, zinc,

lead (obtained mainly from Chile; Peru, Bolivia and Mexico) for the casting of
cannons and bells, and also and increasingly for the nascent metal products and
machinery industry of Europe and, at a later stage, of the United States,

/which gave
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whice gave rise in- its.turn, from the end of the last .century, to the'direct
.investment of the transmpational corporations in- Latin American mining.2/- In this-
vway, and stated in broad:.terms, the historical bases were laid for the current
international divisjon of.-labour between the centre and the periphery, which,
despite the changes indicated-in the preceding section, continue to be expressed
in phases of :the mining and-metallurgical process and its concentration in a
relatively small number of countries both.of the centres and of ‘the periphery.
. .i.: - The situation at.the beginning of the decade of the 1980s‘characterized is
table 21, which indicates,. for the .same minerals as in the preceding table“(i.e.,
copper, tin, bauxite, lead, zinc and nickel), the percentage share 'of the leading
countries involved in mining, metallurgical and metal products and machinery
production in the respective world totals of each of the phases:of.the process.-
The countries, selected for their prime importance in the different phases, are
grouped as in the previous analysis according to the centre-periphery ‘system. :

.. It .can be seen, in the first place, that in 1982 only 38 countries.accounted
for 52% to .87% of the world mining-metallurgical process of the six minerals . -
selected, .. Among .the main mining countries ten were in Latin America, mine:in "' =
other peripheral areas, six in the.capitalist centre and five in the socialist
centre, that.is, 30 countries in:all. On the other hand, in the metallurgical" -~
phase of .the five minerals (excepting tin),:the bulk of production:was confined -
to 12 countries of the capitalist.centre and: three socialist countries: (the Soviet
Union, the People's Republic of China and.Poland).’ The seven' Latin ‘American
countries, among the main metallurgical producers were fewer than those. found
in the mining phase.  Among other peripheral: countries only three were pre-eminent
in the smelting of .tin' (55% of the world total in Malaysia, Indonesia :and
Thailand) and one .in the: refining of copper (6% in Zambia).-

. The degree. of:segmentation:of: the.productive process and of cencentration
in a small: number. of.countries was even moyre:accentuated in the:working and
use of metals, Whgre_the-United,States, eight countries of West Europe and Japan
dominated around half and the two socialist powers (the Soviet: Union and China)
around 20% of the world total. . '

/Table 21
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SEGMENTATION AND CONCENTRATION OF .THE WORLD MINING

(The 38 leading

AND METALLURGICAL INDUSTRY (1982)

countries engaged in fha,different phases of the

process

as a percentage of the world total of the

respective activity)

Mineral/metal

Leading countries a/

o

COPPER
Mining production:

Refining:

Metal-working

TIN |
Mining production:

Metallurgical production:

Chiié; Peru and Mexico
Zambia and Zaire
Canada

Sov1et Unlon and Poland

Total 8 countrles

:Chlle, Peru and M@xlco '

Zambia - oo

United States and Canada

Belgium and Federal Germany

Soviet Unlon, ‘Poland and, the People s
Republic of China B

Total 11 countrles

Brazil and Mexico .

United States

Germany, France, Unlted Kingdom and Italy -
Soviet Union and the People's Republic of China

. Total 9 countries

Bolivia

Malaysia, Indonesia and Thailand
Australia

Soviet Union and the People's Republic of Chlna

Total 7 countries

Bolivia and Brazil
'Malaysia, Indonesia and Thailand

United Kingdom
Soviet Union and the People's Republic of China

Total 8 countries

9)

22)34

12)

19
60

13)
6)
22)

18
31

23
73

18)
21)
19

39

62

12)
50)
14
81

12)

55)67

14
87
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Mineral/metal Leading countries a/ %
Metal-working: A‘: Brazil ) 2
‘United States and Japan 33
.Germany, United Kingdom .and France 16
Sov1et Unlon and the People s - Republlc of China g
" 'Potal 8 countpies’ o 69
BAUXITE AND ALUMINIUM
Mining production: Jamalca, Braz1l and Suriname 20)
Greece - .« 7 o : oy
) N Australla 30
“Soviet Union and Yugoslavia 12
- Total 8 countries “n'81
Alumina production: Jamalca, Suriname and- Bra21l 17
Australia 22)
United. States and Canada 18)
Federal Germany and France g)°3
- Japan - :'.."............ u)
Soviet.Union and- Yugoslav1a 47"
: - Total 11 countries 87
Aluminium production: Bra21l o : 3
S . United. States and Canada 31)
Germany, Norway, France and Spain 16)53
Australia and Japan 6)
Soviet Union-and the People's Republic of Chlna 20
Total 11 countries. ' 76 -
Metal-working: = - Brazil - | 2
: o ‘United- States 26)
Federal Germany, France )57
Italy, United Kingdom, Belgium and Spain 20)
Japan 11)
Sov1et Union and the People's Republic:of Chlna_*ﬁ7>
“ Total 11 countrles 76
LEAD : Lo e,
M1n1ng productlon' Peru and Mexzco 11
United States and- Canada 24)
Australia.. .= - - 13)37
-‘The People 8: Republlc of Ch1na T
Total 6 qonntrles 52

/Table 21 (cont.)
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Mineral/metal Leadlng countrles al %
Refining: . Mexico, Peru and Brazil 6' A
United States and Canada S25)
Germany, Unlted Klngdom and France 17)53
Japan 6)
Australia 5)
Soviet Union and the People s Republic of China 18
_ ~Total 12 countries 77
Metal-working: Mexico and Brazil 3
‘ . United States O B
‘Germany, United Klngdom, Italy and France ©+20)37
Japan 7)
Soviet Union, the People's. Rep ublic of China )
and Bulgarla 21
ZINC ) Total 11 countries 72
Mining productlon- TTTPEPuy ‘Mexicoand ‘Brazidc-eeeooo o 13
United States and Canada .. 23)
.. .. Australia 10)37
- ; Japan . . W)
Soviet Unlon and Poland 19
Total 9 countries 63
Metallurgical production: Peru, Mexico and Brazil 7
United States and Canada 14)
Federal Germany, France, Belgium, Holland )
and Spain 20)50
Japan 11)
Australia 5)
Soviet Union and the People's Republic of China i
Total 14 countries 78
Metal-working: Brazil and Mexico 4
United States 13)
Federal Germany, France, Italy and Jyq
United Kingdom 16)
Japan 12)
Soviet Union and the People's Republic of China 22
Total 10 countries 67
NICKEL
Mining production: Cuba, Colombia, Dominican Republic and
Brazil 9)20
Indonesia and Philippines 11)
Canada 14)
Australia and New Caledonia 24\ 41
South Africa 3)
Soviet Union 17
Total 11 countries 78

/Table 21 (cont,)
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Table 21 (concl.)

Mineral/metal Leading»CQuhtries é].g;_i

Ve

Refining: Cuba, Domlnlcan Republlc and Brazil o 5

S e United.States and’ Canada - 17)
755 Nopway and Finland - 6)g

Japan 14)

‘Australia and New Caledonla 12)

'Sov1et Uniion . 31

‘Total~11 countries | 85

Metal-working: - . United States . ;f‘ ;. ' o 't” 1S)
P ..~ " '+ Federal Germany, France, Italy and United Klngdom 22)54

Japan o 17)

. Soviet Union, S R 22

Total 7 countries 76

Source' See table 20.

a/ ' Countries of each area grouped according to their importance in the mining
" and metallurgical productlon and worklng (consumptlon) of metals.

/Finally, among
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Flnally, among the metal-consumlng perlpheral countrles the only 1mportant
ones were Bra21l and Mex1co, relatlvely 1ndustr1a11zed countrles with large local
markets.» It 1s also a feature of these two countrles that although both possess
appre01able m1n1ng resources in the six mlnerals analysed (and also 1n phosphates,
as was seen 1n ‘the case of Mexlco in Part I E. of thls paper), they 1n1t1ated a
substltutlve 1ndustr1a11zatlon,‘1mport1ng mlnerals (as, for example baux1te .

and tin in Brazil and phosphates in Mexxco), 'and only a posterlorl undertook the

local exploratlon and explo;tatlon of these m:nerals, to become eventually major
exporters of metals and manufactured goods.J , . .
By way of conclusmon 1t may be sald that the concentratlon of the mlnlng and
metallurglcal 1ndustr1es and of the worklng of metals 1n relatlvely few countrles
of the world, coupled w1th the characterlzed unequal dlstrlbutlon of the dlfferent
phases of the productlve process, condltlon also the relatlons of the centre and
perlphery in thlS spec1f1c fleld., In the flrst place, there is the prime 1mportance
of dlfferent fora of negotLatlon and spe01a11zed agreements between the governments
of the respectlve countrle produ01ng and consumlng the varlous mlnerals and metals,
secondly, 1n the mlneral fLeld where a group of perlpheral countrles domlnated
the declslve quota of reserves and mlnlng productlon, as for example, in tln, .
bauxite, copper and phosphates, the associations of producer countries and common
policies, such as the integrated programme of UNCTAD, can, at least potentially,
reverse the disequilibrium of power and bargaining capacity which was traditionally
on the side of the industrialized countries; thirdly, the concentration of
production and the markets of minerals and metals coincide with the oligopoly
of large transnational corporations based on the leading countries of the centre
and, only at a recent stage, with the creation of public enterprises in the mining
countries of the periphery. This last phenomenon will be discussed hereunder.

c) On the level of large enterprises

The available data on the importance of the larger enterprises in the
industries of copper, bauxite, tin and zinc, collated in tables 22 to 28, lack
the homogeneity of the earlier ones at regional level., Despite this limitation
they clearly show that in most cases the traditional oligopoly of a few large
transnational corporations, integrated vertically from the mining of the periphery
to the processing and marketing in the markets of the centre, is being replaced

/by a
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by a mixed structure that includes hew entrants to the industry, among them the
public enterprises of the peripheral mining couritries.. ~Thus in 1948, for example,
seven ‘large’ transnational corporations dominated around':70% of the world prodiuction
of copper; in 1970, their share had fallen to 3u4%; in 1981, to only28% (see -
table 22). In' the case of the six:largest transnatioral ‘dorporations in aluminium
production the. decline was greater,  from 84% to 6u% 6f ‘the world total between "
1955 and 1972 (see table 25).- o T e e
On the other sideyiin1975 the three public enterprises‘of the’ periphery;
situated in Chile, Zambia and Zaire, had 28% of the world: ihstalled capacity °
for copper productioni:that is, the same amount as eight ofthe largest transnational
corporations of the capitalist centre. The two Socialist Staté enterprises of
theé centre, belonging to:the Soviet Union and Poland, ownéd 13% of the world -
total (see table 23),  Thus:in 1975 13 large énterprises:had approximately 70% of.
. the world total, the same quota as seven transnational corporations im 1948, but -
with the important difference -that the international concentration of the copper
: /industry is now shared with three public enterprises of the périphéry, which owns
two-fifths of the. quota.of. power formerly controlled exclusivel&#by-thelseven'#*"
transnational corporationss: .. . e : e

A

'.L/fabie 2
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Table 22

SHARE OF THE LEADING TRANSNATIONAL CORPORATIONS IN THE WORLD
' PRODUCTION OF COPPER (1948-1981)

(Thousands of metric tons)

Corporations e  1%0 1970 181
Kennecott (USA) ; g 514 5§71 .. - 519 378
ASArCo (USA) | e s e s g
Phelps Dodge (USA) t 47 234 TURyE3t - 287
Newmont (USA) - - 228
Anglo American (South Africa) 118 - 392 153 185
Anaconda (USA) o 1 476 242 135
Inco (Canada) 498 77 458 - 177 7 o132
Roan-AMC Group (USA) a/ 134" 2u1 338 -
Union Miniéreﬂ(Belgium) a/. c 3171 331 - -
Total . 1664 2400 1914 1 672
Share in world production ' Lo 70% 60% 34% 23%

Source: .Centre. of. Transnatlonal Corporaflons, ‘United Natlons, ‘Transnational
Corporations ‘in World Development;. Thlrd Snrvey,.New Xork 1983
(table U.5, p. 108).

a/ Roan-AMC was nationalized by the Government 'of Zambla in 1970 and
Union Miniere by that of Zaire in 1967. :

/Table 23



Table 23

ROLE OF THE PUBLIC SECTOR AND TRANSNATIONAL CORPORATIONS IN THE

WORLDfPRODUCTION OF Copp R_(1975)

LSNPV

(Estimated in thousands of tons and in % of world

installed capacity)

— NN, Ch e e e et
- X
e o ka0 - - e, O —
3 ,."\.'

Type.of enterprise

% Instaliéd{éaﬁaciti;?‘
Publi;ienterpriées of: Chile 11 " gs0
N ‘Zambia 10 850"
'Zaire . g Cg20 "
- ‘Subtotal 28 2 430 -
Staté‘énterpriéés of: _Sov1et Unlon 11 1-120
‘Poland 2 200
’ "Subtotal 13 | 1 3207
Eighflmaaor Tﬁé g? ,:j 28 2 470
|  Total 69 6210 ¢

et b e+ e b

Sdﬁrcé?fk,ﬁ;.ﬁégéihl,iréﬁéﬁatlonal quporatlons in the Copper Industry

of Developlqg Countries, - Centre of Transnatlonal Corporatlons,

Unlted Natlons, New York, 1983.

a/ Rlo Tlnto Zlnc, Asarco, Kennecott, NeWmont, Phelps Dodge, Anaconda, .

International Nickel and Noranda.
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Table 2u

SHARE OF THE TRANSNATIONAL CORPORATIONS IN THE WORLD PRODUCTION

AND PROCESSING OF COPPER (1977)

Corporatiomn - -~ = v womn e L

-Mining.
production

' Smelting

" Refining

Asarco
Kennecott
Rio Tinto Zinc
Anaconda
Phelps Dodge
Newmont -

Subtotal 6 corporations

Amax

Noranda_

I3

Nippon Mining. '~ 7o

Mitsubishi
Norddeutsche Afinerie

Subtotal 5 corporations

Total 11 corporations

w

7

o N
. .
wm n

N
.
o]

w
.
[Te]

27.8

9.9
5.5
2.8
3.5
5.1
2.7
2.5

2.6
73»5.1_;1

2.5
16.3

45,8

e s

,2'5..1 L

7.8
5.9
2.6 .
2.6
5.4

Source: UNIDO, Mineral Processing in Developing Countries, December 1979,
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Table 25

SHARE OF THE SIX LEADING TRANSNATIONAL CORPORATIONS IN THE WORLD
H & ?RDDUCTION OF PRIMARY ALUMINIUM e RS

(As percentagg of world total exclud; ng the
soczallst countrles)

Corporation - - -~ 1955 1965 1970 1972
Alcod’ R _,7?W[if;; 23.2  17.1 15.3‘“”f15 e
Alcan - ;mﬁmwmmM?mM“M”“wanﬂj.ﬂﬂfﬂif“¢“ o4,5. .. 15,6 = -16.3 - 15,3 ...
Reynolds L i 13,5  13.2 12.8 11.0...
Kaiser o o 13.3  11.5 9.4 8.8 .
Pechiney L 6.1 8.4 9,3 8,1
Alusuisse . . 4,0 6.8 6.6 5.6
Total - . 84.5  72.3  70.7 . 64.2.-

Source: J.L. Mardones; E. Silva: R. and C. Martinez Z.,:Las. Industrias:
del Cobre y Aluminio: Una Revisién de Cambios Estructurales,‘
Comisidn Chilena del Cobre, 1984, mimeographed; on the basig
of ABMS, Yearbook of Nom-Ferrous Metal Data; Skinner's Mining-. ¢
International Yearbook, Moody's Industrial Manual, and annual
reports: of the corporatlons.

o ,{,

’.
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Table 26

ROLE OF THE PUBLIC SECTOR AND TRANSNATIONAL: CORPORATIONS IN
BAUXITE PRODUCTION AND PROCESSING CAPACITY (1982)

... - (As percentage of world total).. . -

Type-of corporation ~° -~  Baukite 7" Alumina Aluminium
World-total-(thousands of MT) © U411 940 0 397875 T 17 883
1. Public enterprises of peripheral countries  19.3 3% s
2. State enterprises: a) socialist countries 33.9 17.6 20.9

' b) capitalist countries - - 0.3 3.9 8.4
3. Six leading transnational corporations 46,3 50.4 uuls

4, Other private enterprises e I 21.7 21.2

i

Source:: Centre of Transhational Corporations; United Nations, Transnational =~
Corporations in World Development, Third Survey, New York, 1983.

T ——
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Table 27

........

ROLE OF'THE PUBLIC SECTOR AND TRANSNATIONAL CORPORATIONS ‘
IN THE WORLD METALLURGY OF TIN (1979)

(Estimated in thousadds. of -téns dhd % of world
installed capacity)

TE A et e S meaa oy eaen s e s aea
s s e g v e

, : Installed ™ ™
Type Of c-orporat;on. - .,w s b % _Capa.@it.y,......w.... .
Public enterprises of: Bolivia 9 ;391@4

Indonesia Y R
Subtotal we i o 160 55
State -enterprises of: Soviet Union cont s A1 . - 39

The People's Republic of China 10 e,

Sub‘total - _2_2_

Leadlng transnatlonal corporatlons a[

Source: J. Kiiakal, Vinculaciones de las empresas transnacionales con la
industria del estafio en Bolivia, ECLAC/CTC Joint Unit (E/CEPAL/R.239),
1982,

a/ Patifio, N.V., Straits Trading Co. and Royal Dutch Shell (Billitom).

/Table 28
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" Table 28

PRODUCTION AND REFINING CAPACITY:(1977)

' (Percehtégeé) B

Cbrpdrafioh

wnig
: capdeity ...

" Refining
capacity

Asarco )

ilLe,

Noranda o

Rio Tlnto Zlnc . _m"j“

Amax",( _ .
Soczéfé Génerale
St. Joe Mlnerals
Cyprus Mlnlng

M1tsu1 A

Metallgesellschaff B

Total

. 6.8
LTS S

3.8

._.3 2. ”5 .. .
. _3 0'” '
2.8

A,2;6

..“;é:? |

:;.3.6. A

4.5
3.6
4.7
:"",,'3 .
5.5
3.7
38.5

‘ -Souréé: UNIDb;

B ]

A

Mineral Processing in Developing Countries, December 1979.

/The establishment
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The establishment of public enterprises in the peripheral countries also
figures in the structure of the world bauxite and tin industry. In 1982 they
had a 19% share in the world productlon capac1ty of the flrst-named mineral,
while the six largest transnatlonal corporatlons had 46%, other private enterprises
20% and the State enterprises of the socialist centre the remaining 14% (see
table 26). In the world smelting of tin, the public enterprises of Bolivia and
Indonesia had a- quota of-only 16% in.1979.compared with. 5u4% corresponding to.three
transnatlonal corporatlons and 226 to the State enterprises of the Soviet Union
and the People s Republlevgf Ch%na (see table 27)

In the case of metalllc‘rlgt;e nete-fhe phenomenon prev1ously observed (1n
point a) of this Chapter) in.global terms of the centre-periphery system: .despite
the progress made by the peripheral countries and especially their public: - -
enterprises in mineral processing, the transnational corporations still maintain
a marked supremacy in this field. In the copper industry this fact.was related -
to the specialization of certain transnational corporations in the processing of
the mineral: in 1977 six transnational corporations had similar shares.in the . -
world mining, smelting and refining of copper: 28%, 29% and 24% respectively.::.
Another five large enterprises were engaged solely in the smelting and refining
phases of the metal, representing 16% and 18% respectively of the world total
(see table 2u4). L o

In the alumlnlum 1ndustry, 1n 1982, the six largest transnetlonal corporatlons
had a larger share in the world production of alumina (506) than in that of bauxite
(46%), but a smaller share in aluminium (44%, see table 26). On the other hand,
the public enterprises of the developing countries had a much larger presence in
the mining phase (19% of the world total) than in the processing of alumina and
aluminium (6% and 5% respectively). A greater degree of diversification of
the markets for bauxite that occurred in the peripheral countries represented
the capac1ty for alumina and alumlnlum production found in the State enterprises
of the socialist and capitalist countries (21%. in alumina and 29% in aluminium
of the world total), while the respective quota'ef these enterprises in the mining

production was only 14%.

/As was
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As was seen in the case of Jamaica (in Part I.C.6,), this marketing option
strengthens the bargaining power of the peripheral countries. Finally, in the
zinc industry, nine transnational corporations accounted in 1977 for only 31%
of the mining capacity and 38% of the refining, the predominant enterprises in
this activity being smaller independent firms.

d) Strengthening of national soverelgnty over mining resource

The foregoing analysis of the main structural changes in the world mining .
and metallurgical industry, carried out at the level of the centre-periphery.
system and of the countries and enterprlses w1th more welght in the dlfferent
phases of the productive process, leads us to conclude that the mlnlng countries
of Latin America and other developing regions achieved a greater degree of
sovereignty over their ‘mining resources in the recent past as.a result of the
nationalization of.local subsidiaries of transnational corporations and the
establishment of public erterprises which today, in the case of some minerals,
account for important quotas not only in the mining but also in the metallurgical
phase (particularly in the case of tin and.copper).. On the other.hand, this
does not imply that public enterprises represent the only way to strengthen
this sovereignty and to redeploy the processing of minerals to the relative
advantage of the periphery. The Latin.American experience, analysed in Part I
of this study, indicates both the problems relating to the efficacy of the public
sector and also other options for reinforcing national‘sovereignty and .increasing
the economic and social benefits deriving from a better utilization of mining
resources, These: aspects will be considered as a follow-up to these tentative

conclusions.

2. Instltutlonal role of the State and public-enterprises

The analy31s of the maln structural changes in the world m1n1ng and metallurglcal
1ndustry in the prev1ous chapter showed that the relatlve redeployment of nlneral
process1ng from the 1ndustr1allzed centres to the Lat*n Amerlcan countrles was
pos1t1vely related to the grow1ng role of the State and publlc enterprlses in the
_development of the 1ndustry, reflectlng in its turn a greater degree of natlonal
sovereignty over m1neral resources. On the other hand “the experlences of some
countries of Latin America, assessed in Part I of thls paper, indicate that the a
process of radical social change was not free from vicissitudes and obstacles and
/did not
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did not necessarlly and 1nvar1ably 31gn1fy greater beneflts for the natlonal
economtes, in comparlson w1th the former perlod of ollgopollstlc domlnatlon Of
mining wealth by the transnatlonal corporatlons. Before we embark on the subJect _
of the 1nteractlon between the publlc sector and.the transnatlonal corporations it
will be useful to reflect on the 1nst1tut10nal role of the publlc sector in
industry, its administrative capaclty v1s-a—v1s the transnatlonal corporatlons,
the links between the State and publlc enterprlses together w1th some "domestlc"
problems of the 1atter.

a) General and speclflc background to the subject

i} The actlve role of the State 1n economlc development and 1ts entrepreneurlal
functlon has a long hlstory in Latlp Amerlca and .a relatlvely w1de extens1on. g
The origin of the 1ncurs1on of the State 1nto 1ndustr1al act1v1t1es is related .w ’
to the substltutlve 1ndustr1allzatlon 1n the reglon. For example, as 1nd1cated :'h
above, the Corporac1on de Fomento de la Producc16n (Productlve Development ' )
Corporatlon) was establlshed by the Chllean State in 1939 and its: flnan01al
needs led to 1ncreased taxatlon of the transnatlonal corporatlons engaged 1n the
copper 1ndustry.. Accordlng to a recent survey, there were some 1 700 publlc
enterprises 1n Latln Amerlca 1n the second half of the decade of the 19705, of whlch
21 were engaged 1n manlng (1nclud1ng petroleum and reflnlng) and a 11ke number 1n
the metallurglcal 1ndustry 3/ ; ,

' Desplte the reglonal and.sectoral extenslon of publlc enterprlses 1n the
reglon, thelr character and the v1ew taken of thelr role contlnue to be very '
heterogeneous, accordlng to the dlfferent stages and styles of development, ;
1deolog1es and government pollcles, etc. Clearly the essence of the varlous'
positions and interpretations of the phenomenon consists in the roles and advantages
attributed to the "freemplay.ofnmarket forces anduthelﬁmautomatlc readjustments"
and .to the active intervention of the State in the economy, taking as extreme
models -that of the centrally planned economy of the socialist countries (only
Cuba in the region) and, on the other side, the neo-liberal model of the Chicago.
school of the United States (implanted, for example,.in Chile in the 1970s). ' As
we find in Latin America,.both in historical and geographical terms, mixed economies
with different degrees of participation of the publlc and private. sectors; we

o ~ /shall concern
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shall concern ourselves from now on w1th thlS general framework bearlng in mind
the heterogeneity of .the national situations. 4/ '

The interesting aspect in relatlon to our conclu81ons 1s “the partlcular
character of the.public sector in the m1n1ng and metallurglcal 1ndustry, which
obviously affects the. development of 1ts capaclty and the benefits obtained. 1In
the first place, the origin of the publlc sector in Latln American mining is largely
connected with cases of major natlonal consensus (also known as 'nmationalist™) on"
the desirability of exerc181ng soverelgnty over the mlnlng resources and- ‘increasing
the economic and social beneflts for the country via nationalization of ‘the existing
foreign enterprises. -The State solutlon seems to be malnly a response to pragmatic
reasons of absence of prlvate_capltal concentrated in the great amounts required, -
and/or to a lack of interesthin assuming the risks involved (the obvious exceptions
to "pragmatism" being. the Chileanvnationalization in the context of the socialist
ideology of the Government of Popular Unlty, but supported by the opposition
llkew1se, and, in the matter of natlonal prlvate capital,’ the "triple" mixed
enterprises in Brazil). In the . case of relatlvely 1ndustr1a11zed countries with .

a large local market, such as. Braz1l and Mex1co 5/ we may also recall the
establishment of public enterprlses to undertake spec;flc projects involving heavy
new investments in mining and proce331ng ("fllllng the gaps", without the
contribution of private capltal, as occurred ln the substitutive industrialization
in general), while in Chlle, Peru, Bollv1a and Jamalca these were established,
with or without the association of transnatlonal corporatlons, on the basis of
established foreign enterprises., Obviously this difference of origin can have
implications, both pos;tlve and negatlve, for the subsequent development of the
public enterprise. " i

Secondly, -and. 1n relatlon to the foreg01ng, there is the fact that public
enterprise in. the mlnlng and metallurglcal 1ndustry has in: the ‘main a strategic
character for the development of the country, not only because-of its local
linkages (employment, productlve 1nputs, technology, infrastrudture, government
budget, etc.), but chiefly because of its lmportance in thé intérnational insertion
of the country as an 1nstrument 1n the acquls1tlon of forelgn exchange, ‘in the
increase of the value retalned in the country via processing and marketing and,
finally, in negotiation, confrontatlon and/or co-operation with ‘transnational

/corporations and
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corporations and other foreign agents_(including_similar.enterprises in other
peripheral or socialist countries, international groupings, etc.). Once again,
of course, this "external" projection may be less important in the public
enterprises directed preferentially to.the-local market (see for example the
analysed case of-FERT;MEX). As we shall see further.on the instrumental character
. of the mining public enterprise.in State development M"outwards" can also have-
important implications and obstacles for development..

Finally, the strategic character of . the mlnlng Ppublic enterprlse seems to
be expressed in its durability in unstablegggd,gdvgnse;pplltlcal_and economic
conditions. As regards the political aspect,.We-have already noted the survival .
of these enterprises in face of the "law of. the. pendulum", which is reflected,
in many countries of the region, in rotation of governments (both elected and
"gelf-appointed") with oppesing ideologies. and political programmes. This appears
to be confirmed by .all the.cases examined in the first place of this. study (wlth
the exception, once again, of Mexico,.where the dilemma did not arise owlpg to
its well-known .political continuity). .This dwrability is also-noticeable-vis-é-vis
the notorious instability.of the. external markets for_primary products, which in
extreme situations, such as the. present world economlc crisis, often leads to .
the bankruptcy.of private enterprises-which. lack f;nanq;a;fp§g§qiyxzand the needful
diversification of activities (in contrast to the tran§pafigng;wcorporatipns)Afqg_
surviving: it. :Naturally this degree of ggpial,secuhitx, linked with_theLgmpliFudg
of the national«polipiéai consensus,  has an influence oputhe_béhaviou?.ofithe;;_..
public.enterprise, Lo | ‘ L ‘ ,

‘We go on to deal w1th some specific aspects of the capa01ty of the mining .
public enterprises vis-a-vis transnational corporations, their links with the
State and domestic. problems, .

b) ... Administrative.capacity. v1s—a-v1s transnatlonal corporations

The cases analysed of. nmegotiation with the transnat}onal corporations seem
to confirm the importance. of information, knowledge and experience both in the
separate and multiple aspects, specific or technical, of the subject énd in the
global, socioeconemic.and.political aspects.  The experiéqpe,updergong;ip this
field .in the 1970s.may be.characterized, in general terms, gsdonq,othrial and
error. - At the outset, the representatives of the .State relied to a large extent

T S _ /on the
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on the political will of the gfovernment (that is, on tie '"nationalist rhetoric",
accorcing  to the ggq-liberal critics.ofAthevprocess)'jand on only reagre.
téchniqal support, supplied largely by intel;ectuals'and.social.scientists;~”1nj
the 1980s thg;periphepal;State has at its disposal divisions specialized iﬁ the-
various aspects and public enterprises within the industry.: Naturally, this
generalization covers experiences of different typeé, such as the 'scant capacity
of the Peruvian State to supervise the complex aspects of the agreements with the
Southern Peru Corporation on the Cuajone project, which contrasts with the
competence and experience of Chilean State organizations and technicians acquired in
the successive steps of State 1nterventlon in the industry. - 0o ool
In the different phases of activity and elements- of the administrative
capacity of the public sector in its interaction with the - transnational. corporatlons,
that is to say, information, negotiation group, preparatlon of the agreement and
its. subsequent supervision, dlfferent-organlzatlonal forms are observable according
to. the tradition'of the country, itslstyle of governmeht; etc. (For example,
negotiation at the highest government level, ad~hoc-groups, such as- that which
formed- the basis for the establishment of the Bauxite Institute in Jamaica or,
particu;aplyzat,the "matunatioh",stage of  the public sector, more hierarchical
structures representing the respective government divisions and the public
enterprise.) In contrast, the Peruvian and Jamaican experiences seem to suggest
that, rather than forms of-organization, the factor with the greatest impact is. -
. frequently the difficult equilibrium between ‘the different sectoral and individual
interests of the various nuclei of the public.sector asso¢iated with.the project
(miners, mefallurgists, treasury, external trade, etc.). This equilibrium can be
achieved, at least potentially, by means of informed, flexible, but at the same
time "authorltatlve" direction by the central agency of Economy  and Plannlng.

- Secondly, the professionally "normative". approach of the government analyses
(concentrating arguments to justify the solutions proposed) should be complemented
by forward-looking projections made under alternative ‘conditioners including '
those unfavourable to the project and. decisions proposed.w5For'example5‘in the
case of the Jamaican negotiations.in the mid-1970s it was difficult, if not
impossible, to caleulate ‘the effects of the world economic crisis of-the'eérly
1980s, but past experiences, not only of the country itself, could have led to a’
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consideration of the option of a fapid diversificetion of the sources of supply
on the part of the transnational corporations.. Siﬁilarly,‘the case of OPEC could
have been taken into account not only-.as a factor and example of peripheral
solldarity but also of the increased energy cost for the 1ndustry with the well- -
known consequences for 1ts competitlveness.

Finally, it must be borne in mind that "the mere institutional aspects of
bargaining capacity, 1mportant in themselves, can be overreached by the substantial
factors of power. ' ) o : |

e) - Linkages:betweeh the State and public enterprises

In the preceding sections the public sector in the-miningoand metallurgical -
industr&:yas»considered;mainly~as‘anlintegral entity of the respective organs and
_ divisions of theiStete releted to the industry, and of the public enterprises -
funetioning in it. Nonetheless, the experience- of Latin America shows that the.
roots .of . the- problems detected of the low: pvoduct1v1ty and. profitability of the .
enterprise, lie in:the divergences (and their. forms of : solution) between the
entrepreneurial interest in: profit and capital;agcumulation-andvthe wider. interests
of the-national society repbesenteo:by.the Stateg;its'institutiohal.apparatus,and.
the government of the day that directs it.. Once'again, the. -debate on this. dilemma
is of ancient date, skewed by 1deological attitudes and including not only the S
peripheral countnies but also the 1ndustrialized countries,offthe_capitalist andgf
socialistcéntres.Q/FOP the better understanding, of; the problem in .the context of”the
mining.and:metallurgical industry we must -try to elucidate the type:of interests -
involved and. their proiection in. the experiences analysed in this paper.

ConSidering the mining:public -enterprise as an instrument of State economic
and social, policy, three functions of this policy can in essence be: distinguished'
the optimum utilization, of the mining resources in the context ofuthe-aims,and goals
of the.pnogrammes-andfplans of'the government;,theiredistribﬁtionhof,pevenue-between
the mining enterprise.-and other sectors of the economy and sooiety;;and;:lastly,
the distribution of revenue between.the'factors of capital and-labour within the
mining.or metallurgical public enterprise:itself. '

The .experiences studied of the public enterprises in Bolivia, Jamaica and
Mexico appear. to 1nd1cate.that the_exencise of thendistributive&functions of the
State can run counter_to the realization of the first function of optimum development

/of the
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of the industry, a function with which the public enterprise or at least its ..
directing boards are fully identified., It is.obvious that cases such as, the sale ,
of phosphatized fertilizers to farmers by FERTIMEX at prices below the cost of .
production; absorption of the bauxite development fund of the‘public;segtor“in ‘
Jamaica in order. to palliate the budgetary deficit of the government; or maintenance
of disguised unemployment in the inefficient mines of COMIBOL in Bolivia, have an
adverse effect on the profitability of the enterprise and.consequently lead to its
decapitalization and indebtedness, both local and external,;thereby_forcing.the
State to subsidize it with budgetary contributions and to guarantee its credits.
Clearly the redistributive functions of the State. —-regulator of the .
spontanecus market forces in a mixed and underdeveloped economy-~ are 1ndlspensable
for the attainment of the @conomlc and social aims planned by the government and
the satisfaction of the demands of the neglected soc1al grdﬁpé' partlcularly in a
democratic régime. The obvious issue is how to.reach the desired equilibrium
between State control and the economic autonomy of the public enterprise. Leaving
aside the . two.extremes.of the neo-liberal and.centrally planned models and recognizing
that even in the mixed economies of the region there are still different styles of
development, different degrees of intervention. by the State and of the authority
of its planning agencies XﬁsQErvis the socioeconomic agents,7/ the discussion can .
be confined to certain "technical"™ options., The authors qqoted.suggest,,inlgeneral
terme,wthe,fqllpwing.alternatives;.i) to determine and Qpeqpify the State subsidies
for the public enterprise ex-ante, or at leastvestablish priorities in the target
populations that it is wished to help; ii) as regards pressure fer employment, to
give direct State aid to the sector of new proprietors instead of-subsidizingA
unemployment, and. iii) to fix a limit to the government finance that can - be
granted to a publlc -enterprise. . _ N e :
Taking into account the specific character of the public enterprlse 1n the
mining and metallurgical industry, which clearly dlfferenxlatesyltpnqq,only_from
the traditional public enterprises in the services sector but also from those
directed primarily to the domestlc market, it would seem useful to explore the
options of concrete application of the proposals mentioned. One possible orlentatlon
of this exercise, underlining the external interests of the mining and metallurgical
public enterprise and its competitive-cum-co-operative existence aiqngside the
transnational-corporations, would be to redirect the role of the current instruments

/of State
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of State control, ‘ddministrative and legal, budgetary and fiscal, etc., towards’
contractual and eomméréial procedures and, where possible, to consider the
institutional “sepaiation of the specifically economic functions from the social
ones (e.g., provisioning and social welfare'of the miners, distribution and. -
‘marketing-of fertilizers by the State, etc.). At the’same time we should bear
in‘mind, particularly in the matter of investments, the vicissitudes of the
Brdzilian experiétice (not analyséd in this 'study), where apparently the dimensions
of the power Of acclulatién of the public enterprise) particularly -in conjunction
with “local and ‘fopeign -private capitaliand; éonsequently, thé professional and::-
political power of ‘the top minagemerit, ‘enabled it ‘to resist State control and
define the 'Sectoral"policies to the detriment of societal interests.8/
d) Some Hanigemént Probleme-in the public enterprisés: '~ :

~'The cases ‘dnalysed 8f thé public énterprises’ of MINPECO, CODELCO, COMIBOL,- -
ENAF and‘FERTIMEX aré sufficiefitly heterogenéous in respect of ‘goals achievéd: " .-

and ‘problems ‘éncountered to maKe it difficult to draw confident and-eategopical =~ -

conclusions. This relates, in the first pléce, to the "dualistic" option of
regarding: them as -intrinsically positive or negative for the optimum:development:
of the mining and metallurgical industry. Let us remember in this ‘connection -

the high profitability attained by CODELCO, which produced for the Chilean:State .
treasury during 1975-1983, a period of low copper prices, some US$-6.6-billior;9/-
the more remunerative pri¢es, compared with the Southern Peru Corporation, -achieved
by MINPECO; the dizzy ‘gréwth of FERTIMEX and-the reldtively high degree of its’
autonemy ‘in ‘technology ‘and-enginéering, and, in general terms, the increase-already
mentiohéd*in the ‘vdlue retained-in the country of exports via mineral processing
and marketing, coupled with a’gréater use of local inputs.- On the negative side
of the balance are the high and non-competitive costsfof’pboductibn,*suéh as, -

for ‘example, -in ‘tHé smelting plarts of MINEROPERU ‘and ENAF, ‘or in the’processing

of phosphates in FERTIMEX; the general deficiencies in the explopatiéd of mineral
reserves, in’ the assimilation of new technologiés and the settingiup’of productive
capacities dlong with the maintenance of the existing ones, thése problems being-
‘more serious-in the eritical situation of COMIBOL and ENAF. Takiiig into account
‘the said diversityiof’ “the ‘Balance and indeed its limited repres&ntatlveness, let

us venture somé conclusions of ‘a general nature. P oneew

’ ' ‘ “~/First’and
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First andtforemost, the national medium, reflecting the degree of socio-
economic and technological development attained coupled with the time'element,

seems to be a pre-eminent factor, ‘though not a 51ne qua nom, 1n the acqulsltlon -

of experience and the overcoming of the "tran31tory" problems of large enterprlses,
established mainly in contraposition to the Pphilosophy and type of admlnlstratlon
of the former transnational proprletors. Obv1ous1y the p0351b111ty of techn1ca1
and economic support, both direct and indirect, for the m1n1ng publlc enterprlse |
from other segments of the. society and ‘economy does not occur in the same condltlons
in Brazil, Mexico.or Chile, on the one hand, and 1n Bollv1a or Jamalca on “the
other. (See, for example, the previously mentloned 1mportance of the public ‘
enterprises in the petroleum and petrochemical 1ndustrJes for the technologlcal
and engineering progress of FERTIMEX.) ‘ gy )

Secondly, the imposition of. soc1al functlons by the State on the publlc
enterprises and the excesg af centralism 1n thelr control whlch was dlscussed
in the foregoing section of thls chapter, have dlrect effects not only on the'
profitability and capital accumulation of the enterprlse (palllated to a greater |
or lesser extent, by State subsidies), but also, and perhaps more 1mportant, on
the entrepreneurial climate, whlch is blased towards bureaucracy and lack of
personal responsibility .in the management of the enterprlse. In thls there is
frequently a merging and confusion between the .costs or sub31d1es programmed to
comply with specific social functions and the costs resultlng from errors 1n
management and administration. A more preCJSe dellmltatlon between management and
social ‘ftinctions (through contractual fiscal 1nstruments and pos31bly,

'bf Yee il
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organizational measures) might help to solve this type of problem.

- Thirdly, the, decapitalization and heavy 1ndebtedness of the publlc enterprlse,
guaranteed by the Statey; leads to the aforesald fatallsm and lack of 1n1t1at1ve )
on the part of the directing board, which can be aggravated by the absence o
of personal incentives and prospects in face of the promotlon, de51gnatlons and
frequent changes:of managers for polltlcal reasons 1rrespect1ve of profe381onal
merit. <Clearly a greater stability in the contracts of managers ‘and directors
and public control of the suggested changes in_personnel'might strengthenptheir
loyalty to the enterprise and improve its economic results.,

/Fourthly, the
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‘Fourthly, the: labolir problems-and conflicts that affect-many public as well
as private enterprisés -ave usually connected with' the defects of management -
described in the preceding sections-and, in addition, with the long tradition
of ‘fighting ‘for, rights with~the'forméeroreign'owners'of.the~enterprise,,which»;...
often gave .rise in the’'mining ‘enclaves to a kind'of union "€lite", relatively
privileged within . the labour force of‘:the country. - The changes of attitude towards
the public enterprise naturally require more ‘time and can be facilitated by ..
:adequate systems of ‘training,” promotion and incentives coupled with various degrees
of participation byﬁthe‘wérkers in the management .of the .public enterprise (as .
recently toek: place “in "COMIBOL). . ER ' Y

“-FinaX¥ly, the ‘style of planning and control.of the publlc ‘enterprise by-the -
State should be reflected also in an adequate-system of planning.and information .
inside theenterprise. “This ‘should not only assist the 'State and.public control
of ité-activities but:should dlsc bécome an effective instrument of daily .
management: and ‘at the same -timeé -stréngthen.itd development prospects, not only .in-.:
relation to investment projects; ‘but also to the "main aspedts of technological.:iu::
deve&dpmeut3and'workers'wtraining;‘marketing,ifinance;ﬁetc:JJE Voo niTe o e

e) Concluding note ‘on medium-scale‘and small .miners . - i.. LELTie s

The case studiés summarizéd in the first part-of 'this paper-concentrated . ;-
on the roles played by the leading protagonists of mining.and metallurgical ... .-
development ‘in the region; public enterprises and:transnational gcorporations, .- -
and’ ohly marginally dealt with the linkages between the public:sector and
the medium-scdle-and small mining enterprises which constitute :the national
private sector in various mining. countries of the region., This.neglect on our -
part reflects, in a SensegégfhthéﬂfocuS'of‘the‘suhject and Latin American government
policies;fhhich3are‘mainly'eohbernédﬁwith'negotiations'and agreements -with the.
public enterprises connected’with large projects.and with. their consolidation.
Nevertheless, the experience:of the last decade- shows the_continuing importance
of thi& sector for mining development, particularly in the Andean countries.

For example, as indicated in'the case of Bolivia, the medium-scale and small
mine¥s represented an’important stabilizing factor in the tin industry in face
' ‘ /of the.
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of the dlmlnutlon of productlon and exports “in the publlc enterprlses (their
share in the national productlon of the mlneral 1ncreased from 31% to 39% during
the perlod 1977-1983). At the same tlme, public sector support for the medium-
scale and small miners in important aspects of technological development and
modernlzatlon, marketlng and flnance has not been adequate and in several cases
has not even been enough to replace the former ties with the transnatlonal
corporations and the tradlng 1ntermed1ar1es. Hence the subject calls for more

detailed study and specific pollcles both on the part of the governments and of the
international organlzatlons. '

3. Transnational corporations and the government of the
mlnlng country: interests, options, crlterla
: -and ‘alternatives : :

a) ' Divergence of ob1ect1vee and main alternatlves of 1nteract10n o

‘In the precedlng chapter we analysed some dlvergences between the 1nterests
of profltablllty and capltal accumulatlon of the publlc enterprlse in the mlnlng
and metallurglcal 1ndustv7 and the broader social interests of the State.' In the.
case of the interaction and linkages between the publlc sector and the transnatlonal
cornoratlon, it is obvious that the dlvergence of interests between them is totally
dlfferent in character for a reason of a general nature: whereas the publlc enter—A
prise forms part of the economy of the mining country and, in addltlon, is the
property of the’ State the DFI (direct foreign 1nvestnent) and the respectlve
foreign affiliate in this country form part of the much wider transnatlonal
patrimony, whose "nucleus" of administration and capital (headquarters) is in the
industrialized country to which the transnatlonal corgoratlon belongs. In the
particular cése of the mining and metallurglcal industry, the profit motive of the
capital 1nvested by the shareholdere and backers of the DFI 1nduces the trans-
national corporatlon to try to guarantee the supply of the mineral reqnlred in the
respective mining country, at a mlnlnum cost for 1ts local extractlon and always
vithin the context of the maximum profltablllty of the world operatlons of the
corporation as a whole. o ' : o

In contrast, the overall objectives of the State and governnent“of the
mining country, consist in the optimum utilization of the local mineral resource

for national development by way of foreign exchange and budgetary revenues and
/integration of
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integration of the mining project through its linkages "backwards and forwards"
(welfare, -employment. and local inputs;, technological development'and industrial-
izatiqn,.etc});and-in-génerallymobtadning*more c¢antrol (national sovereignty)

over the mining and metallurgical industry.

The_expérience of Latin America -and other developing regions shows that this
divergenceapﬁgqgg?all interests between the transnational corporation and the
mining Statelﬂéé implications'ofmvarious types: first, in terms of the main :
pOlitical~al£érnatives, it led to four "models" of interaction and linkages -
between the. corporation and the pubiic éector of the'ﬁining country, namely:

i) the traditional concession of the mining resource to.:the corporation charac-
terized by a pronounced imbalance in favour of the corporation and to the
detriment of the_mining country as regardg the“distpibqtion of the revenues of the
project and ifs Linkages with the local ecoriony, this'being progressively replaced
in the past decade by ii) the modérn'ofﬁ"&é&éibﬁﬁént-type" concession which. seeks,
in various aspects.and different degrees, to improve on the earlier situations of
a-foreign‘enclave;in,the economy--of the mining country (see, for ‘example, the
agreements.-of Toquepala-and Cuajone in Peru, analysed- in Part’ I.K.2. and 3-of this
paper); iii) the total or partial nationalization of the branch of the trans-

i national corporation by the govermment of the mining country (and/or the decision
of the corporation itself to withdraw its investment and disassociate itself from
the mining resource of:the country) and the subsequent establishment of the public
enterprise; iv). the mixedfenterprise of the latter: and the transnational corpo-
ration and/or various modalities of co-operation between the two enterprises.11/ ‘

Second, the cases analysed of selected minerals-arnd  countries of the

region appear to confirm that the application and development of the alternatives
indicated did not form a process of lineal succession but were superimposed or
combined one with another (e.g., in contrast to the Bolivian case, the setting up
of mixed companies between the public enterprise, CODELCO, and the transnational
corporations in the "Chileanization" of copper preceded the total nationalization
of the foreign subsidiaries in Chile; similarly, the partial nationalization in
Jamaica coincided with the establishment of mixed enterprises and the concer-’

tation of agreements of co-operation, etc.).

/Third, the
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Third, the very variety and application of the main political alternatives
of interaction between the transnational corporation and the mining State appear
to prove that the aforesaid divergence of global interests between the two parties
is not necessarily irreconcilable (a situation which does occur, at least
temporarily, in the cases of unilateral and forcible nationalization or disinvest-
ment), but can be settled provided that both parties consider it advantageous to
promote their main mutual interests, namely, on the one éide, the exploitation
and supply of the mineral, and on the other, the technological, financial and
similar support that the corporation can offer the mining country.

Finally, the divergences of interest and alternative solutions discussed
here in overall terms are reflected in many concrete and specific aspects of the
DFI and other forms of foreign participation in the mining and metallurgical
development of the peripheral country. In the following chart we have attempted
to summarize and systematize the interests, options and criteria of the trans-
national corporation and of the government of the mining country together with
the respective alternatives, institutional and instrumental, in terms of 11 major
problems (financing and recompense of the DFI, ownership and control, taxation,
employment, local training and inputs, marketing, processing and industrial and
technological redeployment, expansion of the project, infrastructure and environ-
ment, State supervision and renegotiation and settlement of controversies). Of
course the chart does not claim to be exhaustive or final in its proposals, but
seeks to serve as a basis for the better understanding and discussion of the
problems involved. These will now be considered with emphasis on the "progressive"
trends observed in Latin America in the modern concession and the new forms of
co-operation between the transnational corporations and the public sector.

b) Financing, ownership and control of the mining project (see points 2 and
3 of the chart)

In these fields, which are related and very important for the effects of

transnational participation in the mining projects of the periphery, we can

perceive more clearly the adaptability and flexibility of the transnational

corporation in the realization of its profit objective through alternative

proposals in response to the aims and requirements of the governmments of the

periphery., 1In the first place, the change from the traditional method of financing

the DFI with its own resources and credits deriving from the world finance market
/Chart



TRANSNATIONAL CORPORATIONS (TCs)

2

(Tentative summary chart derived from Latin American experience a/)

AND GOVERNMENTS OF PERIPHERAL MINING COUNTRIES: MAIN INTERESTS,: OPTTONS, -
CRITERIA AND ALTERNATIVES OF INTERACTION :

Subject

A. Transnational corporations

B. Govermments of peripheral countries

Altérnatives

1. Global objectives
in the mining
country

Guaranteed supply of the mineral for
exploitation at minimum cost and with
maximum return on capital invested by

their shareholders and project backers, |

alwavs considered as a link in their
worldtransactions integrated vertically

" and horizontally.

3. Ownership and control
of the enterprise

138 -~

4. Taxation (redistribu-
tion of revenues and

profits)

Reduction of own capital by-
involving banks and backers
commercially related to the project,.
goverments and international orga-
nizations to spread potential eco-
nomic and political risks;
‘guarantees of total, rapid and real
return on the DFI
of nationalization).

a)

b)

a)

b)

exclusively to the TC; .
in flexible reaction to "nationalist
_demands" ‘and/or existing legisla~-
tion, agreement to. joint ownership
with the public enterprise (PE) and/
or local private sector, but safe-
‘guarding interests of its share-
‘holders and project backers through
jts effective control ("efficient,
profitable and with recognized
loyalty");

replacement of ownership and direct
control of project by profitable
contract with the PE to furnish
_technology, know-how and required
_services.

c)

Minimization of cost of taxatiom in
view of economic and political risk
assumed by the TC through:

a). low rates, exemptions, and long-

term guaranteed incentives;

b) rapid amortization and other

. advantages in the initial “diffi-
* cult” period of exploitation;
equal treatment (with the PE and
local private miners), likewise
avoiding "double taxat ion";
regulation of transfer prices
in "intra-firm" trade.

c)

d)

“(even in the case.’

iIn traditional concession it belongs’

Optimum utilization of the mineral
resource to maximize: a) the GDP and
foreign currency and budgetary revenues;
b) national integration of the mining -
project in terms of: i) welfare, employ-
ment and local inputs; ii) technological
development and industrialization; iii)
capacity of control (natiomal sovereign-
ty) over mining and metallurgical
development.

‘a) Promotion of implementation of project

via necessary guarantees and possibly
sharing. in investment; . ’
reduction of cost and credit terms,
including greater contribution of
. international organizations;
¢). in the case of nationaliization,
repayment of ‘“book’ value of TC.

b)-

Supervision of conditions of conces-
sion and its renegotiation;

Attempt to find ways and means. to
achieve “effective and beneficial"
sovereignty in accordance with the’
socioeconomic situation of the
countrys; :

Particularly point B.5 below. .

a)

B)

~ :

[

Maximization of State revenues differ- .
entiating: .
a) between the periods of attraction,
entry and amortization of the DFIL
and the later périod of its matura-
tion, and, in this; ’ .
between the unilateral repatria-
tion of excessive and "wind-fall'
profits (progressive rates) and )
expansion and reinvestment (regres-
sive rates and other incentives);
in favour of greater expansion and
integration of the project (see b)
above);

mv

c)

d) between sophisticated instruments
and those of difficult administra-

tion.

)

Traditional concession ‘of the mining
resource to the TCj .
Development-type (integrating)
concession; .
Nationalization of the TC by the govern-
ment and/or its unilateral disassocia-
tion from the ‘project; -
Mixed enterprise and/or other type of
co-operation. o :

)

Financial mmnmmﬂmnmm and plans;
Agreements on reimbursement of invest-
ments and credits with the products of
the investment; )

Credit programmes with the World Bank,
1DB, etc. : )

vv
b)

<)

See alternatives a)-d) in point 1 above and
as regards c) and d), particularly the
agreements and contracts of: i) mixed enter
prise with shared ownership; ii) services
(control) of administration, exploration,
technology and engineering, marketing,
transport, etc.; iii) contract of sale of
vnoa:nﬁm of the project, machinery, equip-
ment and inputs,. "turnkey" plant, etc.; iv)
combinations of i)-iii).

a) Royalties on volume or value of produc-

tion;
Royalties or charges linked to price of
sales;

"¢) Charges linked té rate of profit;

d) ‘Other taxes on revenues/profits;

e) Tariffs, duties and other payments;

£) Dividends of mixed enterprises;

g) Special incentive régimes, discounts,
etc.



Subject’

A. Transnational corporations

B. Govermments of peéripheral countries

C. Alternatives

5.

8.

10.

11.

12.

Enployment and local
training :

Local services and
inputs

Marketing of wrm
products of the
enterprise

Mineral processing
and the redeployment
of industry and - 3
technology -

Expansion of product fon

and exports (from
existing capacity and
through modernization
and new investment)

infrastructure and
environment

env o
State Su ervision
of the TC

=

Renegotiation and
settlement of

controversies

PSS A AL i

,m:nmﬂvﬁ»wmmVi

. costs of investment. -

a) Criterion essentially "'pater-
nalist"” towards underdevelopment
through training, promotion.and
social costs so as to win loyalty
towards the TC and its control
(3.b) above); .-

b) Training services for the PE. .-

Preference no&awnwovnm by quality
and internationally competitive
prices (including non-tradeables). -’

a) Free availability of goods
produced with most wnomwnwvwm
destination and terms of sale
(incl. 4.d) above).

b) Compensation (e.g. tax) for . -
regulation of sales. -

¢) Marketing services for the PE

or mixed enterprise.

a) Preference for vwwnw=m.w: metal-
market cointries to minimize .
costs (incl. protection barriers),

flexible and profitable marketing
("toll", etc.) and "avoidance of
political risk (nationalization);

b) With the same aims and maintaining

"rechnological captivity", place-
. ment in peripheral countries, - -
- especially: i) relatively indus¥

trialized; ii) with comparative .
advantages of cost (enmergy, taxa-
tion, etc.); v .

c) Sale of techmology andservices
 (plants, equipment, "toll",etc.)

Consideration of profitability of
current and vnmmwnnmmmvuwnmm in world
market so as to regulate the supply
through the adequate use of. installed
capacity and new investment programming
(possibly through a cartel with other

Considered in modern concession in

a) Minimization and national treat-

ment (as in small-scale mining);
b) Rapid, flexible and conéentrated
administration; o

) Possibility of illicit:acts

(double accounting, bribing of

" jmmoral officials, etc.).

Stability and long-term irrevo-

cability of guarantees :

conceded;

b) Jurisdiction of international
organizations in the interest of
TC shareholders and financial
backers.

~

a

Increase Ommwonmw qualification and
mkvwnwmunm 80 as to diminish external
dependence, limit it to new and neces-
sary technology and knowledge and attain
the capacity to export its own services.

:mmnwewnm: linkage within the national .
integration of the project. :

a) Supervision of transfer prices (via
those of reference).
b) Share in or'momopoly of the market-
Cing' to increase the value retained
. in the country and diversify the
- markets (towards the.'non-
" traditional").

a) National integration of mining
project through redeployment of
processing towards the peripheral

country to increase value-added
(industrialization) and returms
(foreign- exchange) and to diversify
 markets;’

b) With the. same aims and according to
" the .local situation and world market
 (in the medium term), selection of
i, forms of co-operation with the TC

and/or other enterprises (incl. the
‘ PEs’'and State enterprises of the
socialist countries.

a) In view of global aims (B.l), maxi-
mization of production and exports
(entry of foreign exchange in
crisis); ’ ’

b) Given the economic and political
cartel conditions-(e.g. OPEC),
regulation of supply in conjunction
with sovermments and enrerprises of

with govermments and enteryg

other E%ﬁwsm,enoanann countries.

To benefit full :mnﬁonmw,wsannmnwob,wd
project (B.IDb)). )

a) Efficient supervision -and ‘fulfil-
_ment of. legal norms and agreenents
with the TC; . o
Combination of global-approach-and’
_centralized management with spe-
cialized skill and responsibility.

b

~

mvncmﬁmsnmmamnamo<mnwwmﬁ ﬂwm:nAno
renegotiate; ) .. :
National jurisdiction (Calvo
doctrine) m:a\on.ﬂmvﬂmwm:nmnwtmm of
both sides with independent . e
presidency.

b

Agreement:s with the
‘participation.

©b)

a) Agreements and plans for training and
promotion between the government and
the TC; : -

b) Contracts of administrationm, advice,
training, etc. between PE and TC. ..

Agreements and plans for local supply.

) Agreements (guarantees) between the TC
and the Govermment (PE). )

b) Direct marketing agreements (short- and
long-term) with governments and/or
enterprises (incl. those of credit .
compensation).

a) Incentives and administrative measures
to inc¢...e the TC to greater processing.

b) Agreements of the PE with the TCs or -
other enterprises (independent of them)
according to A.8 c)-e). . . .

¢) Including leasing of the processing
capacity (toll) in the metal-marketing
country. -

a) Tax incentives (B.4.c)) and agreement
with the TC; -

b) Agreements according to the UNCTAD
Integrated Programme (e.g. tin);

c) Agreements in Producers' Associations.

TC with possible local

a) Legislation, administrative nomms,
agreements with the TC.

b) Organization of the supervisory
machinery. )

‘c) Directors of the PE.

2) Legislation and agreements with the

TC;

Arbitration by organization of
producer countries and independent
experts.

Taking into account also the very
sidn europea en el sector minero

including the value of geologic

interesting exposition by Mr. M.Y. Thompson,
de Amfrica Latina, Meeting in Brussels, Belgium,

al prospection work, preparation of the mine, etc.
e

Director General of Rio Tinto Zine Corporation in Dialogo sobre ia ipver-
7-8 February 1984, IDB, 1984, Washington, U.S.A.
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to one of diversification of creditors with a preference for those with direct
interests in the mining project and including the governments and international
organizations (as for example in the Cuajone agreement in Peru; see Part I.A.3 of
this paper), not only diminishes the individual financial undertaking and external
risk assumed by the transnational corporation but also enables it to "internation=-
alize" the DFI and its own interests by acting in representation of the group of
backers as a whole, This is reflected above all in the guarantees exacted
respecting the total and rapid repayment in real value of the DFI transacted
(including compensation in the event of the nationalization or surrender to the
government of the property).

The interests of the peripheral governments may coincide with those of the
transnational corporation as to the guarantees required to achieve the total
financing of the project, but naturally they try to improve the terms and reduce
the cost of the credits (interests, commissions, payment periods, etc.), partic-
ularly through the great participation of international organizations (such as the
World Bank or the Inter-American Development Bank), to pay the compensation of the
corporation at its '"book" value, supervise the returns of the DFI, etc. In the
case of the establishment of an enterprise or operations in conjunction with the
transnational body, the peripheral government is interested in facilitating its
financial commitment by contributing its mining terrains, postponing the payment
of its quota until the joint investment has produced revenues, etc. The partici-
pation in the financing of the mining project by enterprises interested in
acquiring its future product enables agreements to be reached on credit repayment
against future sales. This procedure can have particular interest for the public
enterprise in enabling it to finance the investment and at the same time ensure
the future market for exports (this often occurs in agreements with the State-owned
enterprises of the socialist countries, but also with Japanese and other firms).

It is understocod that the ownership and control of the enterprise adminis-
tering the mining project is related to the type of investment credit that
originated it. The economic and legal basis of the traditional concession, in
which the operations were financed exclusively by the trénsnational corporation,
consisted in its ownership and control, also exclusive, of the "mining enclave",
over which the peripheral State exercised only a minimal supervision and only in

the more marginal aspects. Faced with ejection and the rise of "economic
/nationalism" in
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nationalism" in the peripheral countries the corporations accepted the renego-
tiation and "modernization" of the traditional concessions (with more redistri-

" bution of income and national integration into the project), safeguarding them=-
selves in their turn against greater economic and political risks by the above«
mentioned internationalization of the DFI. Lastly, the frequent cases of-
nationalization of the transnational subsidiaries and the setting up of public
enterprises led to the sharing of ownership between the two parties in a mixed
enterprise (but with the transnational body still in control), and to multiple
forms of co-operation between them (agreements on exploration services, techno-
logical. transfer, engineering and training, administration of the enterprise and
marketing of its products, etc.).

With reference to our statement in section.a) -above that the process outlined
was not lineal or completed in every case, we must stress the aspect of the
so-called effective control of the mixed enterprise and the publi¢’ enterprise
that contracts the services of the transnational'corporation without the partici-
pation of the latter in ownership: first, in the case of the fixed enterprise-
shared by the transnational corporation and the public ‘enterprise, its control by
the former, assured by*contractsfbf'adminiStration-and!other-servicas, "right of
veto" in the directing agencies of the enterprise, etc.12/ safeguards the
fulfilment of the corporation's main objective of achieving the maximum profit on
the DFI through the exploitation of the mining resource - and efficient and
profitable administration.. Moreover, as has beer seen in the case of Chile and
Jamaica, the other financial backers of the international DFI, especially the banks,
ruoke their credit concessions conditional on managsement by an enterprise of
internationally rocorrized Dzpute.

Naturally the iutorest of the public enterprise of the mining country taking

part in the production or the profits of the mixed erterprise colncides with that

£

(]

the trensnational inccfar as Jts own adiinictretive .l teehnical capacity is
imsufficient to assume mavicement responsililities ou an equal footing with its

trenci:aticnal partner.  TTe adninisteative shorteomiis of the peripheral public
enverprise anall sed in ths Foreooins cliapter sec: to Juwtify tils criterion

in favour of the forcigi manageent of the nined srtweirise. ut the basic

prolle: is different oud of the come noture ow Thes

o Trol the traditicne L

to the "develomment-tipe’ ecoricession, Clearl, tic eritenicon of eificiency and

/profitapility is
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profétability is not&applied}by_esseseing:and supervising the professipnal level .
of_thei@irecfprs of thegmixed_enterprises‘but.rather the decisions on crucial.
asgecte'ef deveiopment,;such as expansion and investment, distribution of profits,
loeel inﬁﬁte, etceg iﬁ ether éords, mainly‘problems_relating to the aforementioned
divergence of'inteiesté;between the“national_integratiqn‘of the mining.project and
the overall etrategy of the trensnational.in its world business transactions. (to
some of which we. shall return in the later sections of this discussion). - -
. Al in all the .experience of "Chlleanlzatlon" and even of the mixed .
engegprlsesn;n ue@elca-dgeS-ppt appear to confirm the opinion of sqme“authqrs 13/
in fhe‘sense;fhaf‘the_effecfiveicontpoltof the mixed enterprise by the trasnational
bo&y creates a situation identical with the modepn‘cqﬁcessiqn or even the ; .
A.traditional, wFipsta,Epe prqeessvgﬁ_apprenﬁicesh;p}endﬁgpqg@sition of experience
| by the nafienel directors in.the mixed enterprise is-much more effective than in
the bureaucratlc sltuatlon of superv1s1on -of .the transnational corporation, This
can. be partlcularly 1mportant er the better understandlng of the costs and.
beneflts, entreppeneurlei ade3901e;,Lectquuaanpnedlctable,:Qf the various
PPOjQQtS,Of.the_entenﬁfiSQAﬁiSeéoﬁd,mthe_"qight.gﬁertQ?‘in the crucial decisions
of fhe'ﬁanagemeﬂt of'the ﬁixeé enferprise should, at least in theory, induce the
partners to look for solutlons of, .mutual beneflt and thelr joint realization (as
happened . up to natlonallzatlon, 1n the mlxed enterprmses of Chlle.through the
joint programme of expan81on of the 1ndustry). Lastly, 1n the opposzte case of
1rreconc11able dlvergence of 1nterest between the local and forelgn partners;,

the mlxed enterprlse loses 1ts raison d'étre and must be replaced by another . form

of relationship (op non—relatlonshlp) between the associates.

Second, es regardsAthe contractual linkages between the public enterprise
and the transnational without any participation of the latter in the ownership
of the mining project, fhis option may coincide with the interests of the trans-
national also, enabling it to "market" its assets, tangible and non-tangible, in
technoiogy and know-how, marketing chamnels, processing capacity, etc., without
committing its own capital and running the respective risks., . There are also
agreements "combined" with the aforesaid option, where the transnational does not
receive a fixed return_buf guarantees of a share in the results of its invested
"service", as for example geological prospecting or administration and marketing

with a share in the revenues or profits of the public company.
/From the
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From the polnt of vnew of the perlpheral countrles, it is ev1dent that there,'
is no optlon or form of llnkage w1th the transnatlonal corporatlon that could be .
con81dered exclu31vely benef1c1al for thelr natlonal development. Success or
failure in thelr selectlon and appllcatlon would always depend on the set of
spec1f1c condltlons of each of the perlpheral countrles. Among these the most
1mportant 1s the polltlcal orlentatlon and w111 of the government and the capacity
to convert 1nst1tutlonal or formal soverelgnty over the mlnlng resource into an
"effective and benef1c1al" control. Obvxously in thlS connectlon the contractual
linkages of FERTIMEY (or of the publlc enterprlses of Bra21l) w1th the transnatlonal
have a different bas1s of support 1n the natlonal technologlcal and administrative
capacity from those of the publlc sector of Jamalca or Bollv1a. On the other hand,
the acknowledged technologlcal capac1ty and efflcacy of CODELCO in Chile could
not by itself alone prevent the turnaround towards the new transnatlonallzatlon of
mining, 1f the economic dlrectlon of the country were to promote the’ total
prlvatlzatlon of the productlve 1ndust“1es. . - _

Flnally, it seems clear also that even 1n the less developed countrles the
1nst1tutlonal control of the publlc sector over the mlnlng and metallurglcal _
1ndustry offers more autom:my 1n the external llnkages than the unllateral selzure
of the tradltlonal or modern conce831on. Thl 1s conflrmed by the cases studled
of Peru Jamalca and BOllVla in relatlon to the commerc1al llnks w1th the non-
tradltlonal markets of the soc1a11st countrles and others of Latln Amerlca,
technologlcal llnks W1th the 1ndependent tranenatlonal flrms, etc.

c) Taxation and redlstrLbutlon of the revenues and proflts of the transnatlonal
corporation (see point 4 of the chart)

As is loglcal the profit motive of the transnational ‘corporation induces
it to try to mlnlmlze taxa1lon by the perlpheral State, taklng particularly into
account the’ economlc and political risk of the DFI and the competltlveness of its
global costs and the prlces of its final products vis-3~vis other transnationals.
This 1nterest takes the form of a demand for ‘low taxation rates, agreed exemptions -
and 1ncent1ves and guarantees of the long-term stability of the taxation system,
maximum deductions from the taxable amount by reason of the rapid amortization of
the DFI in the initial period of its recovery, on the grounds of depletion of
the mineral reserves and its "marginal"'character,;etc. The marketing of the
mineral within the transnatlonal network itself (1ntra-f1rm trade) enables it also

/LO avoid
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to avoid local taxation in the. peripheral country, including the discounts for
mineral processing ("maquila" charges), and thus to shift the receipt of profits
from the peripheral country to its own country of origin (seeithe Toquepala and. . ..
Cuajone concessions in Peru, analysed in Part I.A.2 and 3 earlier in this study).
Lastly, the demand for equal or-'"national' treatment of the DFI implies the -
right to incorporate itself, according to the convenience of the transnational, ..
into the legal tax régime in force in the host country and applied to. the public. .
enterprise and/or small and medium-scale miners, thus avoiding double taxation . . -
(local and in the country of origin).. : o _ |

" In contrast, the. general interest of the peripheral mining country consists .

in. maximizing the value retained:in the. country of the transnational exports via.

taxation, particularly in.countries where this represents a large portion of the

government's budget. : This general interest is combined with other. specific .
interests which give rise to special agreements with-the transnational in regard -
to determined incentives and tax advantages.. Thus the concern: to-attract the
DFI gives rise to the recognition of the need for tax advantages during the first
and risky -period of ‘recovery of invested capitals; similarly,vthe-governments of
the mining countries fréquently acknowledge the desirability of.sharing, by way

of tax concessions, the increased cost to.'the transnational corporation of the ..
greater national integration of the mining project and especially of its expansion
through reinvestment and a greater degree -of mineral processing, etc. In the
same way, the governments share the concern‘of-the.trahsnationalnto,avoid double

taxatlon, as. for example. “in . -the arrangement of the government of Jamalce w1th the

transnationals of the United States on the form ‘of payment ‘of the charges on
productlon (see Part I.C.u “above). ' ' RN

Contrary reactions are provoked bv“ebuéeS'ih the handling of the transfer
prices by the transnatiofial and its“"widdfeil‘brofitS"'remitted unilaterally to
its oountry of origio”h”Theée have resulted in new'forms of taxation-of the

revenues and proflts of the transnational corporatlon, as for- example the

productlon charge in Jamalca, t1ed to the price of the final product of aluminium’: -

quoted 1n the world markets, or the progress1ve ‘tax on transnational profits over
and above the "normal" established margin, introduced in Chile after-the creation
of the mixed enterprlses and later, in Indonesia and Papua New Guinea, With the

establlshment of mixed enterprises the- government ‘'obtains an’ additional rlght to -
dividend revenue, naturally on the condition that the joint investment is

profitable. /Similarly, as
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Similarly, as in the forms of linkage between the transnational corporation
and the pub;ic sector of the mining country, it is difficult if not impossible to .
indicate which of the many forms of taxation and incentives is the most effective .
in increasing the budgetary revenue of the government and at the same time
complying with itsAother7interests;and:goals of_develqpmeht of the industry. On
the one hand, it seems_certain that in most cases (not only in Latin America) the
new modes of taxation in the 1970s resulted in a considerable increase in govern-
ment income companed,with_the meagre benefits of the traditional concession. This
leads some critics of the inetitutipn.of public enterprises (in which the benefits
are evidently not confined to the accountable and conjunctural profitability) to
propose the State,selution as against the "more advantageous" alternative of the
redistribution of the transnational income via taxation. On the gther,hand, the
changes in production costs, especially of energy, and.the lack of common action
with other mining countries may impede, particularly in the crisis period, the
transfer of the tax cost to the metal consumers and lead to the gradual
disassociation of the transnational company from the less comparative mining : .
country. This happened in the case, analysed above, of the production charge on
bauxite in Jamaica, where, in the recent renegotiation with the transnationals, . .,
the Government did actually attempt to reverse its supervisory role byvapplying
strong 1ncent1ves to increase production. .

d) Local factors: employment,. inputs, 1nfrastructure and environment (see
points 5, 6 and 10 of the chart)

The cases studied 1nd1cate that in the modern concession the transnatlonal
corporatlons generally recognlze ‘and accept the requlrements of greater national
1ntegrat10n in the mining project through an increase in local employment wages
and social beneflts, training and promotlon of national dlrectlng boards, use of
local inputs and services, establlshment of the necessary 1nfrastructure for the
functioning of the mining project (inecluding social) and protection. of the .
environment according to the natlonal:op.even international norms ——lneludlng .
the respective disbursemente in the costs of the DFI and overheads. The problems
and divergencies that can.ariseAare mainly connected with the control of the
enterprise (discussed in section b) above) and with the competitiveness of local

inputs and services.

/As regards
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' As regards control 1t is understandable that the transnational corporatlon
undertakes the tralnlng and promotlon of natlonal techn1c1ans and admlnlstrators '”
not only to 1ncrease their profe331onal Sklll and efflcacy but also with a B
"paternallstlc" objectlve, that 1s, to ensure thelr uncondltlonal loyalty to the”
1nterests of the firm, ‘This problem‘of "double loyalty" or "transnatlonallzatlon :
of the local boards" can become all “the more acute w1th the creatlon of mixed
enterprlses where the publlc sector may be represented by polltlcal personages
(counselled by technlclans) but w1ll also seek to occupy 1mportant profess1onal o
posts in the mlxed enterprlse. Wlthout underestlmatlng moral and patrlotlc o
motlvatlons, 1t must be recognlzed that the transnatlonal body possesses powerful
incentives for w1nn1ng the loyalty of 1ts local employees (relatlvely hlgh salarles,
addltlonal and speclal beneflts the pos31b111ty of transfer abroad, etc., there"
was the case, for example, of the strlke of hlgh-ranklng personnel in CODELCO,
Chile, because of the abOlltlon of payment in dollars, prev1ously conceded by the'
transnatlonals of the Unlted States) ' In ‘the market economles the transnatlonal
firm has probably no optlon but to offer 1ts hlgh-level spec1allsts materlal o
condltlons on a par w1th those of the world labour market and in partlcular "
definite prospects of a profeSSJOnal career.'” ' - ‘ '

Respectlng the crlterlon of prlce and quallty of local 1nputs in 1nterna-i
tionally competltlve condltlons (expressed for example 1n the Cuajone conces31on ”
1n Peru in a max1mum'margin of '30% over’the éTF'prlce), It must: be borne in mlnd
that transnationals (and not only these) have-.an "import blas" which can be ..
overcome by plans and agreements for local supplies, with possible technlcal L
assistance for the local firms by the foreign corporation.. Naturally, arrangements.
of this kind are even more important in mixed enterprises.

e)  Forward linkages .of the mining project: "marketlng, proce531ng and
technologlcal transfer“

Both 1n the tradltlonal concess1on and 1n the modern, the transnatlonal
corporatlon retalns full control (free dlspos1tlon) of the marketlng of the

products of the mlnlng pro:ect. This enables 1t to supply 1ts own mineral _
proces31ng plants (81tuated malnlv in 1ts countrj of orlgln or other 1ndustr1allzed
countr1es), or to sell ‘more profltably to other customers. As stated in the '
previous section, the primary aim of supplying its own plants enables the trans-

national ‘to control the transfer prices, especially in the marketing of minerals
/(including
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(including the discounts ("maquilas") for their processing). where ‘there are no
world market prices. The undervaluation of the mineral prices as calculated by
the subsidiary -(in conjunction with the overvaluation of the import. prices of
machinery, equipment, inputs and services), enable. it to reduce the amount
covered by local taxation. . Lastly, within the.new forms of co-operation with the
mixed enterprise or independent public enterprise, the transnational is interested
in providing,. along with the services of administration:as such, those of marketing
also, making use of its wide experience, contacts with networks of intermediaries
&nd related firms, position in the trade markets, etc., If the public enterprise
haz not yet managed to competein the.world markets by establishing a like capacity
fer trading it is evident that it remains dependent, in greater or lesser degree,
on the transnational company. - °

For this:reason- the public .sector of the mining country is. deeply interested
not only in supervising the transfer prices:in the intra-firm trade, along with
the prices .and other. conditions of sales contracts vis-d-vis the transnational.
customers (which has its limits and problems, as was: seen.in the case of MINPECO
in Peru), but mainly in establishing its own marketing capacity.: The experiences
analysed of CODELCO, MINPECO, ENAF and the public sector -in Jamaica showed, not
only in the direct sales to consumer firms (both :in the new Latin American and
socialist markets and in the traditional) but also in the "traditional" marketing,
that this is a long and difficult road, yet crucially important for the afore-
mentioned "effective and béneficial sovereignty',- - of course the initiatdﬁes taken
by UNCTAD, in particular,i/ to establish joint market ing enterprises among the
mining countrles of the perlphery mlght open new prospects in thls fleld.“

In the proce831ng of minerals, the tradltlonal interest of the transnatlonal
firm was to shift the plants in its own country to other metal-market countries so
as to minimize the costs (1nclud1ng those deriving from tariffs and other protec-.
tive measures); to market flex1bly and profltably both the concentrated and
processed mlnerals (taking advantage of procedures such as "tolls" 4"swaps" etc.)
and flnally to avo;d the. polltlcal rlsks in the developzng countries. Undoubtedly
these same mottves also influence the transnatlonal 1n the cases of redeployment
of mineral processing towards the perlpheral countrles, which 1s reflected in
their evident preference for the relatlvely 1ndustr1allzed countrles ‘with large
metal markets and those which offer con51derable comparat ive advantages in

/proce831ng costs
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process;gg costs (especially energy costs but also. those of qualified personnel,
tax advanteges, etc')°¢5iheh9§$35=Studied in this paper and the Latin Americap:
experiehee in general reflect these. trends.. They also. show that in the mixed: -
enterprlses the transnatlonal corporatlon wishes to maintain control over the
transferred technologles, particularly at this stage of increased sophistication
(note the condltlons .imposed on the pOSSlble expansion of the productive capacity -
of alumlna 1n the mlxed enterprlses of Jamaica). .At-the same time, the relative -
dlver81f1cat10n of the technology market in thls .sector, :with many independent .
fleS, conduces the transnatlonal ‘also .to compete :in this:field and offers the
“public enterprlse the ;Sales and services referred to.in the first section of this:
‘chapter. . . , o sl - . :
It has also been demonstrated that, desplte the Jprogress . made by the pubkie-
enterprlses 1n the redeployment of mineral processing towards the mining countries
and the resultlng advance in industrialization, -increase.in the value of exports
reta;qed;;qﬂtheﬁepuntryLendWlmpreved,market;ng capacity, there still remain ‘in
many eeses,prob;ems_Qf}eeete;and.prqfitabilityiQe,g,, the State. refinery of: Llo

in ?erg,;ENAF_in Bq%dvie, etcs). This postulates the alternative, particularly
valid;ih.thergreseqtgecoqpmie.crisiﬁ;3Qf.elsouutilizing the services offered by.
the tradeﬁatierai to. the public enterprdseein-respect of the hiring . of its ;. . ..o
proce331ng capac1ty (toll). S ';, R L RO S O N ST

f) _Final note.\effects of the present economic crisis- and. the. prospect of:a
greater balance of Jnterests between the transnat;onals and the Latln -
- American countries e e ‘ e

The world-economic crisis and particularly the sharp decline in the demand
and prices. for. primary export.préducts and the unprecedentéd indebtedness of ‘the
Latin American countries have' obvious negative effects on ‘their bargaining
capacity vis-a=vis the transnational énterprises; The governments of the region,
in urgent need of'new*capitalﬂforﬁthévreactivétibﬁ5df‘theirfeéOnemies;:Seek"to open
up to foreign capital by unilaterally waiving the forier rules of the’ game for the
transnational .énterprisés and vetreating ‘from their 6rigindl-objectived -in the
context of the.international code negotidted lengthily and 4ssiduolisly in the’
Assembly of ‘the United Nations: -In their turn, the transnationals tend to
mitigate the effects of thHe crisis by transferring their “éapital to the relatively
more lucrative aﬁdilessﬁriskyfmerkets.éndfsecfdrs“andfréstriétihg‘tﬁe benefits
acquired by the peripheral ‘countries in previous renegotiations., Obviously this

e S /situation could
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situation could lead to a "war of incentives" betwgen the_mining countries of the
region ipathg”race to attract foreign:capital: fﬁ;éth%j§amg fime..the above-
menfi@péd‘ékbéfiencé:éhows ihat”hniiéﬁéiél“%ﬁd é3qéé§i§e_advantag¢é‘qan be damaging
.nbt ohl&“%o'fhe;mining.countrieé bﬁt éisé;:in the«loﬁger term, to the transnationals
alsb.'!ihe'fact:théi'ﬁahy miniﬂéépoﬁntéﬁeéfofffﬁg fégionlfouhd théhselVéS obliged
to take up'théwchallénées‘of.hining and metallurgical:development through their
own pub;ic.entgpbiisgéfandwﬁixed énférﬁ?ises Eﬁtébpjghétién with the trénSnatipnals,
particularly in the present crisis created at the same ‘time bases for a more
meture.and: balaoed utual ‘relation, “Auong many other Factofs, this calls for a
RTINS : T TR TR T R R T Cde of

better mytual undevstanding of the.various divergent interésts and
solution-advantageout” to both: parties.. RO AL SR
i BLET LT o omp T SR 3 ’

. [T6:-Fhisiend, it would e USEful to. consider the: creation of. fora of ' .
information, study and discussion where representatives and tebﬁhiciéhs of both

sides, with the support of international agencies, might try to devise the

;;ai%éﬁﬁa#iyg-séiﬁtions,thdiyérgéégges.iﬁ;igégﬁu;ﬁal”i&gkagééfbégwéép.phe;public
:the: transnationalieorporations.; (n i T UL U 0T
Notes

1/ See, for example, R. Prebisch, Capitalismo periférico, crisis y
transformacidn, Fondo de Cultura Econdmica, Mexico, 19813 A. Pinto, Inflacién,
raices estructurales, ensayos, Fondo de Cultura Econdmica, Mexico, 1973 and
A, Pinto and J. Kfiakal, Am&rica Latina y el cambio en la economia mundial, IEP,
Lima, 1973, .

2/ See A. Sutulov, Nuestra mineria, Special report, Progress, November 1983,

3/ see R, Bajraj, R. Franco, E. Palma, A. Leén and J. Ahumada, "Estilos de
planificacitn y sistemas de empresas plblicas en Am&rica Latina", Estudios Sociales
No. 38, Corporacién de Promocién Universitaria, Santiago, 1983.

4/ The authors quoted above distinguish two styles in the mixed economies of
the region: the "reformed market", through the implementation of projects and
programmes, and the "directed market", with the deliberate and systematic
intervention of the State in the economy and the society, but for obvious reasons
they confine themselves to giving examples only of the various national policies,

5/ Also in other smaller countries such as Panama, with its new and ambitious
Cerro Colorado copper project.,

6/ Respecting the Latin American debate, see the study cited in note 3 and
also, in the same issue of Estudios Sociales, articles by F. Resende on the case
of Brazil, by E. Boeninger and E. Palma on that of Chile and by A. Solari and

R. Franco on Uruguay. These writers also comment on the "Informe Nora" on
transnationals in the industrialized countries. As regards the socialist countries
there is a large literature on the economic reforms in Czechoslovakia (1968),
Hungary and Poland.




- 150 ~

7/ See again notes 3 and U,

8/ See the study by F. Resende cited in note 6.

9/ See Mineria y. desarrollo, Vol. I, No. 2, CESCO, Santiago, Chile,
Septembe“ 1984, The same issue of this report comments on the decision of the
‘new government economic team to invest in CODELCO, within the three-year plan for
1984-1986, some US$ 1.4 billion, which contrasts with the former neoliberal pOlle
of giving almost exclusive preference to the investments of the transnationals.

10/ The study’'of this topic was not included in the cited interregional
project of ECLAC on the transnationals in the prlmary export products. ’

11/ There is a large literature on the various technical and legal aspects of
the types of linkage with the transnationals. See, for example, United Nations,
Centre on Transnational Corporations, Main features and trends in petroleum and
m1n1ng agreements, ST/CTC/29 New York, 1983; Samuel K.B. Asante S., Reestructu-~
racidn de los acuerdos mineros transnaclonales, ECLA, E/CEPAL/SEM.3/L.2, 1982;

S. Zorn, Mining agreements. Service contracts and joint vénture arrangements for
State enterprises in developing countries; U.N. CTC, 1981; T..Walde, "Third worid
mineral development: Current issues", The Columbia Journal of World Business,
Vol, XIX, No. 1, 1984 and various: other studies by :the same’ author published by
the United Natlons. o

“. 12/ See S, Asante, op. cit,

13/ Ibld. A ‘ : :
14/ See, for example, UNCTAD Regimenes juridlcos para la creacifn de empresas

multinacicnales entre paisés en desarrollo, TD/B/C.7/30, 1979, and Profile on the
- possibility of a multinational ore marketing enterprise: The case of Latin America,
May 1983,

/Annex
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Annex
ECLAC ‘STUDIES ON TNCs IN THE MINING INDUSTRIES OF LATIN AMERICA ﬁ/

i. The Development of the Copper Industry and Transnational Corporations: The
Chilean Experience (E/CEPAL/R.239),

2, Policies and Negotiation with Transnational Corporations in the Copper
Industry in Peru (E/CEPAL/R.270, il January 1982).

3. Links of the Transnational Corporations with the Tin Industry in Bolivia
(E/CEPAL/R.249, 1% January 1982),

4, Policies and Negotiations with Transnational Corporations in the Bauxite
Industry of Jamaica (E/CEPAL/R.236, 28 July 1982),

5, Govermmental Policies Related with TNCs in the Tin Industry of Bolivia
and Southeast Asia (summary for U,N. CTC, 1983),

6. Processing of Phosphates in Mexico: Case of Self-sustained Development,
ECLA, 1983,

%/ Pr03ect RLA/80/016 "Strengthening the Bargaining Power of Host
Governments in their Dealings with Transnational Corporations Engaged in the
Export of Primery Commodities" and the joint ECLAC/UNCTAD exercise on the
processing of primary commodities. The papers had been prepared in the Joint
ECLAC/CTC Unit on TNCs by the author of this study (Nos. 3, 4, 5 and 6) and the
consultants Messrs. J.E. Herrera and C. Vignolo (the case of Chile) and F. Sanches
Albavera (the case of Peru).
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