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Introduction

In their desire to take better advantage of their non-renewable natural
resources, the govermments of Latin America have made substantial éhanges in .
the productive structure of the mining industry by exténding State participation
in mining activities, pursuing active policies and negotiating with the
transnational corporations that had traditionally monopolized the sector.

In the absence of a domestic private sector having the necessary
finaneial, technological and administrative capebilities, the State has been
obliged, in some countries, to assume entrepreneufial functions and to set up
public enterprises for the exploitation, processing and marketing of minerals.,
These significant changes in Latin American mining were not suffiéient, however,
to overcome its dependency on foreign capital and the transnational borporations
continued to maintain their supremacy, particularly in the areas of technology
and marketing on the world markets, ”.

Nevertheless, this situation changed theAbafgaining positions of both
sides and, as a result, brought about ney types of relationships and contracts
with the foreign corporations, thus making it possible for sdme éountries in
the region to gain considerable experience in_pblicy design and implementation
and in negotiations regarding specific‘prgbleﬁs,

Through its Joint Unit with the United Nations Centre on Transnational
Corporations,- CEPAL has been. concerned with this.subﬁect over. the last few years.
Along with the Regional Commissions for Africa ané for Asia and the Pacific, as
well as the United Nations Centre on Transnational Corp§rations (CTC), it has
developed an interregional project .on bargaining power and distributien of
gains among developing;countries and transnational corporafions in export-
oriented primary commodities. ) ‘-

Under this project, studies are being made of seven commodities in the
different countries of the region (bauxite in Jamaica, copper in Chile and Peru,
tin in Bolivia; cotton in Mexico, bananas in Honduras and Panama, coffee in
Colombia and sugar cane in Brazil), applying a common methodology in order to

carry out integfated ééctorél,éfﬁﬁies that ‘will summarize the complex and

.

multifaceted égperiences of the countries that produce export commodities in

B YA . i N H .. '
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the three developing regioms.l/ In addition, at each of its last three
regular sessions (1975, 1977 and 1979), CEPAL approved a resolution on
co-operation among -developing countries and among developing regions of
different geographical areas,2/ '

The purpose.of this paper is to examine and evaluate the 1links between
the transnational corporations and the tin industry of Bolivia since its
nationalization in 1952 and the creation that year of the public enterprise
Corporacitn Minera de Bolivia (‘COMIBOL) and, particularly, during the 1970s
when the Empresa Nacional de Fundiciones (ENAF) béegan processing all the tin
ore produced in. the country. '

The: first part of the study deals with selected aspects of the
international-tin industry and particularly of the bargaining power of the
transnational :corporations-and of the govermments of developing countries
during the successive stages of extrvaction, sfielting and marketine of tin,

The second part contains an analysis of the bargaining capacity of Bolivia after
nationalization-of the large mines in 1952, establishing a difference between
‘the 1950s-and 1960g, when Bolivian mining still relied -on the transnational
corporations for the smelting and-marketing of tin (chapters 1-3), and the
1970s, when ENAF gradually strengthened its position in the production of tin
metal and its marketing on the world markets, causing negative reactions on the
part of the transnational corpérations (chapters 4-6). Finally, some ideas
regarding the limits and possibilities for “industrialization based on tin “‘are
discussed and an attempt is made to draw conclusicns from the Bolivian
experience (chapteérs 7 and 8).

This paper, particularly the first part, is based on a“study made by the
Unit consultant, Roberto Arce, on a report by the Economist Intelligence Unit
prepared at the request of CEPAL, on a synthesis made by Mr. B, Widyono (at
the time a staff member of the CEPAL/CTC Joint Unit) and, finally, on the

1/ For more detail, see UNDP, Proyecto de 103 Gobiernos de Bolivia,
Brazil, Colombia, Chile, hcnduras Jamzica, México, Panami and Per scbre el
"Fortalecimiento del noﬂer de nepocxac16n de los Cohiernos !ufspedes en sus
tratos con las empresas transnacionales dedlcauns a la exportaciln de productos
bisicos" (RLA/BO/016/A/01/02), “Transnational Cornorations in Export Oriented
Primary Commodities: A General Conceptual Framework for Case Studies" (CTC/
ESCAP/PEC/1) and "Report of the Interresional Fxpert Croup leeting on
Transnationa) Corporations in Primary Export Commodities', Rangkock, 8-15 October
1379 {CTC/ESCAP/PEC/2).

2/ See CEPAL resolutions 363 (XVII), adopted at Guatemala, and 387 (XVIII),
adopted at La Paz.

/paper presented



paper presented by the Unit to tﬂe Meeting of the Interregional Expert Group
on Transnational Enterpr;ses in Export Commodltles (Bangkok, 8-13 October
1979).3/ '

The author of this study, Jan Kfiakal, is a regional expert of the CEPAL/
CTC Joint Unit., When carrying out its research in Bolivia, the Unit received
the valuable co-operation of the Covernment agencies responsible for the mining-
metallurgical sector, the Mlnlstry of Mines and Hetallurgy, COMIBOL, EMAF, H! and
the Asociacién Nacional de Mineros Medianos., The study was discussed and
revised within the CEPAL/CTC Joint Unit, in co-operation with the CEPAL Division
of Fatural Resources, and presented to the seminar on Alternative Approaches
to Negotiating with Foreign Investors and Transnational Corporations in the
Copper and Tin Industfy, organized by CEPAL in Santiago, Chile, 9-12 December
1981, with the participation ef”high levei officials of the public and private
sectors and representatlves of forelgn enterprlses from Bolivia, Braz1l Chlle
and Peru, '

Despite the hetefOQEneohs'situations and experiences of the four countries
and the differeﬁf intereats involved, various common positions were identified
with regard to the 1mportance of mining for the future ecoriomic development
of the reglon and a need to count on the contrlbutlons of the technology, capital
" and admlnlstratlve and commerc1al management of the transnational c0rporatlons.
' In this framework, there are four critical areas: '

(a) Focus of mining policies and negotiating with transnational
corporations in the framework of global socio-economic development strategies
and plans and the use of adequate planning and information to assess the
alternatives of mining and metallurgical expansion and the respective ways and

means of interpational marketing and financing.

3/ See Roberto Arce, Influencia de las empresas transnaclonales en la
mineria del estafio; el caso de Bolivia, Vorking Paper No. 4, CEPAL/CTC Joint
Unit, July 1977; 7The Economist Inteiligence Unit, "A selective assessment of
the world tin market", London, January 1977 and B. Widyono, Case Study No, 1:
The Tin Industry in Bolivia, CEPAL/CTC Joint Unit, Yorking Paper No. 6, August
1977; and Transnational Corporations Linkages with the Tin Industry in Bolivia,
CEPAL, Limited (E/CEPAL/L.202, August 1979),

4/ See, for example, A, Vrsalovic, Commercial Manager of ENAF, Tini
Bolivian Experience in Smelting and Marketing, a2 paper presented to the
aforementioned meeting of experts in Bangkok.
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() Strengthening of the existing public sectoy as a conductor and
superv1sor of negotlatlons W1th Foreign 1nvestors. _

(c) Wew technological, commercial, admlnlstratlve financial and
patrimonial relations between the public sector and transnatlonal corporations
andforeigninvestors, and policies and agreements 1eading to mutual benefits,
clarity and stability in-the rnles'ef the game between both parties. .

(a) Horlzontal co-operatlon among the mlnlng countries of the region

“and espe01ally in the systematlc exchange of 1mportant information and common
positions with respect to forelgn consumer and 1nvestor countrles.

) On thls last 901nt the suggestlon was made to organlne a data bank for
the mining countries of the reglon on 1mportant areas of bargalnlng alternatlves
wzth transnatlonal corporatlons and forelgn 1nvestors (for example, investment
agreements marketlng systems and dlscounts on metal reflnlng / maqullas“/
.characterlstlcs of the transnatlonal mlnlng corporations, taxatlon and

incentives. natlonal mlnlng codes‘ ete.). In addition, it was requested'that

. speclallzed workshop should be organxzed for the negotlators of the mining

~countries of the reglon. ‘The Secretarlat of the Economle Comm1551on for Latin
Amerlca and the Centre for Transnatlonal Corporatlons of the United Natlons '
will con31der these 1n1t1at1ves in thelr programmes of work. Flnally, another
semlnar of thls type w1ll be orqanlzed durlng the flPSt half of 1982 1n ‘La Paz,
.B011V1a, at the request of the Nlnlstry of Mlnes and Hetallurgy of that country.

[
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Part One-
THE INTERNATIONAL TIN INDUSTRY

1, Characteristics of the product

(a) Tin vesources

Tin mines of commercial value are confined to a few areas in the world:
Southeast Asia (Malaysia, Indonesia, Thailand, People's Republic of China, Biurma),
the Bolivian Andes, some regions of Africa (Nigeria, Zeaire), Australia, and,
recently, Rondonia. in Brazil. . _ :

By comparisen with other basic metals; tin'has a low productiop level and
a high price. . In 1973, the worid’consuméd B4 times more‘aluminiﬁm, 41l times
more gopper, 21 times more 21nc and 18 tlmes more lead. On average, one ton of
tin costs 3, 6, 9 and 12 tlmes more than one ton of copper, zinc, alumlnlum and
lead respectlvely. . o

- The rate of growth of tln comsumptlon and productlon is lower than that of
other metals. For the last 18 years average annual cumulatlve growth was:
tin, 1,7%; lead,. 3,5% and copper, 4,3%. |

The main reason for the relatlvely slow growth of tin consumptlon is the
limited number of tin mines 1n the world, whlch 1ncreases 1ts price; thus, the
use of tin in manufacturing is mlnlmal and substltutes are usually used
(aluminium, chromlum and plastlc). )

Up to the 1870s, the main producer of tln 1n the World 31nce the Roman
Empire was England, with its now depleted tin mines in Corwall. From 1890
onwards , Southeast A51a,,par;1cularly Ma%ay51a and Indonesia, were the foremost
producers of this metal; Bélivia only bégan-to be-important as a produger early

in this century. | . .

Most of the productlon in Southeast Asia is. obtalned from alluvial t1n
which is mainly mined by means of modern dredglng technlques or hydraulic methods
{monitors for extractlon and lanchutes. for concentration of the tln) In Bolivia,
however, the mines are 1ocated in 1nhospltable reglons of the Andes mountain
Arange, at altitudes of &ver 3 000 metres. Cqstly‘tunnels must be drlllgd for .
the extraction of the ore.,, For example, in the Siglo XX mine,;there are over

200 km of underground tunnels and the ore is extracted with electrical machinery.

/Moreover, the



Moreover, the tin obtained from these veins contains a large amount of impurities.
The concentration process is much more expensive than that of alluvial tin and
requires heavy investments in concentration plaﬁfs. Desﬁite the progress of
technology, for every ton of tin concentrate produced, nearly another ton is lost
in the form of residues (Eﬁiéi) that remain in the concentration plants.5/ For
these reasons, Bolivia is a country where production costs are high in comparison
with the countries where alluvial tin is mined.
(b) Tin consumption - L

Tinplating and soldering are the more important applications for tin metal

and account for 47% and 23% of all tin consumed in developed countries. The

slow increase in tin consumption may be, due in part to the fact that tin-free
steel, gluminiumfand plastic have to a.large extent replaced tinplating in the
produgtion-of cans, 1In the second place, advances in the technology of tin
production brought about as a result of heavy investments in research and
development have reduced the amount of tin réquired for tinplating, The major
tin can manufacturers.have not integrated backwards as the aluminium and copper
companies have. ,Consequently, meanwhile the aluminium companies are continually
advancing the uses of aluminium, the tin can companies-have no direct stake in
tin production; this probably reflects their concern over the sensitiveness
.of supplies.6/. o ,

As,far,aé the .other -uses of -the metal are concerned, the demand for tin
for soldering has grown quite slowly, while the uses of tin in brass and bronze
have declined in absolute terms: The fastest rising component of demand for tin

is for industrial chemicals. But only a small share (less than 10%)} of total

5/ Begannlng in. 1980 a.new smelter had been installed for vthe treatmeént
of low-grade tin {see Part Two, section 3). g

6/ Major tin can producers ranked by capacity are: (1) Ame¥ican Can o
(United States); (2) Continental Can (United States); (3) Metal Box (United
Kingdom); (4) Toyo Seikan (Japan); (5) National Can (United States);
(6) Campbell's (United States); (7) Schmallach (Federal Republic of Germany)
- (8), Thomassen-Origzer-Verblisa (Netherlands); (9) Carnaud (France). The last’
three are sub51d1ar1es of American Can or Metzl Box. Major tinplate producers
ranked by production are: (1)7U.S. Steel (United States); (2) British Steel |
(United Kingdom); (3) National Bteel (United States); (M) Bethlehem Steel
{United States); (5) Nippon Steel {Japan); (6) Rasselstem A.G. (Federal Republic
of Germany)$j (7) Soc. Lorraine de Laminage Continu (France). (Source: Economist
Intelligence Unit,.Report to CEPAL on "A Selective Assessment of the World Tin
Market", January 1977, unpublished.)
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consumption is used for this purpose. The aforementioned circumstances are
reflected in a low income elasticity of demand for tin in industrialized
countries, Estimates are that it is between 0.1 and 0.3. The increase in world
demand for tin has been projected at only 1.5% per year between 1972-1974 and
1985,7/

As is the case with most primary commodities, particularly minerals and
fuels, the major consumers of tin are the developed countries, whereas the
producers are the developing ones. Tin is in fact an extreme example of this
general pattern in that all the main exporters are developing countries
~concentrated in this case in Southeast Asia and Bolivia, with other large
producers in Africa (Zaire and Nigeria)., Brazil is also a potentially large
producer, These countries all together account for only 3% of world consumption.
Only Australia and the socialist countries are both major producers and major
consumers. The bulk of tin metal produced is consumed by the United States,
Western Europe and Japan (see table 1).

Taking the developing countries as a whole, their combined production of
primary tin in 1977 was 170 600 tons, or 76% of total world production, as
compared with 15 160 tons or 7% for the developed market economy countries and
38 900 tons or 17% for the centrally planned economy countries. In 1973-1875,
consumption of tin metal was distributed as follows: developed countries,

143 800 tons, or 68% of world production; developing countries, 15 200 tons or
7%3 and centrally plarmmed economy countries, 52 000 tons or 24% (see tables
1 and 2),

2., Tin mining and reserves

As was mentioned above, the production of primary tin is concentrated in
the developing countries of Asia, Latin America and Africa. During the period
between the beginning of the 1950s and the second half of the 1970s, the
participation of Asia in world production of primary tin declined from 58% to
52% and African productiocn declined from 13% to 6%. Asia nevertheless retained
its position as the main producing region. During the same three decades,

Australia increased its share from 1% to 4% and the socialist countries,

7/ International Bank for Reconstruction and Development, Price Prospects
for Major Primary Commodities, Report No. 814/77, June 1977.
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Table 1

WORLD PRODUCTION OF TIN CONCENTRATES AND TIN METAL AND CONSUMPTION OF TIN METAL

(Averages 1973-1975)

Production Production Consumption
of tin in of of
concentrates tin metal tin metal
Thou- Percent- Thou- Percent- Thou- Percent-
sands age of sands age of sands age of
of world of world of world
tons total - tons total tons total
Major producers of tin in
concentrates o
Australia ] . 10.3 4.8 6.8 2.0 43 1.8
Bolivia 8.5 1%.2 7.1 2.1 - -
China, People’s Republic S L 22,9 10.6 22.9 10.1 14,0 . 5.8
Indonesin ‘ - 2h.0 11.2 15.8 6.9 [ 0.2
Malaysia " 68.3 3.7 83.3 3.6 - -
‘MNigeria : ’ . 5.3 2.5 Suli - 2.4 - -
Thailand ] 19.2 8.9 19.8 8.7 - -
Zaire b8 2.2 0.7 0.3 - -
Major tin consumers
France ' ' - - - - 11.0 4.6
Germany . - - - - - T 15.2 6.3
Ttaly - - - - 8.6 3.6
Japan 0.7 0.3 1.3 0.6 33.5 13.9
United Kingdom 3 - i 3.6 1.7 18.4 B.1 16.5 6.8
United States of Ameriea . - - 6.8 3.0 S56.7 23.5
Soviet Union o ’ 13.7 6ol 140 6.2 19.3 8.0
Other market economies - : 13.0 6.0 23.6 10.4 ‘h4,9 18.6
Other, socialist cotntries - -} 0.5 1.3 0.6 16.7 6.9
Yorld total 215.4 100.0 227.2 100.0 241.1 100.0

Sources World Metal Statistics, May 1977.
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Table 2

(mousands of tons, percentage of world total and accumulated average annual rate of gmvth)

1950
Percentsge share
120
Percentage share

Growth rate, 1950-1960

1970

Percentage share

Growth rate, 1960-1970

1975

Percentage share

Growth rate, 1950~1975

1977
Percentage share

Growth rate, 1970-1977

‘ . . . "
Africs Asia Australn.z Western Lat::.n E of orld
and Oceanin Europe America total

23.3 103.5 1.9 2.7 33.1 12.4 176.9
13.2 58.5 1.1 1.5 18.7 7.0 100.0
20,7 90.h 2.2 2.2 22.1 3.2 168.8
12,3 . 5345 1.3 1.3 13.1 18.5 100.0
—] -? -1. 3 1-5 -2-0; -5.0 9-? "0.5
19.6 116.5 8.8 2,8 6.4 33 217.2
9.0 S3.6 b 1.3 '16.8 15.2 100.0
~0.5 5.6 14.9 2.4 5.1 0.6 2.6
1427 113.8 9.6 b5 38,5 8.6 219,7
6.7 51 .8 h.h 2.0 17.5 17.6 100.0
s 0.4 6.7 2.1 0.6 b 0.9
12.9 17.7 10.0 5.1 50.0 8.9 20h.6
5.7 52,4 b.5 2.3 17.8 17.3 100.0
~5aB 0.1 1.8 8.9 1ok 2.3 - 0.5

Sourcer Metal Statistics. 19%0-1959, 1957-1966, 1965-1975, Metallgesellschaft,A.G., Frankfurt em Main.

&/ Contrally planned economies {particulary People's Republic of China and Soviet Union).
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prrticularly the Soviet Union and the People's Republic of China, more than
doubled their share (from 7% to 17%). During the 1960s and the 1970s, Latin
America recovered its production losses with respect to the 1950s, and in 1977,
when it produced 18% of the world total, it was the second most important tin-
producing zone in the world (see table 2}, In 1877, Bolivia's share was
81% and Brazil's share was 16% of total Latin American production (see table 3).
With regard to the distribution of world reserves of tin, Indonesia has
24%; the People's Republic of China, 15%; Thailand, 12%; Bolivia, 10%; Malaysia,
8%; and. the Soviet Union and Brazil, 6% each (see table u4), The difference in
ranking between reserves and current annual production is explained by the |
different rates of exploitation of reserves which are sbove the world average
of 2.3% in the cases of Malaysia (7.9%), the Soviet Union (4.8%), Australia
(3.1%) and Bolivia (2.8%). The relatively high rates of reserve exploitation
also illustrate the above stated scarcity of world tin resources: the producing
countries will exhaust their reserves within a pericd of 13 to 36 years unless

new deposits are discovered for future exploitation.8/

3. BSovereignty of the developing countries over their tin resources

In the tin industry, ownerchip and control over resources and production
are increasingly being transferred to the governments of developing countries.
The nationalization of the mines in Bolivia in 1952 9/ was accompanied or
actually preceded by similar events in virtually all the other major producer
countries. _

Indeed, pricr to the nationalization of the Bolivian mines in 1952, the
large tin mines of China had been nationalized with the establishment of the
Peoplefs Republic in 1949, Furthermore, in 1957 Indonesia nationalized the tin
enterpiises owned by the Dutch transnational corporation Billiton Maatschappi]
(currently a subsidiary of Royal Dutch Schell) and established a State tin
monopoly (P,T. Timah, a fully integrated company that sells its refined tin

directly to consumer countries or through the London Metal Exchange), The State

8/ The total volume of "other resources" is considered to be almost
three times greater than that of industrial reserves, particularly in the
cases of Brazil, Zaire, Indonesia and Malaysia. The use of these resources
obviously depends on the cost of access and thus on the price of tin.

9/ See Part Two, section 1.
/Table 3



LATIN AMERICA: TIN PRODUCTION BY COUNTRIES, 1951-1977

(Theussnds of tons, percentage of regional totsl and

Tahle

accumulated average annual growth rates)

3

1950
Percentage share

1960
Percentage share
Growth rate, 1950-1960

1970
Percentage share
Growth rate, 1960-1970

1975

Percentnge share

Growth rate, 1970-1975
1950-197%

1977
Percentage share

. .. . Latin
Argentina Bolivia Brazil .
America
0.3 3.7 0.1 33.1
0.9 95.8 0.3 100.0
0.1 19.7 1.3 22.1
.5 89,1 5.9 100.0
~10.4 =46 a2 4.0
1.2 20.1 b3 3.l
) 82.7 1.8 100.0
3.2 h.3 12.7 Sel
0.5 32.0 5«0 8.5
1.3 33.1 13%.0 100.0
~11.8 1.1 Se8 1.4
1.9 0.1 16.7 0.7
0.5 32.6 3. ho.0
1.2 81.5 16.1 100.0

Sources Metal Statistics, 1959-19AR0, 1957-1966, 1965-1975, Metallpesellschaft, A.G., Frankfurt.

[Table 4
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Table A

PRODUCTION OF TIN.IN RELATION 10 RESERVES

'(1975-1976' averages)

Production Reserves Rate of
“ajO!" mdﬁcin COUntrif’S (m} metrié (Ow Mtric pmduetion
P € T tons) ‘ tons) (percentage)
)] (» (1)/(B)
Australia 10.5h 330 3.1
Bolivia - 27.87 1 000 2.8
Brazil 8/ 5,05 610 0.9
China ' 22.00 1 500 1.5
Indonesia 24,19 2 400 1.0
Melaysia 65.18 830 7.9
Nigeris b.32 280 1.5
Thailand 18,70 1 200 1:6
Seviet Union 30,00 620 4.8
Zeire 4,08 200 2.0
b/
¥World tota) 227.90 10 160 23

Sources United States Department of the Interior, Bureau of Mines "Coiﬂmdity Data Summaries 1977".

af Froms United States Buresu of Mines, "Tin", in Mineral Facts and Problems, 1975.
b/ Including other|producers.

{Table 5
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FPable 5

CONTROL OVER THE WORLD'S TIN PRODUCTION: RANKING OF THE WORLD'S LARGEST CQMPANIES. 1976

Recent production figures ’ (19‘?5)

Fercent- Percent-

Ultimate owners a/ Neme of company a/  Country of In metric age of age of Remarks
- production tons country's  world
- produc~ produc-
s tion tion

]

1. Government of Indonesis 2T Timah © < Indonesis © 2 hoo 100.0 11.7 Vertically integrated state sonopoly
o ’ © although three foreign companies received

exploration rizhts under contracts

2. Government of the people’s State Tin  PuR. China 27 000 100.0 - 1.l Vertically integrated state monopoly
Republic of Chima Intersrise _ S
3. Government of Solivia Corporacion Minera Bolivia 21 225¢f 75.0e/ 10.22/ Horizontaily integrated stete enterprise.
de Bolivia (COMIEQL) ' Uther minerels pradused: Zinc, antimony,

tungsten, copper,- lead, silver, etr.

5, Pernas (Holding company owned by New Tradewinds Malaysia 15 456d/ 24,04/ 7e4d/ - Controls production of 14 cozpanies in

Government of Malaysia: 71.3%%, Holding Company Nigeria 2 %02 45.8 B ) London tin greup and 6 cherter consoli-
and Charter consolidsted: 28.69%) Thailand &/ g/ &l dated cozpaniess In mddition to ifscwns

subsidiaries in Nigerie and Thailand own
sirésble shares of production in these two
countries. See Disgram % on Pernas
control over tin companies

Sources used for the recent ownership details of companies were:

Far Castern Zconomic Review, April 1, 1977.

ssian Finance, april/May 1577.

Interngtional Tin Council, Notes on Tin, several issues. ]

United States Bureau of Mines, "Tin", Chapter from Minersl Facts and Problems 1975, Bulletin €67, washington, 1976.

Mineral Yearbaok, 1974, Volume I, washington, 1976. '

walter Skinner, Mining Internaticnal Yearbook, The Financial Times, London, 1976 and 1977 editions.

b/ Production data taken from horld Heggl Stat;.stm_g, May 1977. Yorld producticn of " tin ecohcentrates,including the sociglist countries, is estimated at
207 500 metric tons. . '

&/ COMIBCL's praduction is estimated st 7% of production figure fram World Hetal Statxst:.cs. The 75% is taken from COMIBOL statistics for 1973 and 1974,

d/ Malysia's tin dredges accounted for 31.€% of total production. The Pernas Group, consisting of 14 Londen tin group companies and 6 Charter Consclidated
companies accounted for 76% of this total, or 24% of total Malaysian production. The Wall Street Journal , November 9y 1976, See also International Tin Council,
Monthly Ststistical Bulletin which shows that the bulk of Malaysian production comes from small Malaysian Chinese firms operating hydrgulie gravel pumps and
open cast mines, accounting for more than 60% of total Malaysisn production in recent years. .

&/ 1974,

f/ Quantities produced by two subsidiaries of the London tin group in Thailand not known.

e
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monopoly of ownership of the tin industry has been maintained despite the fact
that the new government in 1967 invited three transnational corporations to
explore tin deposits under working contracts with the State enterprise.

Even in countries that have traditionally encouraged private enterprise,
such as Malaysia and Thailand, the governments have recently shown an active
interest in controlling the tin industry. Malaysia, which is the major tin
producer, gained control over the largest transnational tin corporation of the
world -London Tin Corporation (17C)=- throurh the government holding companvy,
PERNAS Securities. This company controls many tin companies in Malaysia, Thailand
and Nigeria, Finally, in 1875 the Government of Thailand nationalized the large
offshore concessions owned jointly by a United States company, Union Carbide,
and a Dutch company, Billiton Maatschappij. The new Govermment of Thailand,
which came to power in October 1976, upheld the nationalization, but invited
Billiton to operate the concession on behalf of the Offshore Mining Organization
owned by the Government of Thailand. .

In Zaire, the government participates in tin mining through Joint ownershi;
with Pelgian interests. This leaves Australia as the only major producer where
private producers have control over tin production.

Table 5 shows that the four major tin enterprises in the world are under
government control. In both China and Indonesia, the State controls 100% of
production, In Bolivia, COMIBOL, the State enterprise, controls 75% of
production, Finally, the Government of Malaysia, through its holding company,
PERNAS, of which it is a majority shereholder (71%), controls nearly 2u% of the
country's tin production and 46% of the tin production of Nigeria.

As is the case with other primary commodities, government control over
tin resources and their mining should be viewed as only a first step in the
efforts of developing countries to increase their share in the gains of industrial
industrial activities, The most important barriers to entry are to be found in
the subsequent stages. of the process, namely, smelting, marketing and transport.

These issues are discussed in the following sections,

/4, Tin
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4, Tin smelting and position of the main transnational
T corporations

Six developing countries (Bolivia, Indonesia, Malaysia, Nigeria, Thailand
and Zaire) accounted for 84% of world production of tin concentrates and almost
70% of world produc:ion of tin metal for the period 1971-1975, compared with
91% and 41%, vespeccively, for the first half of the 1950s (see table 6).

The growing proportion of tin smelted in producing countries reflects
the improved barga’ ning capacity of the govermments of developing countries.

Up to 1939, the mo/ement of concentrates to the smelters reflected the colonial
links and dependercy of the industry. All concentrates from Nigeria and Bolivia
and most of thos: from Indonesia and Zaire (Pelgian Congo) were shipred to
smelters in Grea: Britain and other industrialized countries. The only
exception was Ma aysia, where a smelter had been established by British
interests quite :arly.

This pattern has changed over the last 25 years. In 1967, the Government
of Indonesia (P.T. Timah) built a tin smelter which now has a capacity of
25 000 toné (see table 7). In Nigeria, government pressure forced Consolidated
Tin (Patifio) to build a tin smelter in 1961 {currently with a capacity of
12 000 tons), and in Thailand, a smelter was built in 1966 with financing by
foreign interests (with a present capacity of 40 000 tons). In Bolivia, the
high~grade tin smelter built by the public enterprise ENAF in Vinto began
operations in the early 1970s (with an ultimate capacity of 20 000 tons) and a
new plant has been completed at the same site for the treatment of low-grade tin
(with a capacity of 10 000 tons). Thus, by the 1980s Bolivia will be able to
process domestically all of its tin production. Also in Latin America, Brazil
has a tin smelter, partly controlled by the Patifio group, with a capacity of
16 000 tons.10/

These data on tin smelting indicate that the governments of the tin-
producing countries have been very successful in their efforts to increase
forward linkage, despite the fact that the Patifio group still controls nearly
26% of the world's smelting capacity, fbllowed.by the Singapore Banking Group and

the Royal Dutch Shell's Billiton Company (with 16% and 11% respectively of
world capacity).

10/ For further details, see Part Two, section 3, below,
/Table 6



Table &
TIN MINING AND SMELTING BY PRINCIPAL Pndbmm';-'coumlts

{(Thouspnds of tors of tin metal oontent snd percéntage of world total,

Avnual averages, 1951-195% and 1971-1975)

1951-1955 - . 19711975

Mining  Percentage Smelting Porcentage  Mining Perqentagé Smelting Percentage

Maleysis XS b 677 18.6 7.4 .4 856 M2
Indonesia _ 3ok 19.9 0.9 0.5 " 23.0 12k 137 7.1
Bolivia 2.9 16 0.2 01 9.8 16.1 7.0 3.6
"z;ire . 12.8 . 7.4 L 2.9 - 1.7 5.4 2.9 1.0 © 0.5
“Theilend 1.0 - - 5.8 - . 20.3 - 10.9 _26;7?_ 10.7
. Nigeria 7 . 8.4 . b.9. - - 6.0 3,2 6.l B2
Auistralia 1.8 1.0 - 1.8 10 10.5 57 69 o 36
Stibtotsl main :
., producers: 158.9 91.8 3.5 4.9 1664 189.6 14,0 72:9

[
8
a

o
-
=3
A
a

W

100.0 185.8 1000 193.5 100.0

¥arld totel _._./' 173:1

Scurcer Interﬁé_tiona}. Tin Council, Statistical Yemrbook, several issues and Iin Statistics, several issues.

‘8. Excluding centrally planned economics.

. o /Table 7
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_Table 7
CONTROL OVER THE WORLD'S TIN REFINING AHD SMELTING CAPACITIES: RANKING OF THE VORLD'S LARGEST COMPANIES; 1976

[ Production i : s s -
, : ! Production in 1975 ¢f
capecity b/ : ~

g

Uitimste, owners? | Parent onmpa.nyy Coﬂpanyz/ !, Plant location.. ' i As per~ ‘In théue{ ds per= .4s per- Remarks
i . i ; . ] y In tons : centage sand centage | centage
! - b ! Co jof world ! tons  {of country| of world |
! 1. Patific W, ‘smalgamated Metal i Datuk keramat Smelting | Penang, Malaysia TP 000 0 19.0 | gf ! 3/ ' 4/ | See Chert. N2 1 on
(Holding Lorporation {532 :Sendirian Berhad (50.3% | o T b = - [ Patific  tin activi-
: Company) owned by Patine NV,  !owned by AMC)b/ : ‘ : i I : 4. ties, 1977, ipal-
i An 197705/ : j : - i | ! f o ... { zaiated Metal Corpo-
; ‘ ' ‘Makery Smelting Company ~ JOS, Nigeria Ll 00 3% . 4.7 100.0; ;. 2.1 | ration is a merger
: {62, % oimed by &0/ i ) : N : : ' ‘ ' be¥ween Amalgajpated
. L= . . ‘ . ! ; L 1 Magtal Corporation, !
Asseciated Tin . Alexandria., N,3,%, %000 2.4 5.7 ! 100.0 2.5 I active 5n tin i
' i Smelters ¢f P ‘ ! : i P vy : | marketing,and consoli-l
Companhin Lstenife ; Cesbra - " iVoita Redonda, Brazil © 800 i 1.3 s.bef _6%33/3- 1.63/ {-dated Tin Smelters,

£
do Brasil (Cestraje/: i i ‘ ‘ : , | both_subsidiaries of ;
(50.5% owned by Patifo ; v : ' | 4 S0 Tpatifie, WY. :
i
t

3

Vit d a T . i ' ‘ ~ H
‘ .’F‘ + in 1977) i Iotal Patino Group 97 800 &0 2.5 i 4
! - f. - . . w;. ‘!f‘._-,-. _;...;_;_; - .__.’! bne . ——
! 2. Overseas Chinese Straits ‘-I_a_d_igé“ o _-——i Straits Trading Company ~Butterworth, Mslaysia; 60 000 | 16,3 - _{f : __{1_7 i, _‘2_1_7_ !
Banking Group of iCompany ! ) ) - : : : ' { " b Fo
Singapore : i . ) : ' i 15 1.
: N T LT . i L
i 3. Aoyal Dutch ShellBilliton Maatschappj | Thailand Smelting and Phuket, Theiland | 40 000 % (- o
: . {Refining Company (Thaie : . ; i I
: i sarco) . . o ! : i.: 7
. 4o Goverrment of Same “Sape ! Novosibirsk, Pedolsk,, 39 000 : *!
‘ the UsSaSeRa i ; Fitkyarante E Ges . . s
! ! ; : khaya, UaS«S.Re i o ! ;
! H Tt
) E . ‘; . ' . u.: R
| Se goyernment of paiSame i!umui Tin Corporstiony , Koehiu, Yunan, China ! 25 Q00 . | ](,
! hina . } i : S P | ! i
i | P . [ . _ -l L | ; i
i i [ Pingkwei Mining - Papu, Ho~fsien, S 10 000 ! 2.7 | ! L ‘
i ! | Association ef : Keengsi, f ; ! i ?
4 i - - i : T ) 3 o
; ! ’ i ‘ ! ; [, i *
! i { P v : - B :
! L _ Jotal China ' . - 200 ¢ 2h : ) i ¥
i 6a Goverrment of  :P.T. Timah- 5Pe1ti.m : Muntok, Bangka . - 0005/ B8 17.8 1 100.0 ¢ LR
. Indonesis | I | Island, Indonesia - | | ; ) i
| 7. Govermment of  |Same LENAF '  Vinto,_Bolivia 16 000h/; 4.5 1551 535 6.8 | )
]i Balivia 1 ‘ . ‘ Lo i ' : ' '

a/ Information on ownership of companies, most of it reflecting the latest developments, up to 1977, are from: Walter Skinner, Mining Internatisnal Yearbeok, 1977
®dition. Trevor Tarring, ed., Son ferrous Metal Yorks of the VWorld, 1974, London, Hetal Bulletin Books. United Ststes Buresu of Iines Publications (sce rotes 5 and 6
sbove). International Tin Council (see nate 1 ehoveg. 37 Capscities of tin smelters are for 1974, teken from: Internstipnal Tin Coumeil, 1676, Trade in Tin, 196h-1974,
London. Total vorld capacity is estimated at 368 400 .zetric tons. of From: “oric Metel Statistics, May 1977. 4/ Malaysia's tin metal production at the twp smelters,

Datuk Xervamat and Streits Tradipg Company, wes 83 100 tons in 1975.op 30.6% of the world's total, Breakdown VW elters-is ngt available. &/ Production figure for
Brauzﬁl from Walter Skﬁmer, %&ﬁm 1975 edxt!on‘. f, -&ailang?s capaggty is taken fmm?l}nsfted States Bureau of I‘Efnes{ Emeraglggcti‘fgg

Problems, 1975, Chapter on tine Indonesia's capac:.t? 15 teken from Me Bulletin, 28 Rovember 1975. _lli In 1978, expanded to 20 000 tons.

LT -
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The Patifio group is still very important in the tin industry, particularly
in its downstream stages, i.e., smelting, marketing and financing (see figure 1),
Consolidations and mergers continue to occur in this group. For example, the
CANBRUSA mining company was formed by members of the board of directors,
incorporated in the Netherlands Antilles, and recently acquired more than 60%
of the stock owned by Patifio N.V., which is the holding company for the group of
companies, An important merger took place in 1975, when Consclidated Tin
Smelters (CTS), set up in 1929 to concentrate the Patifio holdings in tin
smelters, merged with Amalgamated Metal Corporation (AMC, also established in
1329) as a holding company for two leading metal marketing companies, British
Metal Corporation and Henry Gardner Company. These two companies in turn
continued to ¢perate separately until 1972, when their trading activities were
merged within AMC, which since then has become the main trading company. Before
the AMC-CTS merger, the two companies had already been associated for a long
time, Patifio N.V. owned 76% of CTS and CTS owned 61% of AMC. Nevertheless,

AMC became the controlling company after the merger because it was better known
in tin marketing. The companies benefited from common services, including a
shared office in London and a common director,

The "decolonization"” process in tin smelting is reflected in the
difficulties experienced by smelters in consumer countries. In Arnhem, the
Netherlands, tin smelting was discontinued in 1971 when the Indonesian smelter
came on stream and concentrates stopped arriving. The Williams Harvey smelter
in the United Kingdom, owned by the Patifio group, which formerly smelted all the
highwgrade tiﬁ from Bolivia, went into voluntary liquidation in 1873, and the
Hoboken smelter in Belgium, with a capacity of 18 000 tons, is alsc experiencing
difficulties with the supply of concentrates; in 1276, it only produced 4 000
tons. The loss of tin-concentrate markets in the producer countries has brought
about negative reactions on the part of the smelters operated by transnational
enterprises in the industrialized countries, as we shall see later on in the case

of Bolivia,

[Figure 1
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5. Control over the world tin market

Control o’er marketing is an important element in a government's
bargaining pbwer. The establishment of tin smelters in producer countries,
mentioned above, not-only-increases the value-added and foreign exchange earned
from tin-relatel activities, but it also allows for greater control over the
marketing of tii, as tin metal may be sold directly to final consumers.

This ié not so in the case of concentrates, individual sales contracts
for which vary greatly depending on the quality of the ore, the few foreign
smelters involved, the form of shipping chosen, the duration of the contract,
ete, Nevertheless, smelting contracts have certain basic characteristics: in
the first placé, prices for the metal are based on quotations at the London -
HMetal Exchange or the New York markets and are adjusted by smelting and refining
fees. These fees depend on metal content, cost escalation clauses and penalties,
for impﬁrities.' Secondly, the smelter chooses a quofation period, normally
following dischérge at port of destination. Thirdly, a provisional payment,

80% to 90% of estimated value, is made against shipping documents, the rest
bging paid after finally establishing volume and grade. In many cases, trading
firms act as agents or principals in the transaction between producers and

the smelter.

. It'ﬁay be said, in light of the above, that the actual distribution of
gains at the market:level depends prirarily on two facters: one is the process
by‘which prices are determined on the”international markets and the bargaining
power of the governments of producer countries in those markets, and the other
consists of the negotiations regarding discount clauses which can increase or
:educe actual gains; given international prices. It is therefore important to
understand the workings of the intermational tin markets and how prices are
formed in the principal markets. . ‘

There are three important international markets. for tin: the London Metal
Exchange, the Penang Malaysia tin market and the New York tin market. Before
enfering into a detailed discussion of the organization and operation of the
international tin markets, we will briefly examine other factors which also

affect these markets.

/(a) Factors
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(a) Factors affecting the tin market: reserves held by the United States and
by the International Tin Council

Apart from regular tin supplies, stocké held in market economy countries
are determined by two additional factors: the General Services Administration
{GS4), which is the United States Government agency responsible for strategic
stockpile disposal and stocks held by the International Tin Council (ITC),

United States sales from its strategic reserves have been a powerful force in
the market in comparison with the ITC leverage.

Its military requirements led the United States, during the Cold War, to
build up a strategic stockpile of tin and other metals, in view of its fear of
again losing the strategic tin area of Southeast Asia., This stock, built up
mainly in the late 1940s and the 1950s, was to be large enough to maintain
United States consumption at normal levels over a period of four years during
which all foreign sources of the metal might be cut off. Although this initial
objective was later abandoned, the volume of the tin reserves continued to exceed
the total annual production of tin of the market economies between 1952 and 1973
(from more than two times until the second half of the 1960s to 1.2 times in 1973,
see table 8)., The near absurd size of the stockpile was recognized by the
United States during the 1960s, Since then the goal was to reduce stocks in
pericds of high prices on the international tin markets. As a result, net sales
amounted to approximately 120 000 tons between 1956 and 1975 and this often had
disruptive effect on the tin prices. In fact, sales from the United States
stockpile had a much greater impact on world tin priceé than the bufferstock
operations of the International Tin Council, the second largest force in the
world tin economy.ll/

The main goal of the Intermational Tin Agreement, the executive arm of
which is the International Tin Council (ITC} has been to impart greater stability
to world tin markets. Both consumer and producer countries are members of the
five successive agreements which have been in force since 1956. Bufferstock
operations and export controls have been the two main tools used by the ITC in
its efforts to reduce price fluctuations and keep them within stated floor and
ceiling levels,

11/ See the study cited in table 8, on which most of this analysis is
based.

/Table B
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Table g

ANNUAL WESTERN VORLD PRIMARY TIN CONSUMPTION AND STOCK SALES. (+) OR PURCHASES (-) BY THE
INTERNATIONAL. TIN COUNCIL (ITCY AND UNITED STATES GENERAL SERVICES ADMINISTRATION (GSA)

(Thousands of metric tons) '

. , Total
Year I7e . Consumption G5 G54 stock
' ' (end of yesr)
1956 _ 0.0 sy 195 37,0
1957 as.5 1508 4.0 351.0
1958 " B 2 RS o 0.0 251.0
195 s e 1.8 X
1960 ' e 159.7 -5.2 357.8
1961 | 0.7 1se.A . 2.8 355.1
1962 o aa 163.3 S 22 35269
1963 R 166.9 ' 10.0 , 2.8
1964 | 00 Cwds | 29,1 "513.7
1965 0.0 7.5 ol 289.3
1966 0,0 - 172.7 e 2729
1967 ‘ i S 2.2 e 265.5
1968 ke s 26 2619
1965 - ‘ s HERETS R S T 26002
W 3.5 1034 s 2567
1971 o B 185.7 Y 1.8 254.9
1972 58 welh 0.2 o 54,7
1973 - 1105 w2 e T s
1974 . 7.7 . ' 20':;.1‘

) Sotifcet Gordvh W. Smith and George R, Schink, "The Internationsl Tin Apreement: A Reassement™,
o Econgmig Journal, Denember, 1976, based on Metnllgesellschaft A.G., Metal Statisticsy
- Internstionel Tin Coumeil; GSA; Durean of Mines, “Mineral Industry Surveys: Tin®,

/In relation
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.In relation to the United States stockpile, which has always been greater
than anhual world consumption, the authorized size of the bufferstock (20 000
tons) has been faivrly small, ranging betwéen one and two months' consumption
over the four successive tin agreeménts. During the 1956-1973 period, the total
ITC bufferstock purchases, aimed at stabilizing or‘raising the price of tim,
amourited to 607000 tons,.compared with sales of 150 000 tomns by the United States
General Services Administration (GSA) during the same period, which had opposite
effects on the international tin markets than the ITC sales (see table 8).

The fifth Tin Agreement, which entered into force' in mid-1977, should
double the ITC bufferstock (up t6 40 000 tons) through voluntary contributions
by consumer countries (during the four previous agreements, ontly producer
countries financed the bufferstock).

To counteract the geopolitical sensitivity relating to the concentration
of tin resources, the developing countries are also promoting the use Of tin
substitutes by the can industry and are ‘also -increasing the recovepy of secondary
tin from scrap. -For example, United States production of this type of tin
amounted to 15 600 and 18 300'long tons in }974 and 1875, which is'épproximately
one~third .of the total tin ¢onsumption of that country.}g/

The overview given above shows that the international tin market is still
. dominated by industrialized consumer countries, particularly through United
States strategic stockpile operations., The International Tin Agreement ‘has only
marginally reduiced the ipstability of tin prices and producef‘incomes. ‘It has
endured while other agreements have failed, partly because it has lacked effective
power, in the face of the United States strategic stdckﬁilé, to make critical
price desisions which otherwise would have intensified conflicts between producers
and .consumers. = The predomingnce of industrialized countrles and of thelr
transnational corporations is also réflected in the. orgaﬁlzatlon and -working of
the three major wérld tin markets. Y '

(L) International tin markets

Since most of the world's tin is produced in Southeast Asia, one would
expect that the marketing of tin ‘produced in that'region would be the base of the
world's tin markets.: To a certaln extent,. this is true, as the Penang market .

12/ See, Mineral Industry Survey, Unlted States Department of the.
Interior, Bureau of Wines, 1075,

/in Malaysia
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in Malaysia is the most Important in terms of physical volumes passing through
it. HNevertheless, as will be seen helow, despite the fact that the London
Metal Exchange has as its physical basis the relatively small amount of tin
smelted in the United Kingdom {10 000 tons in 1976), its influence reaches far
beyond this, partly because of the existence of hedging operations which
substantially increase the amount of "paper" tin transactions 13/ and partly
because of colonial tradition.

|  The factors determining changes in tin prices in London are hedging
operatibns relating to production, marketing, consumption-and investment for
spegulativg purposes. The -latter is.influenced by the relatively high unit prfCG
of-fin‘qg compared with other metals; and by the prospects of world political
conflicts and economic problems, particularly inflationary pressures.

The developlng producer countries are quite anxious to move the marketing
centre from London to Penang, where part of tin production is located. It will
prqbab;y be years before this campaign succeeds, but at present, an important
étéb héé alpeady been taken, inasmuch as since the floating of the pound sterling
inlgarl&€1970,_;he ITC has recognized the Penang price quoted in Malaysian
riﬁggit rather than British currency as the basis for its floor and ceiling
prices. 7
. Although normally not as important as the London Metal Exchange in
determining tin prices, the New York market is: important as the purchasing
péint for the world's largest tin consumer. The New York market is not a
separaté entity; rather, the term is used to refer to all tin transactions
carried out in New York rather than to a specific organization or place of .
business. E

New York prices are quoted in papers such as American Metal Market and

the Engineering and Mining Journal, on the basis of the average of actual

physical sales of tin for prompt or forward delivery. The New York Commodity
Exchange deals in futures, but the quantities involved are smaller than the

13/ ¥or example, in 1972, the phy51cal basis for transactions on the
London Metal Exchange was tin smelted in the United Kingdom (22 000 tons). The
volume of "paper" traisactions during the same year was 143 765 metric tons,
official, plus 26 415 metric tons, unofficial ("Kerb"=-transactions). See ITC, -
"The International Implications of United States Disposal of Stockplled Tin'",
London, 1§73, S :

* /physical tonnage
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physical tonnage of the New York market and thus cannot be compared with the
futures market of the London Metal Exchange.. In the United States, almost all
tin physically sold is disposed of by brokers or agents for foreign commercial
firms; only a few consumers purchase tin directly from the smelters in foreign
countries. Consequently, .the brokers play a very important role in the marketing
of tin., More detailed descriptions of the world's two most important markets,
the London Metal Exchange and Penang,-are given below.

(1) The London Métal Exchange 1u/ -

The London Metal Exchange (LME), established in 1882, has been located

in the same premises in the City of London ever since. The Exchange is owned by

the Metal Market and Exéhénge Company and its shareholders are the members
(subscribers) of the Exchange.

The committse of subscribers acts as the executive arm of the market and
has the following duties: .

~ Maintenance.of correct discipline and protocol in the Ring {the Ring is

where the official trading of the LME is conducted);

~ Assessment of daily prices;

- Formulation of new contracts; - o

~ Registration of brands of metal for delivery against an LME contract;

~ Approval of official LME warehouses.

Membershigzr There ave three categories of membership:

- Ringe-dealing membership;

- Assoc1ate membershlp {i.e., non-Rzng-deallng},

- Inleldual membership (this 15 a small grou§ of peopTe, among whom is

the Bufferstock Manager of the Internatlonal Tin Council).

There are 28 Ring-dealing members, about 70 assoclate members, and 22
individual subscrlbers. )

The quallflcatlon common to all classes of membership is "the posse331on
of not less than two shares in the Metal Market and Exchange COmpany. Companles
represented in the Ring must meet certain financial requlrements? fqr‘example,

they must have a substantial margin of solvency. The company repfeséntgd may

i4/ This information is based on the aforementloned report prenared by
the Economist Intelligence Unit.

/nominate one
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nominate one or more "authorized clerks" to trade in the Riﬂg'on its behalf.
The cémmiftee must approve these clerks, -~ N

Of the present Ring-dealing members, about half reﬁresént interests owned
or controlled outside the United Kingdom: The companies represented in the Ring
are typically specialized branches of metal corpdfations,'particularlj of the
transnatlonal type, o o

R brokers/menmbers fall into three categories:

- Members who deal primarily for one particular client (usually

- representing the parent company)j; G

-_Members who are general dealers and have many clients;

= Merbers who deal minly for one client, but are also generai traders.,

Several major traders in non-ferrous metals (e.g., Delta Metals, BICC,
Pirelli. and Chloride CGroup) do not trade on the LME through sub31d1ar1es but
rather through Ring-dealing members, who may change from time to tlme.

The four largest and most influential members of the,London Metal

Bkchange are:

Member 7 Parent company -
Rudolf Wolff and Co., Ltds: Noranda (Candda)
 Metallgesellschaft Ltd. Metallgesellschaft (Federal Republic of
o . Germany). o
Billiton-Enthoven Metals Ltd. Royal Dutch Shell (United Klngdom/
- Netherlands) .

Amalgamated Hetal Trading Ltd, Patifio N.V. (Netherlands)

With respect to the merger of CTS and AMC dascribed earlier, it is
1nterest1ng to note that, in 1971, AMC was reconstltuted by the merger of two
companies -British Metal Corporation (BMC) and Henry Gardnmr. Both BMC and
Henry Gardner were Ring-~dealing members of the London Metal Exchange., After
the merger, bothugave up their seats and Amalgamated Metal Trading, a subsidiary
wholly owned by AMC, gained a seat on the "Ring". o '

A standard LME contract states: |

- Geographical locatién of the commodlty (usually LME-approved and

registered warehouses);

- Date of delivery;

- Quality of the commodity (e.g., 98% tin);

- Quantity to be delivered.

/There are
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There are two main types of dealing associated with the LME:

- Ring dealing; - s

- Kerb dealing and premarket éealing.

The entire price stfucture’of the London Mstal Exchange is based on the
comparatively brief Ring dealing. Between noon and 1:05 p.m., there are brief
sessions of official trdding in copper, silver, tin; lead and zinc, in the Ring.
Between 3:35 p.m. and 4:35 p.m., there are further unofficial short sessions of
trading in the same metals. LME prices are determined in’the first official
tradings in the Ring. S .

The restricted times allowed for official dealings led naturally to
members remaining in the Ring after the final bell and continuing to do business
amongst themselves, ' The authorities bowed to the inevitable and set aside a
limited period after each official Ring session for "Kerb" trading. Thus, a
"premarket! is conducted: before noon which enables the authorized clerks to come
to the Ring each day with a far more concise and calculated programme before
them than would othevwise have been possible. ‘ .

Since the London Metal Exchange does not have a clearing house or any
centralized system for recording all trades done, it is not easy to estimate
what proportion of each member's daily turnover is transacted by way of premarke”
and Kerb dealings, but it is safe to say that it represents a considerable
" proportion. ' R '

The London Metal Exchange also provides scope for trading in futures, and
consequently opportunities for hedging and speculative activities which ave
common to all other similar markets. Less comhon Is the LME practice whereby
future prices may be quoted for specific ddys rather than specific months.

Looking towards the future, it now seems likely that the LME will move
" away from being a "principals™ market, and become more of & "clearinmg-house"
market, This is to be aéccompiished by a monitoring system. The LME would
establish a credit controller whose duty would be’ to look for possible -
difficultids in the ektent of any one membér's overnight open position on the
market vis~-d-vis his funding, and to report these to a control comnittee. It is
widely accepted that this monitoring system would perhaps hinder speculative
activities and be conducive to a more secure market. :

T D The
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(ii) The Penang tin market
The Penang tin market operates llke a "tender system" of marketlng,

whereby the smelters undertake the smeltlng, sale and pricing of tin metal on
behalf of the miners. However, as stated eariier, it is the world's eminent

physieal market of tin where tin productiou from the two Malaysian smelters,

Datuk Keramat and Straits Tradlng is marketed. This ambunts‘to about 0% of

world sales of this commoditv.‘ o

The sellers in the market are the numerous tin miners and the buyers
are traders and consumers of t1n metal and their agents. Thus, the Penang A
market is a one-way market and successful bidders cannot resell the metal in the
market. In practice, however, tin warrants can‘be, and often are, transferred
to private purchasers outside the formal market structure.

Another feature of_the Penang market is the total lack of informatfen
about the prices and tohnages offered by miners, tﬁe prices and tomnages of the
bids, and the amount of stock ‘held by the smelters. The Penang tin market is
not a terminal market and it has no fac111t1es for forward transactions or for
futures tradlng. However, moves are underway to set up a Kuala Lumpur Exchange
to deal in tin futures. A

f In the case that‘the Kuala Lumpur futures market became a realltj, the
bargalnlng position of the produC1ng developlng countries would be tremendously
enhanced. The Malay51an smelters would play the role of the llquldated William
] Harvey smelter in the United Kingdom and the still operatlng u.s, Capper Pass
smelter with resPect to the LME, i.e., they would hedge all their concentrate
purchases. Wlth flexible exchange controls and more specific dellvery dates
afforded by a futures market, western consumers would have the optlon of hedglng
on the Kuala Lumpur market. This would diminish the international trader's
raole and the LME turnover, as a proportlonate amount of consumer hedging could
also logically be carried out on Kuala Lumpur. This would automatically "
increase the bargaiuing power of Malaysia and other preducing countries. Of
course, this would not prevent international traders from operatlng in the

Kuala Lumpur market as well.l5/

15/ Syed Hasan Bin Ali and Ahamd Zubeir Bln Hajl Noordln, "The Penang
Tin Market", in Bank Negard Bulletin, Malaysia, vol. 8, Ho. 3, September 1975,
"Workings of Penang", Metal Bulletin Monthly, September 1976,

/Part Two
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Part Two
THE BOLIVIAN TIN INDUSTRY AND ITS LINKS WITH TRANSMATIONAL CORPORATIONS

1, The importance of mining and tin in the Bolivian economy

Mining in general and tin in particular continue to play a leading role
in the Bolivian economy. From an examination of the main indicators shown in
table 9, one may infer that.during the second half of 1970, the .share of mining
(70% of the production of which was tin) played a decisive role in domestic
revenues collected by the goverhment and in the balance of payments. On the
other hand, it played a lesser role in generating the gross domestic product
and employment. | ‘ ‘ o

In 1979, the share of mining in the groés domestic product and total
employment was only 6% and 3%, whereas the same sector accounted for 25% and 71%
of overall government revenues and of the balance of payments. At the same time,
the public sector constituted the base of tin mining; thus, during that year,
COMIBOL accounted for 69% of total tin production, 32% of total employment in
the sector and 62% of royalfies'paid to the State.

The contribution of mining to foreign exchange resources and to the
treasury increased during the latter part of the 1970s, despite the fact that
tin production had dropped between 1977 and 1972 from 33.9 to 27.8 thousand
metric tons of fine metal (TMF) because of the considerable increase in world
prices of tin as well as of other minerals. The unit value of 1 TMF of Bolivian
tin rose from US$ 10 514 in 1977 to US$ 14 802 in 1979 (see table 9), It
thus seems obvious that improved utilization of the country's mining_rgsourceé
and, particularly, a strong position for minerals on the world scene, provide
the best way ocut of the economic stagnation in which the country ﬁow finds
itself,16/ | :

18/ The anhual growth rates of the per capita gross domestic product
in 1977-1979 were l.4%, 0.7% and -1.1% (see Economic Survey of lLatin America,
1979, E/CEPAL/G.1144), -

/Table 9
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IMPORTANCE OF MINING AND TIN IN THE BOLIVIAN ECONOMY

Indiecator Unit 1977 1979
1. Percentage share of GDP .
Agriculture Percentage 15.7 15.1
Industry Percentage 15.2 16.0
Energy and transport Percentage - 11.¢ 12.4
Mining : . o N Percentage 7.2 6.2
2. Share of mining in total employment Percentage 5 .
3. Contribution of the mining sector to _
total government revenues a/ - Percentage 20.9 25.4
4. Tax burden as a percentage of the price _
of one pound of tin metal b/ Percentage 36.1 36.8
5. Net contribution of productive sectors
to the balance of payments (exports
minus external expenditures)
Mining | Percentage 66.8 - 71.5
Petroleum Percentage 16.2 7.0
Other sectors o Percentage 17.0 21.5
6. Composition of the value of mining '
production (1978)
Tin Pefcentage 1.4 7.6
Tungsten Percentage 8.1 » 6.8
Zine Percentage 6.6 5.7
Silver Percentage 6.3 9.4
7. Public sector (COMIBOL) share in
tin mining '
(a) Production 70 69
(b} Employment - 32 32
(c) Royalties 67 62
8. Total tin production (1977)
Volume TMF ¢/ 33 890.0 27 753.0
Total value Millions
of dollars 356 .4 410.8
Unit value THF ¢/ 10 514.0 1b 802.0

Source: CEPAL/CTC Joint Unlt, on the basis of data from the Central Bank of Bolivia,
Ministry of Labour, Ministry of Mining and Metallurgy, and Asociacidn Nacional

de Mineros Medianos.

a/ Royalties and export taxes.

b/ Based on average quotations on the London Metal Exchange in 1978 and 1879.

§] Metric tons of fine metzl (content of tin more than 99%).

. Earlz
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2. Early stage of the industry and its nationalization in 1952

(a) Pre-nationalization stage

‘ A study of the early stage of Bolivian mining leads to the conclusaon
that during the first quarter of this century transnatlonal corporatlons did
'not seek to expand in B011v1an tin mlnlng as they did in other m1neral-produc;ng
countrles of the reglon. VThe sal;ent fect of the stertlng tin boom in BOllVla
is the appropriation of many mines by Chileaﬁ, and on a lesser scale, British
entrepreneurs who had no direct relatiqnship with transnational corporations
in mining. ’ - B | c |

A Bolivian national, Simdn I. Patifio, subsequently bought out most of the
foreign capital invested in tin mining, thus succeeding in "Bolivianizing" it.
He lafer merged_his compeny with a Uhited States transﬁational corporation
(National Lead Company) and in 1924 organized fatiﬁo Mines and Enterprises
Consolidated Inc,, under the laws of the State 6steléﬁare, United States.
Patifio subsequegtly transferred to the United Kingdom the base of his business
trensactions and organized a ier-ge-scale J'tran.snational tin mining corporation,
which was 1ntegrated from the operation of mines to the smelting and reflnlng
of tin. The corporatlon owned mines not only in Bolivia but also in Malay31a
and Nigeria, ag well as the most 1mportant tin sme¢ters of the world,
spec1f1cally, in Germany, the .United- Klngdom, Malay51a, ngerla and Australia.
Moreover, in order to emsure the trancport of the ore extracted in Bolivia to -
smeltefs in the:United Kingdom, he essumed control of the Compafiia Sudamericana
de Vapores.l17/- _ ' - 7

During the finst two decades of fhie eentury, tax revenue from mining
was very smaii, which allowed for the building up of large personal fortunes
while the State did not receiﬁe the proper income. it was in the interest of
the mining entrepreneurs to malntain this state of affairs; hence, thear B
gradually increasing participation in the coqntry s politics. It was not unt;l
the early 1920s that a tax was levied on miding profifs, invested capital and’
exports. S | 'f,___i' L ”

The Supreme Decree of June 1939, which provided that foreign exchange
obtained from mineral exports were to be turned over to the Central Bank, was -

derogated that same year by the subsequent government.

17/ See Part One, section U,
/{b} HNationalization
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(b)  INationalization in 1952
The low price of tin during the Second World War 18/ and in the early

post-war years, social struggles and the transnational expansion of the Patifio

group on the basis of Bolivia's mining wealth continued increasingly to mobilize
public opinion against Patific and the other two "tin barons" {Hochschild and
Aramayo). It should be pointed out that the tin mining entrepreneurs even tried
to impose their own presidental candidate in the 1351 elections. The new
government of the Movimiento Revolucionario Nacionalista, which assumed power in
April 1952, nationalized large-scale mining by a decree issued in October of
that year. ‘

The economic importance of the three large mining groups nationalized in
1952 may be appreciated by comparing their production of metallic tin in 1941 and

1951 with the medium-scale mining of the many individual entrepreneurs:

. 18/ The United States wonopsonistic power in Bolivian mining, supported
by Patifio's transnational 1nterests, and its 1mp11cat10ns for the country's
economy, were severely criticized by several authors, as for example: "During
the Second World War, Bolivia remained tied to a contract covering the sale of
tin for five years, undertaking to sell at 42 US cents per fine pound of tin
to the United States and the United Kingdom. During the same period, copper,
lead and zine prcduced in the United States experienced increases of 39%, 7u4%
and 67%, respectively., .Tin increased by 55%... It would have sufficed for tin
prices to come falrly close to the increases in the United States for the
country to be able to capitalize... The United States Government was against
monopolies; nevertheless, the Reconstruction Finance Corporation, a government
agency, was a monopoly which possessed exclusive rights over purchases and price=~
fixing" (Sergio Almaraz, El poder y la caida, La Paz, 1969). Furthermore,
William Fox, former Secretary of the International Tin Council, in his study
"Tin, the Working of a Commodity Agreement” (London, 1974) said: "The fact
that the United States should have suddenly suspended: its tin purchases in 1951
and then reinitiated them at low prices imposed unilaterally with the objective
of establishing its strategic reserve was in the worst hard-handed tradition

and came close to actual blackmail". ' Firally, the Bolivian delegation at
the United Nations Gemeral Assembly in 1951 protested in the following terms:
""The price of tin, which is the backbone of the Bolivian economy, has for
many months been subject to the criterion of a single buyer, the United States,
against which a weak country like Bolivia is unable to defend itself. This
buyer has imposed on Bolivia these exceptionally low prices, using the methods
of the strong against the weak, which go beyond the bounds of correct
behaviour and the inter-American co-operation which one has a right to:expect®,

J1ssL
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1941 S ' 1851

Metric tons 'Percéntage ‘Metric tons  Percentage

Patifio - . - 20013 46,8 14 998 G, 5
Hochschild - . . 10 829 25,2 . 6 812 20.0
Aramayo Co . 28647 - - - -B.O 2 692 8.0
Total large-gcale mining 33 489 8.0 24 502 12,5
Medium-scale mining . ' - §5.707 13.5 ¢ . 3 598 - 11.0
Small-scale mining © 3 544 R L 5 564 16,5
Total Bolivia . 42 740 ~100,0 33 664 Efgbfl

In 1951, the three large=scale mining groups represented 72.5% of
production -and of these, the Patifioc group represented 44.5% of the total
production of the country. -

The nationalized mining groups that had failed in their legal attempt to
embarge Bolivia's mining exports cunningly. took advantage of the fact that almost
all tin concentrates would be arriving at the British Williams Harvey and Co.
smelter, controlled by the Patifio group. They imposed on the Bolivian Government
a- compulsory discount of 10% on the gross value of-the ore smelted in Patifio's
own smelters, This discount was being retained as an.advance on the compensation
which the Bolivian Government was to pay for the value of the nationalized mines,

Between April 1953 and August 1961, the following payments were made on these

accounts:
Dollars
To the. Patifio group - . 9 1e4 897
To the Hochschild group 7 431 180
To . the Aramayo group _ 3 260 058
' 19 856 145 -

The total amount of compensation to be paid by the Bolivian Government
to these three groups was never established. The discounts made by the Williams
Harvey-smelter ended with the introduction of the Triangular Plan for

reconditioning the nationalized mines.

/3. Establishment
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.3, Establishment of the Corporacidn Minera de Bolivia and the
postnaticnalization period

In i952P after—nationalizing the :fhreg largest mining enterprises in the
country, the Bolivian Government created the Corporacifn Minera de Bolivia
(COMEBOL) to run the mines taken over by the State.19/ Under the Supreme Decree
by which it was'created,ggj COMIBOL is to explore, exploit and process such
mineral deposits as the Government may assign to it for purposes of marketing and
exporting mineral products., A complementary decree assigns to CONMIBOL- the ‘
administration and exploitation-of the nationalized mines.2l/ A law of 29 October
1956 confers on these decrees the status of laws.

After having experienced an'initial decline in production during its first
ten yeéars of operation, COMIBOL'bégan-in 1961 to increase production and.labour
productivity. Tin production dropped from 31 700 tons in 1950 to 19 700 tons in
1960, i.e., an average of H.G%rpef‘year, but then recovered in 1970 and in 1877
it rose to 32 600 toms, surpassing the prenationalization level, Bolivia thus
retained its leading position in the region (81,5% of the total), despite the
fact that tin production in‘Brazil (Rondonia) had risen from 1 300-tons in 1960
to 6 400 tons in 1977, a figure which represents 16% of Latin American tin
production (see table 3 above). : :

The number of employees'of COMIBOL rose from 22 000 in 1952 to a high-of
37 000 in 1956, after which it declined steadily to 25 000 in 1975, With the
increase in total production, tin production per employee, which had dropped from
ouk kg' in 1952 to 526 kg in early 1960, rose substantially and reached 84l kg
in 1975. ‘

The drop in tin production after nationalization may be attributed to
several main factors. In the first place, it was a continuation of the declining
trend from the alltime peak Bolivian production reached during the Second World
War, aggravated furthermore by the contraction in tin consumption during the
1950s, During the war, Bolivia‘s mines were exploited almost beyond capacity

in order to supply tin for the Western defence industry in substitution for the

19/ "In addition to tin, COMIBOL mines bismuth, silver, lead and other
minerals, .

20/ No. 3196 of 2 October 1952.
21/ No. 3223 of 31 October 1952,

/resources of
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resources of Southeast Asia, :Tﬁus,'in i945 Bdiivian tin production reached
42 000 tons and dropped sharply to 31 700 tons in 1950,

" In the second place, partly because of a lack of exploration activities
before nationalization and partly because of over-exploitation during the war,
the quality of tin deposits deteriorated, causing a decline in the tin content
of the ore. In the third place, 170 of the 200 foreign engineers left the country
after nationalization. The sérious management problems that are common to all
newly nationalizaed enterprises were aggravated by the fact that COMIBOL tbok'
over some 17 plants belonging to the three nationalized enterprises; these plants
varied widely as regards size, quality of ore, age of infrastructure equipment,
profitability,'etc. Finally, among the external factors contributing to the
decline in production were marketing probléms linked with the transnational
corporations' control of the market, the termination of United States stockpile
purchaées'ardund lQSQ; and the export controls imposed by the International Tin -
Council in 1958-1960. _

" The recovery of ‘the Bolivian tin industry during the 1960s was facilitated
by the improvement of the international situation' which became more favourable
to developing countries. Once the international community had accepted the idea
that nationalization was not a radical move to be punished but rather a reflection
of a country's desire to-gain sovereignty over its natural resources and to
maximize the gains from those resources, it was possible to establish a new
working relationship whereby industrialized countries and transnational )
corporations would still play a major role in several new forms of association
with State enterprises., - _ A

' This new international climate and the change in attitudes towards the

nationalized tin industry of Bolivia was reflected in a Triangular Plan introduced
in 1961, involving the Govermments of Bolivia, the United States and the Federal
Republic of Germany, and the Inter~American Development Bank, This ﬁlan, worth-,
US$ 31 million and covering the 1961-1971 period, provided for the recapitalization
of COMIBOL thrdugh-external loans, the stréngthening'of management and a
substantial‘reduction of surplus labour. The steady increase in productivity
after 1961 was partly due to this plan, which made it possible to repay fhe loans
that had been granted. At the same time, this plan contributed to the fimal
settlement with the nationalized trénsnational corporations and put an end to
compensation payments in 1961, o

/4, Continued
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4., Continued dependence on fbreign smelters

At the time of nationalization in 1952, the bulk of Bolivian tin
concentrates went ‘to the Williams Harvey smelters in the United Kingdom, owned by
the Patifio group (Consolidated Tin Smelters). Williams Harvey was established by
Patifio in 1929 as a holding company to consolidate his smelting interests in the
United Kingdom and Malaysia. Patifio had no interest in building a smelter in
Bolivia and preferred to use the country only as a source of mineral resources
for his integrated transnational activities. This may Dbe illustrated by the
following statement contained in the annual report of Patifio Mines and Enterprises
Consclidated Inc, for 1938:

"Our Bolivian concentrates, and practically all minerals of high metal
content, are smelteéd and refined in the United Kingdom purely for economic
reasons. Our experience, and recent studies made by our technical experts, show
that it is cheaper to smelt and refine tin in'the plants of Williams Harvey £ Co.
in Bootle, near Liverpool, than anywhere else. In addition to the local-conditior:
at Béofle, a determining factor is the long and unequalled experience.of Williams
Harvey in the treéatment of the complex Bolivian ores in which they have
specialized for over 25 years,' Thus olr Company, and in general all enterprises-.
in Bolivia, are able to obtaih the lowest possible rate for.smelting and refining
our tin concentrates. This represents valuable co~operation in the development
of tin mining in Bolivia, which, as is well-known, is affected by some adverse.
factors'. ' o ' '

Although according to the short-term commercial criterion of transnational
corporations, Patifio’s position was justified, the fact is that not even the -
successive governments of Bolivia have had the long=-term vision to exert pressure
for the establishment of a ‘tin-smelter in the country.’ As noted earlier,22/ -
Malaysian'é'experiehce was different, since the establishment:of tin smelters at
the beginning of the century was stimulated by an-additional tax .on éprrts of
‘éoncéntrates., Bolivia failed to take effective steps towards the installation
of a tin smelter until the mid-1960s.  After nationalization, however, it did
break the monopoly of the Williams Harvey smelter, concluding a contract in 1962
for the smelting of part of its tin output in.thé Texas plant then controlled by
the Wah-Chang Corporation, ” '

22/ See Part One, ,
. /In the



- 37 =

In the mid-1960s, the Government of Bolivia came to the conclusion that
the country should build its own tin smelters, not only to earn additional
foreipgn exchange from forward linkage operations and the increased value-added
of the minerals, but also to be less dependent on foreign smelters and their
power in the world markets. In 1965, negotiations started with a German
engineering group and in 1966 the Empresa Nacional de Fundiciones (ENAF) was
established and obtained a monopoly in the production and export of refined metal.
Construction of a tin smelter began in that year, and in January 1971 ENAF put on
stream the refinery at Vinto, with an initial capacity of 7 500 tons, which was
subsequently expanded to 20 000 tons. The plant was constructed with German
suppliers' credits by Koekner Humbolt Deutsch, a metal and engineering group
which also built the refinery for the Indonesian Peltim smelter at Huntok,

During the 1970s, Bolivia was still highly dependent on foreign smelters
for refining its tin concentrates, although that dependence was gradually
declining, In 1970, only 8% of total sales of COMIBOL concentrates were
processed at the ENAF State smelter in Vinto., This share increased to 65% in
1979 (see table 10). The remainder was exported to different foreign smelters,
particularly those owned by CGulf Chemical, Long Horn, Capper Pass and
Metallgesellschaft, which are large integrated transnational corporations having
worldwide metal marketing seprvices,

The Long Horn smelter established by the United States Government through
Billiton Company during the Second World War was subsequently purchased by
Wah=-Chang Corporation and then sold to the Gulf Resources and Chemical Corporation.
Gulf Resources also controlled Bunker Hill Co., which owns important silver, lead
and zinc mines in Idaho., Its principal office is in Kellog, Idaho. This
smelter's share in COMIBOL sales declined from 31% in 1875 to 6% in 1979.

The major smelter in the United Xingdom is that of Capper Pass and Son
Limited, in North Humberside, Yorkshire, which mainly processes low-grade ores,
It is controlled by the Rio Tinto Zinc Corporation Limited, a holding company with
interests in Australia, Canada, the Netheriands, the Hetherlands Antilles, Papua,
New Guinea, South Africa, the United Kingdom and the United Staﬁes. In 19793,

the Capper Pass smelter processed 20% of the tin output of COMIBOL, compared
with 24% in 1975,

/Table 10
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Table 10

LATIN AMERICA1 PRODUCTION OF TIN BY COURTRIES, 19501977

(Thousands of tons, percentage of rogional total and acunulated aversge arpuel rates of growth)
1 ] IR " ; R

R - Botivs © resil " Latin.

. Argenting ‘ ivia _ rasl Amerie'a

1950 . | 0.3 oa R X
Perticipation in percentage . 0.9 9-5.78 ‘ 0.3 . 100.0
1960 0.1 . S 197 L3 22
Participation in percentage : 0. 9.1 . 549 100.0
Grovth rate, 1950-1960 - ©-10.h B W 3 2.2 4,0

970 B ¥ - 30,1 4,3 _ %64
Pprticipation in perceptﬁge 3.3 - 82.7 11.8 ' 100.0
Crowth rate, 1960-1970. . .. 8.2 " A3 _ 127 5.1
1975 ; T Lt 32.0 5.0 38.5

Participation _ 1.3 BN 5 13.0 100.0
Growth ratesi 1970-1975 7 -11.8 1 5.8 1:4
195041975 7 TR S S 1 R X
97 X R X e 40,0 .
‘Par'tioiﬁation in percentrge © 1.2  8L.5 ' ' ;_16.'1 l 100.0

[y

Sourcer Metel Statistics, 1959-1960, 1957-196, 1965-1975, Metallgesellschaft, A-Ge, Framkfurt e Main.

/The Barzelius.
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The Barzelius Metallhuten Gesellschaft smelter is at Duisburg, Federal
Republic of Germany. This smelter is owned by Metallgesellschaft A.G., an
important firm with a long tradition in the field of mon-ferrcus minerals and
metals, covering the production, smelting, refining and marketing stages. A
number of medium-scale miners in Bolivia send their concentrates to this smelter,
which in 1978 smelted 3% of total COMIBOL sales.

The small-scale tin mining enterprises sell most of their output to the
State~owned Banco Minero (BAMIN), which was established as the principal
institution for credit, merketing and technical assistance, including provision
of equipment and current inputs for the private and especially the small mines,
This Bank also grants working capital loans and loans for investment. As a
marketing entity, it buys tin concentrates from small mines and co-operatives
{except those producing for COMIBOL), BRAMIN mainly undertakes spot sales for
relatively individual shipments. Apart from its shipments to low-grade smelters
in Europe, other shipments by BAMIN are almost entirely taken up by international
metal traders. These firms act as principals, thus excluding mineral suppliers
from decisions regarding timing and destination of sales., In 1979, 10% of total
tin production in Bolivia was accounted for by small mines, with medium-scale
mines having a share of 21% and COMIBOL of 69% (see table 11).

While the first ENAF smeltér in Vinto was designed for the treatment of
high-grade tin, in 1980 a new plant for the treatment of low-grade ore was put
on Stream at the same site; this has a capacity of approximately 10 000 tons and
should be able to put an end to the uninterrupted dependence on the foreign
smelters which monopolized the processing of low-grade Bolivian tin {Capper Pass
and Metallgesellschaft). The comnstruction of the new low-grade smelter -as well
as of the high-grade smelter- was carried out by the German firm Kloeckner
Industries in conjunction with Paul Bergsoe of Denmark. Thus, as of 1980,
Bolivia has a smelting capacity of approximately 30 000 tons and is capable of
smelting domestically its entire output of tin concentrates.

The expansion of tin smelting capacity throughout the 1370s made it possible
to increase the exports of tin metal from 7 600 tons in 1975 to 15 300 tons in
1979, a figure which represents 57.5% of the total output of tin concentrates
(see table 12). About three-fourths of the tin refined by ENAF is supplied by
COMIBOL and the rest by medium-sized mines.

/Table 11
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Table 11

COMIBOL: SALES OF TIN ORE T0 FOREIGN SMELTERS AND T0 ENAF

(Tons of tin metal content and percentage of total)

1975

1978‘

1;})'?0 1979
Gmelter Tons Fercent— Tons Percent- Tous Peréent- Tons Percent-
age . age - age age

Willigms Harvey 8 052 42,9 ‘ - - - Y - -
Gulf Chemical 5 062 2.0 5936 3.4 3 573 16.9 1 103 6.0
Capper Pass 2 820 15.0 W43 236 4 3% 206 3682 19.9
Metallgesellschaft 508 2.0 979 5.1 627 3.0 640 3.5
Other foreign - |
smelters 999 5.3 2879 . 15.1 826 3.9 1 004 af Selt

Subtotal S 17 Mg 92.2 14 310 75.2 g 3% M2 6 428 3h.8
ENAF 1 34 7.8 4 690 2h.8 11 813 55.8 12 ;% 65.1

Total 18 755 100,0 19 000~ 100.0 2 169 100.0 ‘18 451 100.0

Sources Prepared on the basis of ENAF data.

af Includes deliveries to the Marc Rich marketing firm (994 tons).
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Table 12
BOLiVIA: QUTPUT OF TIN BY SOCTAL SECTORS IN 1379

(Thousands of tons of tin metal content and percentage of national total)

© COMIBOL © Medium-scale mines Small-scale mines
Year . ; ) :
Tons Percentage Tons Percentage Tfons Percentage
1970 18,8 64 £.6 22 3.8 13
1975 20,3 64 6,7 21 4,5 C1
1977 23.3 69 7.0 21 2.8 7
1979 18.0 69 5,9 21 2.7 10

Source: "Minerfa Mediana", Memoria 1979, Asocizcifn. Nacional de Mineros
~ Medianos, La Paz, Bolivia, 1980,

Table 13

BOLIVIA: EXPANSION OF TIN SMELTING, 1960-1978

(Thousands of tons of tin metal content and percéntage'of smélting)

Year | . . bl ' l Pe:;:gi:ge
Concentrates Smelted - Total
1360 18,6 1.1 C19,.7 , 5.6
1970 - 29,4 . 0.7 30.1 2.3
1975 . U4 7.6 , 32,0 23.8
1977 ' 19.3 '13.3 _ 32,6 . 4D.8
1378 a/ S0 183.8 - 15.9, : 29.7 53.5
1979 gf ‘ . . 11,8 - 15,3 . 26,6 - ‘ 57.5

Source: Metal Statistics, 1950-195%, 1957-1966, 1965-1975, Metallgesellschaft
A.G., Frankfurt am Main, and Boletin Estadistico, No. 232, Banco
Central de Bolivia, December 1978.

a/  Exports,

/In spite
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In spite of these encouraging developments, ENAF experienced accounting
losses and management problems during the initial years of its operation. This
was due, ameng other reasons, to the fact that the infrastructure had been built
for a finmal capacity of 20 000 tons anpd was not put to full use from the
beginhing;'thus, although the smelting" of high-grade ore did increase, overhead
and fixed tosts were very high during this period., Also, the inflationary process
since 1972 and the maintenance of a fixed rate of exchange for the dollar had
negative effects on the firm's costs and this was also true in the case of
COMIBOL., | ' | ‘

At any rate, the establishment of a national smelter capable of smelting
all the tin produced in the country was a significant development the main

aspects of which are analysed below,

5., Importance of the public enterprise in tin smelting

The nationalization in 1952 of the three large mining corporations which
led to the establishment of the Corporacidn Minera de Bolivia and the subsequent
creation, in 1966, of the Empresa MNacional de Fundiciones, with which the
industrialization of mining and metallurgy was initiated, have fundamentally
changed the traditional relations between the Bolivian State and the international
system of marketing and transnational corporations. _ B

ENAF was established to smelt and refine minerals and market the metals and
other products of its smelters and refineriesi it has performed these functions
primériiy with respect to tin. The legzl framework of ENAY is provided inter alia
by Decree Law No. 7595 of 15 July 1966, which created it, and Decree Regulation
No. 8017 of 21 July 1967. o

ENAF was created with the intention that it should become a profitable
enterprise, since its eafning must unfailingly éover all obligations undertaken
in the .contracts for the expansion of its facilities. To ensure its profitability,
COMIBOL, the Banco Minero de Bolivia and the medium~scale and small-scale private
miners are required to supply the volume of concentrates required'by the smelter
for -its industrial activities, in such a manner as to ensure the regular and
uninterrupted operation of ENAF,

According to the same decree, ENAT is responsible for running the State
smelters and refineries, centralizing and co-ordinating new investment projects

in this area, developing and diversifying the metallurgical industry in the

/country with
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country with the option' of participating in the implementation of industrial
integration projects, marketing the metals and other products produced by its
smelters and refineries and financing any increases-in its capital and the .
expansion of its facilities,

The importance of the public enterprise in regard to smelting activities
may be summarized as' follows: (a) “hereas the mining enterprise depends on a few
smelters to which it.delivers its ore, the smelting enterpriseihas customers
throughout the world and its sales of a large volume of metal can.be distributed
to those regions which are most advantageous from the commerclal and polltlcal
standpoints. It can' tbus obtain for the mlnlng industry better prices and ‘
financing, lower transport and handling costs, and control over weighing, grading
and other»factors previously managed by foreign smelters. (b)'The'State‘smeiter
can regulate thejqua;ity of the metai'accordinﬁ to the needs of buyers and the
versatility of the plant. (c) ENAF also ensures the dellver; of forelgn exchange
to the State and obtains from market1ng ‘the metal earning which otherw1se would
increase the refining fees (magulla),ggj paid by the mines. {(d) Finally, the
State smelter not only serves mining; it is theatartihcpointforindustrialization
and the creation of a store of technologlcal knowledge in the country; its role
as a complement to mining should be prozected in terms of a natlonal development
polJ. CYe - . _ _

The comparatlve advantages of the country with resPect to non-ferrous_
metallurgy are already being utlllzed as ENAF purtlclpates w1th PERRA SOCledad
Andnima, enterprlse in the productlon of alloys, solders, eto., whlch also
encourages crafts based on the use of tin, ‘ .

The opening up of non-traditional markets for metal tin, such as those of
Latin America andupartlcularly of the Andean Group, nakes it p0551b1e to develop
a policy .oriented towards maximizing advantages by means of re01proca1 aareements,
common external tariffs, an equilibrated balance of trade direct negotiations
and joint programmes with State enterprlsee_aod, flnally, acvantages:w1th regard
to transport, handling, insurance and other‘mattgrslin the direct negotiations
. with non-traditional clients. . , u :

Finally, if tin mlnlng and Droce551ng are approached from a global

standpoint, it may be said that the flnal 1ntegratlon of m1n1ng and metallurgy

2§/ For an explanation of 'this concept, ‘See section 6 (b).
o o | - “/puts the
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puts the nationalization of mines on firm ground and constitutes one of the
foundations for the subsequent industrialization of the country. In this regard,
it is aléé . an ihﬁortant factor of regional development, as smelters and
refineries in the mining areas serve as poles of desvelopment promoting economic
activity in depressed regions. That is why- the metallurgical complex of Vinto

in the departamento of Oruro is so important, We shall now discuss some specific

aspects of the integration of the two publlc enterprises, COMIBOL and ENAF, and

of co-operation between them.

6. Domestic integration of the mining and metallurgical sector (COMIBOL and
ENAF) and reaction of the foreign smelters

(a) General aspects

Thé gountr&ﬂs bargaining power vis-B-vis the foreign corporations depends
to a iarge extent on the operation of énd effective co~operation between the
public enterprises, COPIBOL and ENAT, thlch are the basis for the vertical
integration of the tin industry. As has already been shown, the role of the
transnational corporations in export-oriented primary commodities is due mainly
to the fact that they control the entlre vertical chain from prospecting and
mining up to the dlfferent stages of process;ng and, especially, marketlng on-
the world market.

W:th.the‘natlonalization of mining and the smelting of ores in Bolivia,
the transnationélrpdrporations ioSt cdntrdl over the fir'st two productive links
in the mining cycle, retaining only their oligopolistic control over world
markets of both minerals and refined products. Obviously, the transnationals - -
wish to continue influencing the developmént'of mining in the country even after
nationalization by taking advantage of the rémaining links both in the mining
sector and in the processing and marketing of tin. These relations reach the
crisis point when the proceés'of integrating mining and metallurgy culminates
with the growth of reflnlnc and the country becomes fully capable of proceéssing
domestically all the output of its mines. ’

This prospect runs counter to the interests of the'foreign smeiters -for
two reasons: firstly, because they lose their usual supply of mineral coficentrates,
to Whlch the technology and organlzatlon of the smelting corporation has often
been adapted secondly, because they are now faced with a new compatitor on the
metals market, namely, the public smelt;ng.ente?prlse whlch:now sells on the same

world markets all the metal produced in the country.
/The conflict
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~ The conflict between national and foreign interests occurs both with

respect to bargaining power and with respect to the distribution of gains between’
the two parties. In the flrst case, there is a break in the ollgopollstlc S
linkage which the foreign sector formerly had with domestlc mining (except as
regards technology, 1nputs and new investments, etc., whlch present different
problems), In the second case, the gains of the industry are redistributed in
favour of the produc1ng country, which retalns all the value added to the m1neral;
as a result of thelr proce551ng and marketlng. It is easy to understand why the
foreign corporatlons wish to prevent or at least hlnder thlS process of domestic
integration of mining. | ' o

To couplete the plcture descrlbed above of the conflict of interests which
arises between the mlneral-produCLng country and the foreign eorporatlons as a
result of the 1ntegratlon of the domestlc mining 1ndustry, we must also take a
look at some of the problems assocmated with this transition within the mineral-
producing country whlch arfect its bargaining power VIS~3-V¢S external agents,
In this regard, it would appear ‘that the strength or weakness of the natlonal
bargaining capacity will depend to a large extent on the relatlone and

co-operation which exist between the domestic mlnlng and 1ndnstr1a1, or

proce331ng, sectors, The problems and p0381ble conflicts arise once more, mdlnly
in eonnexion with the issues of bargaining power and distribution of galns.'

_The pubiio mining enterprise obtains a series of advantages from the simple
fact that its former forelgn customer is replaced by the national publlc smeltlng
enterprise. On the other hand, 1t no longer repre ents the country, protectlng
its interests v1s-a-v1s the forelgn oorporatlons, as it is replaced in this
activity by the domestic netallurglcal sector, whlct sells abroad all the eomestlc
output of metals (domesitic consumption remelnlng marclral)

tven more important as a source of probloms and J=rn.ctlons is the cnange
-at least the apnarent change- hhlch occurs in thre dlStPlDutlon of galns.
\aturally, the public mining enterprise and its management tend to measure the
actions and bekh aV1our of 1ts new and only domestlc customer accordlng to the high
standards that governed 1ts relations with the fore;gn corporatlon, the latter
naturally has several,adventages over 1ts competltor in the perlphery, at least
as regards technology; management'and 1ts 1ong—standlng tradltlon of power on the

world markets, Thus, from. a short-term and strlctly bu51ness llke 901nt of v1ew,

D " ‘ /the domestlc
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the domeétic mining sector may interpret the change towards increasing domestic
integration of mining as being detrimental to its own interests, inasmuch as its
own gains have dgélined by comparison with the previous period.

_.dn the other hand, during its initial-phase, the domestic metallurgical
sector will obviously experience a series of problems as regards the
implementation of its new investments, its organiéation, management, financial
arrangeménts, external marketing, etc. These internal problems have a negative
influence on co-ofdination and joinf prbgrémming with the public mining sector
(which also has problems of the same tfpe, although of a more long-term nature),
on its bargaining power vis-3-vis foreign agents, and hence on the ability of
the mining and metallurglcal sector to contrlbute to the econcmy of the country.
In turn, they glve the foreign corporatlons an opportunity to take advantage,
for their own benefit, of these gaps in the domestic integration of the'industry.

To conclude this section on general aspects, we might add thét the gradual
SOlutlons of the exlstlng problems relatlnp to the integration of the runlng and
metallurglcal sactors of Bolivia would not only increase their immediate
contribution to the qconomy of the country but would also contribute to its
self-sustained dévelépment and to increasing its bargaining power vig-d-vis the
foreign agents. : - N |

The next toplc is examlned within the framBWO“x of the putting on stream
in Vlnto of the two smelte“s (for hlgh-grade and low- grade ore) owned by EHAF,
which durlng the 1980s w1ll give Bollv1a a tln Smel+1rg capacluy of approxlmately
30 000 tons in other words, it will have enough capacity to process all tin
output inside the country. On the ba51s of these important facts, we w111_196k
at the current problems of vertical integratiéh‘aﬁd distribution of gains in the
mining and metallurgical indﬁétry, the probléms of linkages betweén.COMIBOL and
ENAF, and the reactions of the Foreign smelters to the loss of the Bolivian
market. : S |
(b) Vertical integration and dlStPlbuIlOU of galns between CONIBOL and EWAF

In the previous chapter, we stressed the 1nportance of the public enterprise
in tin Smeltlno and the benefits to be galned from its 1ntegratlon with mining.
Some problems sti}l remaln w1th regawd to the llnkage between the two public
enterprises, COMIBOL and EVAP partlcularly in connexlon with the difficulties

experlenced during the tran81tlon to full operation of the two smelters -for
hlghégrade and low-grade ore- in Vinto. These problems seem to be reflected in
/the distribution
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the distribution of gains between the two public enterprises and in the
co-ordination and joint programming of their activities,

The distribution of gains between the two public enterprises is channelled
mainly through the processing costs, or smelting fees (ﬁaguilas), which represent
the dlscount on the price of the metal granted to the smeltlng enterprlse in
exchange for its services in processing and marketing the metal. The smeltlng
fee in forece in the buying and selling relations between COMIBOL and ENAF had
always been set on the basis of the shelting fees paid by COMIBOL to the foreign
smelters. In 1978, for example, the fee of US$ 630 charged by EHAF (for one
net metrieton of dr] ore) was practlcally equlvalent to the welghted average of r
the fees agreed on by COMIBOL and the forelgn smelters, Capper Pass, Gulf,Chemlcal
and Metallgesellschaft, which that year absorbed 40% of total COMIBOL sales; |
(See table 13.) Thus, Bolivia's dependence on the transnational corporations in
respect of the processing and marketing‘of tin was projected even to relations
between the‘public enterprises of the cbuntry's mining-metallurgical industry.
The impact of the transnatlonal corporatlons on the PLbllC sector was particularly

significant during the 197$-1980 perlod, Whlch we shall analyse in greater detail
in the next section. 3 ‘ _ ,

Let us now take a look at the importance of the smelting fee {maquila) in E
mining revenues. Since the smelting fee represents a fixed price fér processing!
a unit of volume of the mineral, its share in the quoted price of metal tin
drops when the price goes up while the share of royalties paid to the State and
the income for the mining producer go up., Naturally, the reverse is true when
prices go down. Table 14 shows that when the quotation for a pound of refined
tin goes up from US$ 6.50 to US$S 8.00, the State's share in royalties rises from
34.7% to 36.7%; the direct share of the producer rises only marginally, from
53.0% to 53.2%; and the share represented by the smelting fee (maquila) paid to
the smelter goes down from 12.3% to 10,1%. Obviously, this latter difference is
almost entirely absorbed by the increased State revenues from the aforementioned
inerease in royalties.,

As regards the distribution of gains between the mining and metallurgical
sectors and the royalties coming into the Treasury to finance the country's
economic and social objectives, table 14 shows that around 53% of revenues from
the marketing of metal tin go to mining, from 10 to 12% to the metallurgical

sector and from 35 to 37% to the State.
/Table 14
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Table b

SMELTING FEES' (MAQUILAS) OF FOREIGN SMELTERS AND OF ENAF, 1978 |

Percentage Smelting fee
of total
Smelter .  {dollars per
COMIBOL - -
ton) a/
sales _ —
Gulf Chemical . 16.9 o 628.6
Capper Pass = . . _ . L 20.4 6L6 4
‘Metallgesellschaft | . 3.0 522.0 b/
Subtotal N 40.3 | o 829.7 ¢f
ENAF o uly,?2 .  630.0

Source: CEPAL/CTC Joint Unit on Transnational Corporations, on the basis of
ENAF data, '

a/ Net metric ton of dry ore.

b/  1979: . o ‘ | |
ef Weighted average of the smelters' share in total COMIBOL sales.

/Table 15
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Table 15 .

"PERCENTACE OF. ROYALTIES, SWELTIVG FEES AND FRODUCER INCOME
OBTAINED FROM DIFFERENT TIN PRICES Cn

Price _
in dollavs
(pounds. of
refined tin)

Percentage of price

Royalties a/

Smelting fees .

Producer income

6450
6.75
7.00
7.25
7.50
7.75
8.00

Difference between

marginal quotations

(6.5 and 8,0)

34,69
35.09
35.46.
T 35481 .
© 36,13
36,43
36,71 .

2,02

. 12.33
11.89
11.47

© 11,08

10,72
10.39-.
10,07

-=2,26

52,98
53,02
53.07
53,11
53,15
53,18
53.22

.24

Source: ‘Iﬁforma{iqn suppliedpby“SNAF.

a/ Not in&luding 7.5% export tax,

which was eliminated in ‘larch 1980,

/Some additional
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Some additional comments are in line with regard to the distribution of
the gains of the tin industry: the progressive tax policy applied to the mining
sector guarantees that the State retains virtually all the increases in tin
prices but, on the other hand, it makes the budget vulnerable in the same way
to the ups and downs of circumstances on the world market., The mining sector
has only a margina; participation in these changes and the relative
participation of the metallurgical sector goes down when prices go up.
Consequently, it appears that there is not much incentive for the public
enterprlses COMIBOL and ENAF to increase the real prices received for the metal
on the wor1d markets by 1mprov1ng the quality of the concentrates and the metal
and its marketlng on the world market.

0bv19usly, the Bolivian Covernment recognized the excessive tax burden on
mining ahd; under Decree No{ 172#8 of 5 ¥arch 1580, eliminated the 7.5% export
tax which had been in force 51nce 1972 while at the same time it raised the
presumed cost of COMIBOL in calculatlng the mlnlng royalty by USS 3.8 per
pound of refined tin. In addltlon, the Covernment is preparing flscal reforms
and incentives for mining.

The vertical integration between the mining and metallurgical Sectors and
the distribution of gains ‘between COMIBOL and ENAF are also influenced by
co~ordination and joint programming of the productive activities of the two
enterprises. The reduction of costs to ENAF, and hence of the smelting fee
(maquila) paid by COMIBOL, depends to a large extent on the optimum utilization
of the ENAF facilities, in other words, on having a larger volume of ore processed
in its plants. In order to ensure the supply of the raw material to the smelting
plants, joint programming plans must be made which fully integrate the different
stages of mining and metallurgical operations.

During the current transitional stage, i.e., while the second low-grade
smelter is being put on stream at Vinto, there must be strict co-ordination of
the operations carried out by ENAF and by COMIBOL, particularly as regards the
exporting of tin concentrates in order to guarantee supplies to the new smelting
plant. In addition, links between COMIBOL and ENAT are complemented by those
with the Central Bank of Bolivia, which provides financing for the materials at
the stage when mineral concentrates are purchased, for the stocks required and

for the smelting pfocess and finally, for the stocks of metal products

/corresponding to
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corresponding to each of these stages, i.c., of approximately 400 metric tons of
refined tin per month, which is equivalent to approximately 25 days production
at the current rate.

Finally, another important aspect of the integration of the mining and
metallurgical industries is that relating to the quality of the materials
delivered to the smelter. In this respect, special mention should be made of
low=-grade ores containing impurities, which are recovered from tailings and
treated at the COMIBOL volatilization plant before the smelting at the ENAT
low-grade smelter.

In this section we have tried to describe the most important aspects of
vertical integration and the distribution of gains between the two existing
public enterprises in the tin mining and smelting sectors. As has been stressed
above, deficiencies in the linkage between the two not only cause immediate losses
to the Bolivian economy but also have a negative effect on the country's
bargaining capacity vis-d-vis the foreign corporations, which are trying to
maintain their traditional position of control in the industry. In the following
section, we will lock at a specific case of interference by the foreign smelters
in the vertical integration of the tin industry in Bolivia.

{(¢) Reaction of the foreign smelters to the loss of the Bolivian market

Faced with.the imninent threat of losing their supply of Bolivian tin ore
and with a strong new competitor on the world markets for tin metal, the three
major foreign smelters involved in processing Bolivian tin responded in 1979 with
a "dumping" of the smelting fee (maquila), by offering terms substantially better
than those offered by ENAF, Table 16 shows that Capper Pass, Gulf Chemical and
Metallgesellschaft reduced their smelting fees in 1980 by 26%, 31% and 21%,
respectively, in relation with the previous year. Thus, the smelting fee of
US$ 630 per net metric ton of dry ore, which was in force for purchases and
sales between ENAF and COMIBOL, was higher than the amounts agreed on with the
foreign smelters by 27%, 31% and 35%.24/ COUIBOL could increase its income friom

24/ Table 15 shows smelting fee data based on COMIBOL and ENAF estimates.
Although the figures differ -according to the methcdology used- both show that
foreign smelting fees had a downward trend during the 1972-1980 period. In the
analysis, ENAF data were used because they cover a more complete historical series
and provide greater comparability (assuming the same metal content in the ore
processed). Moreover, the political and economic implications of these data were
published by the Government of Bolivia (see the statement by the General Manager
of ENAF, Major E. Quiroga, Presencia, La Paz, Bolivia, 6 September 1980, p.9).

' /Table 16
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Table 16
FOREIGN SMELTERSs SMELTTING FEES MAQUILA) FOR TIN CONCENTRATES

" {Dollars per-net dry ton and percentage growth rate)

Capper Pass

COMIBOL estimate _a_/
Annual rate

Cumulative rate

ENAF estimate E/
Annual rate
Cumulstive rate

Gulf Chemical |

COMIBOL estimate g/
"Amnusl rste
Cumzlative rate

ERAF estimate E/ -
Annugl rate
Cumrlative rate

Matallgesellschaft
ERAF estimate b/ .
Annunl rate

1970 1975 1976 1477 1978 1979 1980
. 318.3 247 535.7 b 626.8 622.3 54640
T eee 334 25.2 17.0 -0.7 ~12.0
100.0 133.0 169.0 197.0 195.0 171.0
350.7 4037 H58.0 56l 4 6Ub.l  633.0 161 ke/
22.1 13.4 23,2 14,5 2.1 - =26
100.0- 122.0 128.0 171.0 195.0 191.0 . 1390
- 0.5 beh.3 B51.7 534.1 532.0
.o 20,7 6.7 18.2 -19.1
e 100.0 1%.0 1722.0 144.0 117.0 en
217.3 “375.5 ha6.0 Shi),2 628.6 . e k3h.0c/
18.3 29.4 12.0 15.5 -31.0d/
100.0 118.0 153.0 © 1710 198.0 eee  137.0
e . 522.0 10.80/
" ee =213

Sources COMIBOL and ENAF.

.E/ Estimated on the basis of yearly n‘vere.;ge grade of contentrate, which ranged in the case of Capper Pass from
. 22,3 to 26.0% (of Sn) - and - in. the tase of Gulf Chemical between 42.% and 47.0%.
b/ Estimated on the basis of eomparative sverage grade of h2.0%.

. 11 Rarch 1980).
g Based on 1978.

¢/ Actunl velue for the first semester of 1980 for low-grade ore (see Sales Contract between COMIEOL and ENAF,

/its mining
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its mining production if it maintained and,expanded its links with the foreign
smelters to the detriment of the more expensive services provided by ENAF.

There was no precedent in the previous relations between these corporations
and COMIBOL for the sharp drop in the smelting fees charged by the foreign
smelters, In fact, the smelting fees paid by the mining enterprise to Capper Pass
and to Gulf Chemical almost doubled between 1974 and 1978, rising each year by
between 12 and 29% (see table 16). It should be noted that the main
justﬁfiggtion for the record increases was the rise in the cost of energy, the
share of which in total treatment costs increased 2.5 times for the Capper Pass
smelter (see table 17). It is obvious that this situation could hardly have
changed iq 1879-1980. 7

We méy thus reach the conclusion that the rebates granted by the foreign
smelters were designed to prevent all the-tin ore from being smelted by ENAF by
capitalizing on the comparative advantagés held by the foreign smelters,
particularly as regards the depreciation of assets (in view of the fact that their
industrial plants were old, having been in service, on average, for 40 io 50 years,
and that they were making very few new investments) snd the utilization, at a low
cost, of secondary tin. ' '

In addition, Gulf Chemical proposed to COMIBOL and ENAF the establishment
of a joint venture, "o carry out joiﬁt activities including contracts for the
lease of smelting éapécitﬁ'("toll"), marketing and financing®, and offered them
an opportunity for dealing directly with consumers in the United States and
benefitiﬁg from the special position enjbyed bj Gulf Chemical as a United States
industry'protected from strategic stockpile sales by the Government. Both COMIBOL
and ENAF rejeéted this offer by Gulf Chemical because of their conviction that
should this strategy of ‘the transnational corporatibn succeed, the State smelter
would dlsappear, as it would be unable to compete with the transnutlonal and
that the forelgn smelters would eventually resume thelr pollcy ‘of ralslng the’
smelting fees (maquilas).25, ) o

The above analysis would appear to confirm the view expressed at the
beginning of this chapter that the transhational corporations, faced with the
prosbect of losing the Bolivian tin concentrates market and with the emerging
”competltlon of ENAF on the world metal tln market, are trylng to dbstruct the

1ntegratlon of the State mining and metallurglcal enterpr¢ses.

25/ According to information supplied by ENAF and COMIBOL. :
- /Table 17
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Table 17

CAPPER PASS: IMPORTANCE -OF THE COST OF ENERGY IN TOTAL TREATMENT COSTS
(SMELTING FEES)

Percentage of

Year ' ° “Dollars | total cost
1976 103.8 _ ' 22,7
1977 R -"168.7‘ ' A 2.9

1978 , 7 1sn0 0 ' ‘ 25.8

'Source: ENAF.

It should also be stressed théf the tfansnationais' proposal théx the
existing contracts should be renegotiated, while appearing to be favourable to
Bolivian mining, oqcufred af a‘tihe when Bolivian tin mining and. smelting were
being‘integrated and the two pﬁblic en;e;prises were negotiating with each other .
in connexion with fhe iong—term éontpact on whiéthheir relatipns over the next
few years would be based, Furthermore, the attempt to maintain Bolivia's
’ deﬁgndence'on the tin transnationals affected not onl? the State sector but also
&edium-scale mining, since the terms and conditions agreed on by COMIBOL and the
smelters serve as a frame of reference“fop medium=-scale mining,

The developments described above also have effects that go boyond foreign
interference in the domestig affairs of a country of the periphery. They reflect
a conflict between twé types of positions and actions that are-based on different
~approaches to Latin American development. According. to the "ﬂéél#ﬁexal" approach,
the public enterprise COMIBOL should have acted according to the rules of the
market and accepted the "advantageous"™ proposals.of the foreign smelters, which
would have reduced its costs and its operating losses. In the previous paragraph,
we discuss the possible long~term implications of such an approach, bearing in.
mind the experience of mény Latin American countries whose domestic industries

were displaced by -the transnationals, and not omrly in the mining sector.
‘ /on the
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On the other hand, according to the development approach based on
collective'self-sufficiency that is advocated by a large number of developing
countrles, the short-term costs and beneflts to the enterprlse {(particulavly if
it is a publlc enterprzse) should be V1ewed from the broader standpoint of
improving the utlllzatlon of national resources and reduc;ng vulnerablllty ‘and
dependence on external factors.26/ Taklng into account thn fact that smeltlng
fees (mag uila) account for approx1mately one-tenth of the inceme from sales of
metal tln, while the share recelved by the State through royalties represents .
around one-third (see table 15) it becomes obvious that the Government has
enough manoeuvring space to promote and encourage the domestlc integration of
mining and metallurgy. '

~ The above remarks do not mean, of course,'that it is not neceseary to
overcome the serious proolems corrently‘facing the public sector in regard to
tin mining and metallurgy, such ae‘the iack of exploratiop and prospecting and
the slow or noo;existent assimiiation of new mining teohnoiogies and metallurgical
processes which could hurt the future oroductlon and product1v1ty of the sector,
the high operatlng and overhead costs which aggravate the def1c1t situation
(Uss 211 million for COMIBOL in the 1980 budget ‘and & drop 1n ENAF proflts
of almost 50% between 1978 and 1979) and 1ndebtedness, both 1nternal and external;
delays in the full 1mplementatlon of new 1nvestments {the COMIBOL volatlllzatlon
plant éné the ENAT low-grade tin pcant) and in the dellvery of concentrates for
smelting; Jnadequate fiscal policies and 1ncent1ves, etc. To overcome these
defIClen01eS, the’ Bollvzan Government and the prlvate enterprlses ‘and organlzatlons
in the sector have embarked on the preparatlon of short-term plans and measures
as well as of a nat10na1 mlnlng—metallurglcal development plan beglnnlng 1n
198;.27/

To overcome the existing problems and fully comply w1th development plans
for the mlnlng-metallurglcal sector, co-ordlnatlon ‘and plannlng must be
strengthened both within and between the organlzatlons responsrble for carrylng
out the plan. This process has in fact been initiated with the creation of inter-
institutional councils and comm1851ons and the reorganlzetlon of the management of

the enterprises and 1nst1tutlons in the sector.28/

26/ See, for example, J. Medina Echavarria, “Las propuestas de un nueve"
orden econ®mico internacional en perspectiva®, CEPAL, November 1976, - ’

27/ See, Presencia, La Paz, Bolivia, several issues of September and
October 1980, and the author's interviews with ENAF and COMIBOL officials.

28/ See the previocus note. /With regard
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With regabd t5 the strengthening of vertical integrétion of theAmining-
metallurgical sectofrandfité bargaining power vis-d-vis external agents, the
problems of which have been dealt with in this chapter, there is the altermative
-widely discuésed,among experts.in tﬁe sector~ of complementing the existing
technical-economic intégfation of COMIBOL and ENAF in the institutional framework
by mérging the two pubiic enterprises into a single unit for the production,
processing and marketing of minéréls and metals. Naturally, before applying such
a far-reaching measure, which would ﬁaVe a decisive influence on the development
of this sector, which is vital to the Bolivian economy, it would be necessary to
make an in-depth analysis of its potenfial benefits and costs, a task which goes
beyond the scope and purpose of this study, It should be noted; however, that
such a measure could help strengthen the country's bargaining‘power by
facilitating the proper concentration and better use of past experiences and of
the most qualified personnel, the unification and improved flexibility of
planning and operational'decisioﬁs and hence the creétion of edonomic and financial
power which, in worldwide terms, would comparé favourgbly with that of the major
transnationallgnterprisesaggf On the other hand, tﬁe.institutional infegrétion
of the two large public enterprises in the mining-metallurgical sector would also
allow for regiondlization and decentraliza;ion of resﬁonsibilities in the major
miningnmetéllufgicalrcenffes of the'countrﬁ, thus providing for greater flexibility
and effectlveness in their operations. |

The analysis made in this chapter of the natlonal integration of the mining-
metallurgical sector of Bolivia shows that even after nationalizing the major -tin
mines and establishing full processing capacity in a public enterprise, there is
still ~at least duriﬁg the initial transition period—riﬁterference from the
transnational corporatlons who are trying to maintain thelr positions in the
industry. On the other hand as the transnatlonals no longer have a share in the
ownership of the mining resources or 1n_ﬁhe metallurgy of the country,  their.

bargaining power vis-3-vis the Bolivian wmining industry is reduced to the-extent

29/ Aggregate sales of COMIBOL and ENAF in 1879 amounted to arcund
Us$ 650 1 million, while those of a United States transnational corporation,
Gulf Chemical, amounted in the same year to USS 496 million. The a
transnational was one of the 500 major corporations listed by Fortune magazlne ,
and smelted almost one-fifth of Bolivian tin, -

/that the
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that the public sector manages to overcome the power of the transnationals as
regards the vertical integration of the industry, organization, effectiveness and
operating costs.. Consequently, the main battleground in the eventual conflict
between the national interests and those of the transnationals in the_tin
industry is no longer that of negotiations on the redistribution of gains from
the industry (as is the case in many other mineral-producing countries) but

rather within the coimtry and in connexion with the adequate operation of the

national mining-metallurgical sector (including full utilization of the capacity
of small-scale and medium~scale mines).

7. Marketing of metal tin by ENAF

In 1979, exports of tin by ENAF amounted to 15 300 metric tons of refined
metal (see section 4, table 13) and its direct sales, particularly to the new
markets of Latin America and the socialist countries continued to grow, In

this chapter, we describe the features of the marketing systems and of the main
export markets,

{a) Marketing systems

ENAF has used the following marketing systems to sell its output:
(i) Sales through agents 30/

v

Although ENAF :began its commercial activities in 1970, it did not have its
own sales infrastructure and had to resort to the services of transnational
corporations specializing in the marketing of tin concentrates. These
corporations, which had been in the country for over hailf é‘century, also
. offered an expeditious system with financing for commercial transactions and a
staffing structure made up of subagents in the major world marketing centres,
These corporations operated essentially under two arrangements, Under one _
arrangement, they acted exclusively as agents, carrying out on behalf of ENAF
-all marketing operations, such as shipping, contracting for freight, insurance,
storage, tramsport to the consumers' plants, and collections. For this service,
they receive a commission, stipulated in the contract, which amounts to around

0.4~0,.6% of sales-and is covered by -a bank guarantee.

30/ See annexes 2 and 3.
/The other
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The other arrangement that is frequently used when there are stocks of
the metal accumulated in the ports, consists of receiving at the port direct
offers from firms acting occasionally as agents; this makes it possible to take
advantage of market conditions at a given moment while saving on the operating
costs described above, which are assumed by the ageénts. ~ This type. of transaction
is carried out mainly on the United States and Western European markets and has
the additional advantage of making it possible to aveid storage costs at the
port of destination. '

The agent system is used with the major trading companies such as
Metal Chemie, Fhillip Brothers and Berisford Metal, who have the facilities
mentioned above and control the market to'é‘large axtent. Their services include
not only placing the commodity on the market at a vood price, but alsc suppliying
1nformatlon on the behaviour of the market, maklng payments on time, sending
documents, checking lots and supplylng detalled information on transactions
carried out, etc.

For example, Metal Chemie, a German corporation based in Amsterdam which
makes sales in Western Europe, has a quota of 1 500 tons per year assigned by
ENAF and carrles out successful sales, p“DVldlng dally information on all details
relating to prices, quotatlons, competition, etc., and average sales at the
highest prlce of the four quotatlons on the London Metal Exchange, plus bonuses.

Derby and Co., a subsidiary of Phillip Brothers of New York, is considered
the largest marketing firm in the world and has experts and agencies in all
important markets, as well as its own bank and industriél facilities. Because
of its thorough knowledge of the ore and metals market and its gfeat oligopplisfic
influence, both in countries supplying raw materials and in consumer countries,
this corporation obtains relatively high benefits which are not always shared by
the users of the seprvice. Its great financial capacity and the speed with which
it grants credit enables it to obtain contracts for the purchase of concentrates
and metals on a permanent basis. It has been operating in Bolivia since the
major tin mines began operations and because of its influence and power it is
difficult to negotiate better terms for ENAF. Nevertheless, because of the
considerable competition that has arisen in recent years, some additional
zdvantages have been obtained which are equivalent to those granted by similar

corporations.,
' /Bevisford Metal,
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Berisford Metal, based in London and having subsidiaries in New York and
other centres, specializes more in agricultural commodities such‘as.sugar; cacao,
cereals, etc., and only began marketing minerals and netals five yéars ago, with
great impetus at the beginning. It provides services to ENAT as an international
agent able to make sales in any country, although in‘one year and a half of
. operations it has placed 90% of sales in the United St ates, Cdﬁpared with other
corporations, it offers advantageous terms as regards financing. it has
recently improved its services, having opened its own offices in La Paz.

(ii) Sales through corresponding agents

-Bales of this type are carried out by a correspondent on behalf of ENAT,
usually with medium-sized enterprises which in some cases hate coﬁtacts with
large marketing firms. This system is applled malnly on markets where imports
are strictly regulated, storage and free market transactions are not allowed and
each transaction 1nvolves compliance with a ser;es of formalltleS‘both_on the
part of the comsumer country and of the trading fepresentatives and ELNAF.

* One of ENAF's corresponding agents, for example, is the firm Ameréa, which
premoted sales in Colombia on better tefms than-the traditional agents. It also
facilitates sales for Sider-Perﬁ and;other State and private enterprises:in
this country. - A

(iii} Benefits and costs of selllnu through agents

The advantages to the publlc smelting enterprlse of marketzng through '
agents, particularly during the initial period of 1ts operatlon may be summarized
as follows: the agent, who is usually established in the metal consumer centres
in the industrialized countrles has a speclallzed statf wlth w1de knowledge and
experience, many contacts and well-establlshed dlstrlbutlon and marketing
channels which give it immediate access to the consumer market. It has the
financial capacity necessary to take on any risk of a buyer becaming'ihsoiVent.
In addition, such a firm can promptly prOV1de the national smeltlnc enterprlse

.with any information it may need regardlng changes that have cccurred or are
expected on the world market (product:l.on, consumptlon stocks, prices, etc. )e

On the other hand, 1n u31ng such a system, +he natlonal enterprise ig
deprived of direct access to the market and cannot establlsh dlrect contacts
with consumers. Being dependent on agents also means that’ the natlonal
enterprise does not always share in the additional beneflts of marketlng, such as
barter transactions that minimize-the risk and cost of sellingin diversified

markets.
: /The experience
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The experience of ENAF shows that thé'agent system was indispensable
during the initial stage of its operation when it did mot have an adequate
infrastructure or a qualifiéd staff familiar with the world tin markets. I’
order gradually to reduce its dependence on the agent system, ENAF included
~in its contracts with agents clauses which stipulated that the agents would train
ENAF staff members and allow them to take part in the marketing of Bolivian
tin, 31/

This process of learning by experiencé and thé'State's-trading policy of
opening up access to the non-traditional markets of the Latin American and
socialist countries has enabled the public enterprise to develop its system of
direct sales to foreign consumers, which represented 54% of total sales in 1978,
compared with 40% in 1977. Following is é.description of-this sales system.

‘(iv) Direct sales

A direct sale may be defined as the provision of a service by the producer
enterpriSe'itself, which delivers the gocds that are the object of the
transaction directly to the consumer, without the participation of intermediaries,
This typé‘of marketing facilitates total control of the transaction from the
purchase of concentrates from the mining sector to the sale of ingots on the
consumer markets. With the necessary infrastructure, facilities and human
resources, ENAF is able to- take advahtage of favourabie. situations when prices
ris€ on the world market and bénefit from the daily fluctuations when the market
is bullish. This system allows ENAF to supply metal tin both to large industry
énd to small consumers (for example, large industry in the USSR, small radiator,
solder and alloy planté in Argentina, Chile, Peru and Venezuela, which buy small
quantities of 1 to 1 000 tons). Direct sales also allow for access to
markets in countries to which tin concentrates had never been exported before,

Direct personal contacts with corporations that are tin consumers also
give'the‘national smelting enterprise guidance with regard to the quality and
features required of the prodﬁct, means of transport'and forms of payment,
technological adjustments, etc., As far as the intermal organization of ENAF is
concerned, this means that decisions and responsibility for sales do not fall
only on the marketing departmeht, but also on the general management, finance,

technic