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~Introduction

In their desire to take better advantage of their‘noo-reoewablefnatural
resources , the governmenfé'éf“ﬁa%ih'America have made substantial changes in the
productive structure of the mining industry ﬁyfexteﬁﬁing State participation in
mining activities, pursuing active policies and negotiating with the transnational
corporations that had traditionally monopdlized the sector.

In the absence of a domestic private séctor having the necessary finamcial,
technological and'a'drﬁinistrotive capabilities, the State has been obliged, in some
couritries, to assume entrepreneurial fimctions andito set up public enterprises for
the exploitation, processing and marketing of'minerals. These significant changes
in Latin'AmerioaﬁEmining were not sufficient, however, to overceime its dependency
on foreign capital and the transnaticnal corperations continued to maintain their
supremacy, particularly in the areas of technélogy and maflkef:ing on the world
markets. ' ooy R ' '

Nevertheless, this situatiém clianged the bargaining capacity of both sides and,

as a resulf; Efought about new types of relationships and contracts with the  foreign
corporations, thus makiﬁg it possiblé for some countries in the region to gain
considerable experlence ‘in pollcv de51gn and’ 1mpiementat10n and in negotiations
regarding specific’ problems. e & R LY '

Through its Joint Unit with the United Nations Centre on’ Transnational
Corporations, CEPAL has been concerned with this subject:over the last few vears.
Along with the Regional Commissions for Africa and for Asia and the Pacific, as
well as the United Nationis Centre on Tramsnational Corporations (CTC), it has
developed an interregional project on bargaining power and distribgtion'of'gains
among developing countries and transnational corporations in export-oriented primary
commodities. _ .

Under thls pro;ect studles are belng made of seven commod:tles in the-
dlfferent countrles of the reglon (rauxite’ zn Jamalca, cooper 1n Chlle and Peru, ‘
tin in Bollv1a, cotton in Mexico, bananas in Honduras -and Panama, coffée in.

Colombla and sugar cane.ln Bra21l), applylng a common methodology in order to carry
out 1ntegrated sectoral studles that wiil summarlze the complex and multlfaceted
experlences of the countrles that produce export commodities in the three develop:.ng
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regions.1/ In addition, at each of its last three regular sessions (1975, 1977 and
1979), CEPAL approved a resolution.on co-opera_*tion.az-n_ong developing countries and
among developing regions of differ'enf éeographical areas. 2/ The goal of this study
is to- con51der and evaluate governmental policy on, and neﬂotlatlons with,
transnatlonal»corporatlons in the copper industry m,Peru and the resulting,
distribution of gains between the two parties. An endeavour has been made in. the
study to adopt the common approach of th.e above-mentioﬁed interregional project.

In its first chapter the study contains an aﬁalyvis of the imporftance of
mining in the context of the Peruvian economy, placing emphasis on the significance
of the mining and marketlng of copper.

The second chapter contains. an analysis of the legal and political framework
that influenced mining negotiations and contractual relationships from the 1950s
onwards, describing in detail the chief variations and stressing the policy goals
that existed. It is within this context that the Cuajone Agreement i_s cons:'?_der_ed
in the third chapter and the key aspects of the negotiation process between the
Government of Peru and the ~Southern Peru Copper Corporation are described.

The paper ends with.a detailed analysis of the marketing of copper that
compares the s:.tuatlon prior to entrepreneumal intervention by the State with the
current s:.tuatlon. The study was discussed and revised within the CEPAL/CTC Jp.mt
Unit, in co-operation with the CEPAL Division of MNatural Resources,.and presented
to the seminar on Altemétive Approaches to Negotiating. with Foreign Investors, and
Transnational Corporatlons in the Copper and Tin Industry, organized by CBPAL in.
Santlago Chlle, 9-12 December 1481, with _:the‘. participation of high-~level
offlc_:l.als of.:t;_t_x.e public.and private sectors and representatives of foreign

enterprises from.Bolivia; Brazil, Chile and Peru.

1/ For more detail, see UNDP, Proyecto de los Gobiernos de Bolivia, Brazil,
Colombia, Chile, Honduras, Jamaica, Mxico, Panami and Perll sobre el “Fortalecimiento
del poder de negociacidn de los CGoblernos Hufspedes en sus trates con las empresas
transnacionales dedicadas a la exportacidn de productos basicos" (RLA/B0O/016/A/01/02),
"Transnational Corpérations in ‘Export Oriented Primary Commodities: A CGeneral . ‘
Framevork for Case Studies" (OTC/UVEC/B/PRC/1) and "Perort of the Tnterregional Ixnert
Gmu.@ Meeting on Transnatiomal Corporations in Primarv: Fxport Commodities", "anrfkok
8-15 (etober 1979 {CTC/FSCAP/PEC/2),

; 2/~ See CFPAL resolutions 363 (XVII), adopted at f‘uatemala, and 387 (VVIII),
adopted at La Paz,
’ /Despite the



Despite the heterOgeneous situations and expem'.ences of the four countries
and the different intevests 1nvolved varlous commn pos:Lt:Lons were identified with
regard to the 1mportance of mining for the future economic d.evelopment of the re;uon
and a need to count on the contmbutlons of the technologv, cap:.'l.al and _
administrative and commerc:.al management of the tr-ansnatlonal corporats.ons. ‘Irvx‘ this
framework , there are four cmtlcal areas- ' | _

(a) Focus of mining Dollmes and negotlatmg w1th transna"tz onal corporat:.ons
in the framework of grlohal somu—economlc development strategles and plans and the
use of adequate planning and :LnFor'mat:Lon to assess the alternatiwves of mlnlng and
metallurglcal expansion and the respect:.ve ways and means of mter-nat:.mal marketing
and flnancu:p. ' ' .

(b) Strengthening of the e:astlng public sector as a conductor and supervisor
of negotiations with fore:.gn 1nVestors. ,

{c) New technologlcal, commercml admm.lstratlve, Fmancz.al and patrimonial .
relations between the publlc gector and transnatlonal corporatlons and :Eore:.gn
investors, and pol:xc:.es and agreeéments 1ead1ng to mutual benef:.ts, clarlty and
stability in the rules of the game between Both partles.

(d) homzmtal co-operat:mn among the mm:.ng comntries of the region and
especa.allv in the systematic exchange of 1mpor¢ant 1nfomatlon and common posnlons
with respect to foze:.gn consumer and 1nves1:or countmes.

On this last ‘point the supgestlon was made to or-gam.ze a data bank for the
mining ‘countries of the region “on 1mpor'tant areas of barga.mmg altematlv:as with
transnational corporatlons and fore:l.gn 1nvestor's (for example mvestment agreements,
marketing systems and discounts on metal reflnln /“maquz.las"? charactemstlcs of
the transnational mmmg corporatlons, taxatlon and mcentlves ndtlonal mmmg
codes, etc.)s In add:.tlon, it was renuested that a spec:tahzed workshop should be
organized for the negotlators of the mnmg countmes of the r'egum. The Secretariat g
of the Economic Comm:Lsmcm for' Latin Amevica and the Centre for Transnatlonal
Corporations of the United Naticns will cons:l.der these 1n:|.t1at1ve= J.n their
Dmgranmes of work. Finally, another semmar of thlS type w:Lll be- orgam.zed dumn
the first half of 1982 in La Paz Bohv1a, at the request of the Ministry of Mines
and Metallurgv of that country.

/I. SUMMARY



I, SUMMARY AND CONCLUSIONS

A, DEVELOPMENT OF PERUVIAN MINING (r.hapter I1)

1.  Peruvian mining underwent considerable develeement ‘frOm the 1950s onwards. _
Tts contribution to GDP fbrmatidh; which ‘was 7% in 1850, was 9% in 1978. ‘There are
two periods that should be emphasized in the behavioi:t' of niin:'.n'g output over the
past three decades. These are the period 1957-1960, in which large-scale open-cast
copper m:.n:l.ng was begun WJ.th the initiation of the operation of the Toquepala deposit;
and the period. 1976-1980, 1n uhlch the Cerro Verde and Cuaicne conper deposits
started to be mined,” In those periods the mining GDP gr'ew at average annual rates
of 1% and nearly 17%, respectively.
2. - Mining is the most important econoﬁrie activity from the point of view of
generatlon of foreign currency. In 1950 mineral exports represented only
appmxlmately 20% of Peru's exports whereas in 1979 they doubled attammg the
share of appro:umately 40%. The ;nam mlnera]_ products exported are cepper (us% of" '
mineral exports), silver (29%), zinec (11%), lead (9%), and iron ore (6%).
3.  In 1977 copper output attained the level of 336 000 metric tons of fine
copper, 87% of which was accounted for by the output of the large-scale mining
enterprises; 13% by the med:.um—scale mining enterprises and only appmmmately 0. u%
by small-scalé min.mg. The degree of pmcess:mg of copper output rose cons:.derably
over the la:"st"'decade. In 1870, enly 16_9?5‘ of ‘copper output was refined in Peru,
while 64% and 20% were processed in the form of blister and coricentrates. In 1977
approx:.mately 53% of the coumntry' 's total otuput was refined in Peru (CENTROMIN and
Ilo Refinery), bllster acoountmg for 43% and concentrates for u%,
4, Up until 1973 dopper output was entirely wnder the control of sub'sidiaries‘
of transnational corporat:l.ons (Cerro de Pasco Corp. and Southern Peru Copper
Corporation (from now on referred to as Southem)). In 1977 Southern controlled -
78% of copper om:put, while puhlic enterprises accounted for B%bf Peru's output.
5. Public enterprises'“contml only 20% of coppe'r'experts. CENTROMIN is the sole
exporter of copper wire rod and, together with Minero-Perl, controlled. 37% of
refined exports. Southem controls exports of blister entirely _and 63% of refined .
copper., All exports of concentrates and ores are controlled by :private enterprises,
45% of which are accounted for by subsidiaries of transnational corporations, one
/of the



of the most prominent' subsidiaries being Northern Mining, whose majority shareholder
is thé Amerdcan Smltmg and Refm:mg Corporatlon (ASARCO), ‘which also holds 51%
of Southem's stock, * :

B. THE LEGAL ‘AND POLITICAL FRAMEWORK OF MINING .
- NEGOTIATIONS (Chapter III) .

6, The 1970s marked a brezk with the legal. and political framework that influenced
mining in Peru, It may therefore be said that there .are two phases in mining
negotiations and the establishment of contractual relationships in the field of
mining: one starting in 195C, with the pxbmulgation of the fﬁning Code, and another
starting with the new mining legislation of the first three years of the 1970s,
which is currently in effect. The first stage is characterized by a markedly liberal
approach- towards mining activities and towards the economy in .general; aﬁd the
second stage is characterized by a decidedly nationalist policy that attached special
importance to State intervention énd the conduct of entrepreneurial activities,
7. Up- until 1970 mining;-legirslation_"b‘asically favoured the interests of the
concessionaires in that the concessions cove,igd large potential mining areas, were
granted for a virtually indefinite iength-, of time and were not governed by the
principle of "protection of labour interests". . It was precisely that principle that
was to establish nqrms', for the new legislation of the 1970s. As a result of
application of that principle, over 4 000 mining concessions were declared invalid
and came under State control. Transnational corporations as large as Anaconda,
American Smelting, Cerro Corporation ard Charter Consolidated, to name some of the
major ones, had to hand over to the State concessions they had.in their possession,
and that, in some cases, had been in ‘their possession for wp tq 50 years.
8. In-both -stages State participation in profits from mining was established on
the.basis of the outcome of the economic year and in accordance wifh the principle
of "tax stability™, from the time when-cthe.mining contract was signed and for a
period equivalent to the time required for recovery of .investment, However, the
1950 Mining:Code also permitted a series of deductlons that enabled the - :
concessionaires to. reduce their tax burden, One such deduction to which attention _
should be drawn is the deduction owing to the so-called mines' "depletion factor”.
which gave concessionaires a deduction of up to 15% of taxable profits, which was
/the factor



- the factor that resulted in-a .s'ubstantial-'reduction in the economic benefits
procured by the State. This deduction was considered prejudicial to State interests
and was eliminated in the mining legislation of the 1970s. However, elimination
of this deduction was offset by tax incentives to investment of profits,

g, The mining legislation of the 1970s was focused on promoting a greater degree
of'processing of mineral products, piaeing particular emphasis on copper; and on
encouraging the initiation of the operat:.on of large oopper bearing deposits that
had been kept in reserve for many yea_rs by transnatlonal corporatlons. Wlthln the
context of these two goals, particular PI’lOI".'I.ty was ass:.gned to d1rect State
part:.c:.patlon either excluswely or in assoc.latlon with pmvate cap:.tal.

10, Nevertheless although it was recognzzed ‘that thé 1950 Mining Code granted
the concess:.ona.lres .excessive advantages, just a few months before the Decree-Law

regulat:.ng ‘the m:.n:.ng mdustry was promulgated An Apm.l 1970 " the Cuajone .
Agreement was sa.gned with Southem under the provlslons of the old M.'Lmng Oode
The Cua]one operat:mn wh.tch matured in thé second haif of the 19705 thus became
the only large-ecale :mvestment to benefz.t from the M:Ln:.ng Code wlthm the context
of the new mJ.nJ.ng pol:.cy that promoted govemment regulatlon and control machinery
and entrepreneurlal ‘action by the State, o

. 11, The results of the mmlng leglslat:.on of the 19705 may be regarded as

pos:.tlve 1n the llght of the followmg 1ndlcators.

(a) Increase in the value of m:.n:.ng and metallurglcal output retaa.ned :|.n the

country, whlcu rose from B4% to 7u% in the course of the pern.od 1967-1976,

" (b) Increase in the income from labour as a result of wages and salarles
pol:.cy and part:.c:.pation by workers in the ownersh:.p and management of enterpmses.
Between 1967 and 1976 mcome rose from 27% to 53% of mining “and metallurglcal GDP,

(c) Greater partlc:l.patlon by the State in obtaining global profits of
enterpr:.ses and promot:.ng a greater volume of entrepreneur:.a.l savmg through
incentives to reinvestment of p“oflts. In that connexlon, the J.ncome tax ral:e on
the global proflts of enterpr:.ses rose from 22% in 1967 to more than 40% in the
first half of the 1970s and suhf.’.r-:quentlyr dropped as a result of the deterloratlon ‘
in mternatlonal prloes. Reserves for remvestment of proflts which only amounted
to 15% of global prof:.ts remamed at the 1evel of 20% in the fJ.rst half of the

19'703. ‘ i '
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_ gd_) Significant reduction in the transfer abroad of income from capital as a
result of the nationalization of two.or three subsidiaries of transnational -
corporations, that were engaged in large-scale mining. During the period 1967-1976
the transfer of income from capital invested in Peru dropped from 10% to only 2%,

(¢) Increase in gross. domestic investment as a result of the strengthening
of State entrepreneurial activities and the establishment of governmental apparatus
capable of generating, negotiating and managing investment projects, and gaining
access on a more independent basis to the intermaticnal market. Nevertheless, there
was no large-scale private investment., Attraction of foreign capital thus suffered
as a result of State control of marketing of minerals, the establishment of the
Mlabour association™, and the nationalization pelicy. - N '

(f) The foreign currency net balance of the mining and metallurgical sector
increased by 94% in the course of the period 1967-1976 chiefly as a result of
import-substitution policies; protection of domestic industry; State control of
marketing; greater incentives to reinvestment of profits and nationalization of
foreign enterprises, . R S ' | B
12. . The mining leg:r.slathn of the 1970s :set aside marketing of minerals for the
State and gave the State the sole right to process all mineral products, -a331gn1ng
particular priority to copper, This cfimge in governmerit policy siurprised the
Cuajone investors and created a climate of uncertainty that delayed the project's
financing, This situation prompted those investing in, and financing, the project
to call for the signing of long-term marketing contracts, as-a condition for
proceeding to finance the final stages of the project. h

C. NEGOTIATIONS WITH SOUTHERN ON THE -CUAJONE AGREEMENT {Chapter IV)

13. The apparent contradiction between the signing of the Cuajone Agreement and’
the new mining legislation could be explained by the diffieult political situation
the Government of Peru was experiencing following the expropriation of Intermational
Petroleum in October 1968.and owing to the demands made by its chief J.ntematlonal
credltors. , ’ ' o ‘

The new Government's better plan of reaching an agreemént with Southern Peru,
which had taken up negotiations.on exploiting Cuajone in' June 1968, and the signing
of the Agreement in December 1969 facilitated the restructuring of the external debt

/and allayed



and allayed the fears of fomlgn investors, who were h:Lghly distrustful followmg
the expropmatlon of International Petroleum. o o '
14, = Broadly speaking, the Cuajone Agreement is what is legally referred to as a
"ecncession contract®,  In other words, the transfer of use of State property in
exchange for a share in the profits from exploiting that property.
15, The Agreement guarantees Southern the freedom to dispose of foreign currency
generated by exports as it wishes, In order to ensure that that right is respected
the Agreement provides that the State shall not be free to dispose of income set =
aside for the recovery of investment and, consequently, amortization and interest
payments on’ loans taken out by the enterprise in question, ' Thus, in the period of
recovery of investment only surplué.es resultiti'g from gross income, less application
of funds used for amortization and Jnterest payments and other payments made by the
enterprise, enter the country. o ' ' '
16, Cuajone was financed b_v the pa.m:ners of the enterpr:.se, a series of banks
co-ordinated from New -York by the Chase Manhattan Bankj and a set of Japanese and
Eurcpean consumers that granted loans in exchange for future salés. The machinery
used, which is described in the paragraph above, protects intemational investors'
and ‘lenders from any unilateral act on -the part of the Pe':zuv'iéﬂ Goverhment., Since
an exténsive series of commercial banks is ‘involved and it was a requirement that
the Cefitral Reserve Bank of Peru should authomz.e the way of handl:.ng income in
_ questmn, the risk of a posszble expropmat:l.on or allocation of the fbre;gn currency
generated by Cuajone copper is considerably reduced, '
17, The financial system of the Cuajone Agreement fits into the context of the
most recent co-operative strategies, in that it spread political and financial
risks by.‘ihvolvihg not only the subsidiary in financing exploitation of the deposit
but also the major international banks and future consumers, ‘
18. The Cuajone Agrecment g'uara:ltees Southern free markéting of products, provided
that demestic requirements are met, It is this condition that enabled the :
Govemment of Feru to guarantee full operat:.on of the Ilo . State Refmery. The
constructlon of this refinery changéd the :.nvestors initial plans, since it was
planned at the project stage that the refinery should transform copper only into
blister, - Following négotiationé, which delayed the procurement loams, it was
agreed that approxmately 60% of Cuajone o‘utput would be marketed as blister and

' /so1d to



sold to;the Japanese and United Kingdem finamcers of the project. The remaining
40% was the subject: of toll contracts between a number of financers and partners -
of the enterprise and the Ilo Refinery, for the export of cathodes.
18. The agreements on the marketing of Cuajone blister .and cathodes, include
discounts to project financers that are in conflict with the stipulation in the
exploitation agreement that products may not be sold below prevailing market prices.
. The marketing contracts also include so=-called "price-fixing", whereby in °
practice thepurchasers set the sale price, The mechanism is geared in such a way
as to favour the financers and partners of the project, sinece, if they do not wish
to apply the "price-fixing", they may avail themselves -of a "marketing discount",:
giving them a discount equal to 1% of the value of the price of copper, on the basis
of a particular year selected by the purchéser. & :
20. © The price-fixing machinery complicates monitoring of the real value of exports,
since the value of each shipment has to be monitoreds Despite the fact that MINPECO
is supposed to act as a guarantor,bf State interests and veceives a commission of
1.36% of the FOB value of sales under the State minerals marketj.ngs'monopoly, it has
not monitored Cuajone exports, L D
21. A comparison of prices of Toquepala blister, which is marketed by the- State,
with the price of Cuajone blister, which is sold by Southern, reveals extremely .
large price differences. In 1977 and 1978 Cuajone.blister was sold at US$ 129 and
US$ 38, respectively, per ton less than the Toquepala blister. . The price _
differences are due to the fact that the agreements regulating the sale .of Toquepals
material do not cover price-fixing by purchasers, and to the considerable
differences in the refining charges agreed upon in the long-term Cuajone Agreement,
It may thus be noted that in 1977 and 1378 the State obtained processing charges of
US$ 87 and US$ 124 per.ton. lower than those .negotiated. for Cuajone blister, which
shows. that it is not desirable to sign long-term contracts with variable processing
prices. R _ : : .
22, . Price differences may also be cbserved in exports.of refined copper. -In 1977
Cuajone cathodes were.sold at-US 54,9 cents per pound, whereas the. average prige of
Toquepala cathodes was US 57.6 cents per pound. Nevertheless, in 1978 owing to.the
Toquepala strike, which obliged the State to fulfil its sales commitments with
lower quotation periods as a result of the lag in the shipment programme, there was
an average price difference in favour:of  Cuajone .of US 2 cents per pound,’ .

/23. Obviouslys
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23, Obviously, these 'Co;npaﬁ.sms should only be regarded as;,rveferyen_ce‘pbints; '
their purpose is to illustrate the various market terms negotiated uﬁder the
agreements on marketing Cuajone’ and Toquepala material. However, they are useful
in demonstrating how undesirable it can be. to sign. long-term marketmg agr'eements
in connexion with the financing of investment projects.. R . .
.24, - The Cuajene Agreéement guarantees tax stability’ dur:.ng the pemod of recovexy
of investment, Within that context, a basic rate of 47,5% on taxable ‘income. is set.
In the six years following thé period of recovery.of investment, which is set at”
ten years, a tax amounting to 54.5% is-levi.,ed.;,. However, it is stipulated that in
those six years Southemn may continue to make deductions tn the basis of the |
"depletion factor" and that it.is permissible for Southérﬁnl,;;o.;pp;y such dg-;ic}ﬁctions
to other investments. o N 3 PR '
25. Provision is also made -for tax exemptions and facilities in' comnexion with-
the tewporary importation of machinery and equipment. 'The ‘Cuajone Agreement
establishes what might be termed a . "competiveness condition! concerning the
acquisition -of domestic goods. . The condition in question is that domestic purchases
must be made in cases where the price of local products does not exceed 25% of .the
CIF value of -international suppliers, pmu&ad that domestic products meet the
technical requirements,. . _ . . L _

26, Projects.of. the scale of Cuajone involve. vamous publlc admmlstratlon .
departmerits, ‘which” do not. always have sufficient skilled staff and mfrastructure
to ‘carry out the supervision responsibilities.assigned to them. :.n the. contractual.
instruments. - Theré is therefore a need for effective machinery to ensure l )
co~ordination among the various adminigtrative departments and thus counter an
exclusively sectoral view of investment. o , '

The Cuajone Agreement covers various forms. of machinery.to control and -
regulate investment that are of a strictly techmical, customs, exchange, financial
and fiscal nature. Regulations of an accounting nature ave also laid down _ '
concerning sources and use of funds and registration of investment, and minumum -
goals are set for implementation of the J.nvestment schedule. There is also’
income~inspection machinery for tax purposes. . , . ‘ _

Not all the forms.of regulation and control machinery -finction in a manner
that is in keeping with the;goals pursued by the negotiators, - Hence the importance
of promoting comparative studies.on management: and govermment control of large-scale

' /investment projects
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investment projects. with a view'ko ‘assessing to what extent the. various government
agencies. are. prepared for operating projects of the size of Cuajone. '

"‘.-. x

R AT D. .CHANGES IN MARKETING POLICY (Chapter V)

27.  Until 1971 the Peruvian State was not able administratively to control and
regulate copper-marketing agreesments and even less to assume that entrepreneuri&l
responsibility: directly. ..In large-gcale minhing the subsidiaries of transnational
corporations marketed their exports through affiliates (Southem Sales and Cerro
Sales).  Medium and small-scale mining operated through international commercial
Firms (Hochtschild,.Grace, Philip Brothers, Tenmnant, etc. ) and, to a limited extent,
through Ban¢o Minero, . 7. N ' o ' '
28..  Private, particularly transnational, control of marketirg meant that such °
..questions as the-timing of shipments, referénce quotatiéns, refining dharges, the
desirability of toll contracts and swaps were subjeét to décisions taken' by home *.
offices,

This facilitated implementaticn’ of ™ransfer pricing" policies functioning
basically in the case of negotiations on the cost of processing concentrates and
blister, which represented 84% of Peru's coppr exports up umtil 1970. Moreover,
manipulation of shipment programmes; "tied" discoiifit sales; application of )
"price-fixing"; non-declaration of "swaps" and "premiums" were cbvious ways of
undervaluing exports. . Between 1968 and 1972 the averagé difference between
domestic prices of exports and international pmoes was US$ 195 per ‘metric ton,
which means a potential annual average loss of US$ 40 millien,

29. . The State took:over responsibility for marketing copper ‘in 1971 and "léter,
gradually until: 1975, for exporis 'of the major minérals and metals, . ' T

. Commercial goals were sét in an extremely generic and, in some cases, |
contradictory manner-in- that, for‘examplé, there was “a: conflict between divei'sifjring
markets and maximizing foreign-currency income, or between the two latter and
substitution of intermediaries,’in a number of ‘cases, In amy event, State
intervention makes it difficult to undervalue exports and permlts improved fiscal
conrtz;ol of mining enterprises? income.’ o Lo
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30.. The public marketing enter-pm.se ( Mmero-Perﬁ Comercial)is designed to be an ?:\
entity providing semoes "to the pmduoer and in practice becomes a’ sort of agent,.u_
since over 90% of its trensactions are conducted in accordance with the "back to
back" method, which is a contract under which the terms of sale are transferred to
the producers and agreed upon with a foreign chent, and a commission amounting on'
average to l. 8% of the FOB value of the expo:'ts is pa:.d. :
31. E In general, State marketing of copper has made it possible to replaoe
mtennediaries, particularly in the case of blister and refined copper -and to. gain'
access ‘to the markets of the socialist countries on the basis of govemment-—to- o
government’ ag:eements.. : ! ’ '
Peru's intemational bargaining position mproved substantially in the 1970s,
and it may be claimed that there is such a thing as national know-how in the field
of marketing minerals amnd mining eontractual relatx.onships. Nevertheless, it may.
be noted that- there is a laek of govemment criteria for measunng the effectiveness
of State entnepzeneumial action. I

‘ -_];I{._._ ; QBVELOPI*!BNI OF PERUVIAN MINING.

Beru 's production stmctute tmdervwent exttemely significant changes from the
19508 onwards. ngress in mpor't-substitutiqn reduoed the relative 1mportanoe of
primary activities, pa:ticularly in the case of agmculture. “That activity's
contribution to GDP, whioh in 1950 acoounted for 24%, dropped to ‘only 13% in 1978,
On the other hand, the contribution of manufacturing rose from 17% to 25% over the E
same period, ' A . : -

Mining. developed oonsider-ably from the 19503 onwards as. a result of the
initiation of the operation of the: 1arge copper and :mon-o:ne deposits. Nevertheless,
its contrd.bution to GDP was relatively 1ow. ‘In 1950 it accounted for approximately
7%, and at the end of the 1970s it represented only appmxmetely 9% (see table 1).

‘A, TRENDS IN :imgme ouTPUT

Over the past three decades it is possiblfe‘_to- identif_y- two periods in..wh_ich
mining output increased considerably as a result of'the coming into operation of

large-scala investment projects supported by foreign direct investment./
Table 1
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Table 1

PATTERN OF GDP BY PERCENTAGE a/

Sectors .. . 10 - 10 190 1978
herdoditae T T e ‘. T T w10
Fishing - 0.4 . 1.4 2,7 1.1
Mining ‘ . 8.8 . 10.3 8,2 9,k
Manufactures 16.9 20,0 23,8 25,0
Construction _ - 5.1 . 5.0 b2 4.5
Other | 47,0 44,8 46,0 47.0

Source: National Planning Institute.
a/ Millions of 1970 soles.

‘In terms of m.'l.n:l.ng GDP; ‘between 1957 and 1960 -output’ mcreased at an average
annual rate of % and between 1976 and 1978 the average annual rate of growth was -
nearly 17% (see table 2). o o

In the former period (1957-1960) the growth rate was almost double the rate
recorded in the first half of the 1950s, a period in which the Marcona iron-ore
deposit ‘came into oper'eticn_. In this same period the Toquepala cdpper-bearing
deposit came ‘ipto‘ operat_ion, ,un&er the responsibility of a consoftim directed by
the “merdcan Smelting and Refining Corporation (ASARCO), . This was the first
investment in cpen=-cast large-scale. copper mining. .

In the 1960s growth ip mining was modest. The average annual rate .of growth
in that decade was only 8. 5%, . That was a period in which a greater degree of
development ;m medlum—scale lead and zinc mining is noted. .

Between. 1970 and 1974 mining output grew even more slowly, an average annual
rate of only 1.5% being recorded., Between 1974 and 1876 the rate dropped below
1.4%, but made an. apprecnable recovery in the pemod 19'76-1978. In that period the
Cuajone and, Cerro Verde. deposits came into production, The former was developed by
the same. consbrd:ium that had pﬁ:eviously implemented the Toquepala proiject, whereas
the latter was the first largé-scale 'investment project for which the State was
responsible, through the Minero-Perl enterprise, which was established to execute

public investment projects in 1971,
/Table 2
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Table 2

GDP GROWTH RATES a/

Periods e = Mining - °°  Manufactures - -  GDP
1950-1960 | | 15.0 9.3 6.4
1950-1956 8.3 ‘ 6.8 - 5.3
1957-1960 ' | 1,0 6ot N
19601966 o | 3.4 3.0 6,7
1967-1969 : 2.5 4o 2.0
1960-1970. .. L. ... . .. 85 - UeUw03 T
1970-1974 1.5 ) 7.7 6.0
1974-1976 ALy o5 3,2

Source: Prepared on ‘the bas::.s of ‘figures supplied by the Natianal Plann:.ng
Institute (INP), . . : _

a/ Millions of 1970 soles. e AN

(' In those 'two years m:.m.ng output grevw at an annual rate of 16 6%, dumng a
pemod in which the Per-uvn.an economy was in recession. The growth in“the mining. ~
product thus made J.t poss:.ble to set off the sharp fall in the rest of the economy.

‘The data made available makes it possible to conclude that large-scale '
development of ‘Pemylan mining occumd subsequently to the promulgation of the
. 1950 Cede’. The iéé_ielatim in question, which was iﬁtbue.d,wi‘chl a liberal concept, -
gave great incentives to foreign inveStment. The, 1950 Miﬁin'g Code was in effect
until 1970 when 1t was replaced by, 1eg131at10n that stressed State control and -
attached greater :meortance to entr'epreneumal act:Lon by the State in m:m:.ng,
ref:.n:mg and market:mg mmerals. , .

However, 1t should be po:.nted out that large-scale copper mining was develoPed
largely as a result of :|.mplementation of the mcem::.ves provided for in the Mining
Code, The last large-scale private Ainvestment pro:ject executed in Peru under that
Code was the Cua:;one Pro:;e ct,

/1. Development
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1. Dewlopment of copper mining

Prior to the promulgation of the 1950 Miping Code, copper output did not exceed
30 000 metric tons fine per year. From ;:he 19605 onwards there was accelerated growth
in copper output as a result of the puttm'r mtq operat.lon of the Togquepala deposit.,
At the beginning of that decade copper output was 182 000 metm.c tons of fine coprer
per year, At the begmnlhg of the 1970s average annual output exceeded 240 000 metric
tong fine (see table 8 on page. .). . .. ... -= S .

Untll the mlddle of the 19'705 copper- output c_lope_.r,l_d_eg“ ]Ta'l_rgély_onwtpe tmdergmmd
mines of the central s:.erra and the To;lxtopoia o;.zol":-cést deposit. The putting into
operation of Cuajone,which is also an open-cast mine meant appreciable growth in
outpu‘t.;,_ The deposit in question which was put into operation in 1976 strengthened
na‘timal output, since an annual average of appraximately 360 000 metric tons fine .
was produced. fmm the second . half, -of the 19708 -enwards, -« « . =

In the past thr'ee decades copper mining has Peern controlled by two 1arge :
enterprises: Cerro Pasco Corporation and Southern Peru Copper Corporation. The
former (Cerro Verde), was a subsidiary of Cerro Corporation wntil 1973, when it was
expropriated by the Peruvian State and became the Fmpresa Minera del Centro
“(CENTROMIN), while the latter (Toquepala and Cuajone) continued to be a subsidiary of
a consortium headed by the American Smelting and Refining Corporaticn,

In 1977 these two enterprises controlled 87% of copper output and produced
somewhat over 290 000 metric tons per vear (see table 3). The average annual output
of medium-scale mining is approximately 40 000 metric tons, and medium-scale mining
basically sunplies copper concentrates to the.CENTROMIN refinery, in the central
sierra of the country.l/ .. . . , .

Growth in the output of refmed copper was slow until the middle of the 19705.
The gmwth in out'out thot took plaoe in the 19605 resulted in processing only into
blister. The result of the establishment of the Ilo Foundry, belonging to Southem
Peru, was that processing into blister became the predominant degree of processing
from the beginning of the 1960s wntil the middle of the following.decade. ' In 1960
blister output.accomted for 74%.of copper output.(see table 4): —From the second-
half of the 1970s onwards the relative importance of blisfer output in total copper
output dropped as a result of the initiation of operation of the Ilo Refinery
belonging to the State., In 1977 appfoximately, 53% of Peruvian output was refined
copper, while 43% was blister.

1/ In the category of medium-scale mining there are enterprises in which there
is a foreign controlling interest, such as Horthem, Chapi and Katanga, which are
the largest exporters in that category of enterprises.

: /Table 3
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‘Table 3

BREAKDOWN OF COPPER OUTPUT BY SCALE OF PRODUCTION UNIT
~ (Thousands, of metric tons of fine copper)

" Metric tons of fine copper - . 1368 . 197 1975 1977
Total S . 2202 175.7 3364
Large-scale mining =~ O 79% ™y 7% 87%
Mediumescale mining 18% 2% 27% S 12.6%
Small-scale mining - - % 2% 0.4%

Source: National Planning Institute,

‘Table &

PATTERN OF COPPER OUTPUT
" {Thousands of metri¢ tons fine)

Copper. . .. ... ... ..o 09800 0. . . 1960 1 1970 1977
Total oo . 30 050 181 700 220 200 1336 400
Refined  ° 7 9% 1% 18% 53%
Blistér - o ou% T R
Concentrates' and ores - 23% 10% 20% - Uk

Source: National Planning-Institute.

_{Consequently, in

<
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Consequently, in 1977 the share of concentrates and ores in total sales
dropped to only approximately 4%, not only ‘;:wing to greater growth in large-scale
mining, but also owing to the drop.in the output of medium- and small-scale mining.
Factors contributing to that drop ﬁgre“lqw_price-s in the period 1976-1977 and,
above all, the inadequate demestic financiﬁg" system.

'Although it is true fhat thére Has beéeén a substintial improvement ii the degrec
of processiang of naticnal output, domestic consumption of refined copper continued
to be extremely Jféw, abgorbing approximately 9.5% of national stocks in 1977
(see table 5). The greater part is used for the manufacturing of wire rod whlch is
mostly exported to the markets of LAFTA and Central America. ' -

In the 1970s the Cerrc de Pasco Cor'poz'atlon (Cerro Verde) was expropriated,
which made it possible to increase-national-control ever.copper output.  However, it
may still be noted that one single foreign enterprise predominates. Thé enterprise
in question is Southern Peru Corperation, whose chief shareholder is the American
Smelting Corporation and which controlled 78% of Peruvian copper cutput in 1978
(Toquepala &nd Cuafmé). The share of the State was only 9%, through CENTROMIN
and Mmero-Perﬁ and the’ remainder was ‘accounted for hy enterprlses in the category
of medlum- and small-scale mmmg (see table 6). .

'Table 5‘{'

‘DOMESTIC CONSUMPTION OF REFINED COPPER
(Metric tons)

.1960 1965 .. 1968 - 1970 - 1976 1977 _

(1) Otrt‘puf A ¢ . 200072 40994 . 33 087 35:293 131 675 178 292

(2) Consumption &/ . - - 2012 . 3304 3164 9 400 . 17.000
(@2/1. - . 6% - .10% 9% . T% U8.5%

Source- Mmlstry of Energy and M:mes.

3/ Probably also J.ncludes seml—processed products such as. copper rod, destmed
for export,

/Table &
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.

" Table 6

| SHARE OF FORETGN ENTBRPRISBS IN COPPER OUTPUT
' (Percent ages ) '

950 160 1870 1977

Southern Peru Corlporatioh  : S 71 - 58 18
Cerro de Pasco Corporat:.onr L - .18 .18 | 22 - -
Publ:Lc enterprises a/ L Co e - Lo 9
Other (private domestic enterpmses) 22 ) 11 N - 20 | 13

Source: Mini‘s'_try‘of Enefgy and Mines,
a/ Cerro Verde and CENTROMIN,.

wae_\}erf; there 'cqu_ld be a:,.relati*'le ;éduction ;m State participation in coming
years, if the policy of cutting Jback entrepfet}eqria; action by the State that is.
promoted by thé' new G&vémnent' of Pefu prpsp.ez_*s._ . The po,iigs{_, in question could have
a decisive impact on national control of the copper industry, since the deposits
that are currently under State control would be tumed over to foreign investors.
This would have a perceptlble 1mpact on the conduct of forelgn trade, since copper
will continue to be Pem s main export product in the 1980s,

The public sector, through CENTROMIN- and ¥inero-Perfi, generates only 20% of
the value.of -total copper- exports; CENTROMIN has. the monopoly.-of the export: trade
in copper rod, and Mmero-Perﬁ (Cerro Ver-de) and CENTROMIN account for 37% of
exports of.r'eflned.copper (see table 7). Bxports of blister are entirely controlled
by Southern, while the exportation of concentrates and ores is entirely umder the
control of other foreign enterprises, such as Northern Mining Corporation, which is
also a. subsidiary.of the American Smelting.and Refining Corporation. ]

In short, although the State sucoeeded in’ J,ncreasmg 1ts share of copper
mining and r-als:mg ‘the 'level of prooess:.ng of mineral products, the private
sector's share, particularly that of Southern Peru, is decisive.

/Table 7
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Table 7

DISTRIBUTION OF CQPPBR EXPORTS BY TYPE OF OWNERSHIP
(Percentage of the value of total exports)

U e ot e e

T St L1 SR L) 1
vaate P e s 100" e - 80
Copper rod ' o 100 ‘ : -
Refined - o 1oo.__:,_ o o 63
Blister B w0 100
concentrates and ores o | '_ . 100 100
Copper rod - | 100
Refined . - L . - 37

Concentrates and ores T S

Souriée: Minero-Peifi Comercial ( MI'NP'E‘CG)“. 4

C T Oth'er"mi'nerals SR

The promotlonal measures prov:.ded for m the 1950 Ma.m.ng Code pemtted _
considerable progress ‘in 1ead and zinc mmmg, s:.nce the share of natlonal cap:.'tal .
in medium and small-sized enterpmses mcreased oons;derably. ‘ L

Lead and Zine output grew steadlly between 1850 and 1970. Lead output which
was only 62 000 metr-lc tons of fine lead .m 1950, grew to ‘somewhat over 100 000
metric’tons of fine in the pemod in quest:l.on whlle z:.no output :mcz'eased over .
fourfold, rising From 88 000 metmc tons fa.ne to 360 OOG metric tons fine at the ’
beg.mmng of the 1970s. . In' that decade 1ead output grew at a slower rate than that
of zinec, Between 1970 and 19'78 1ead output :mcmased bv only 1% 000 metmc tons .
fine, whereas zinc output 1ncreased by nearly 100 000 metmc Yons f:me (See table 8).

' However, the rise’ J.n “the output of the two m:.nerals in quest:.on dld not lead
to a parallel increase :m nat:.onal ref:.nmg capac1ty, smoe the greater mine output
resulted in a substantlal 1nczea.se 1n expor-ts of coneentrates and m a reduction in

the share of ref:med 1ead and zine in total expor-ts.
. /Table 8
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Table 8

TRENDS IN MINING OUTPUT
(Thousands of metric tons.fine).

Products 1947 1950 1960 1970 1978

Copper 22 000 30 000 182 000 243 000 366 .000
lead 55 000 62 000~ 132 000 164 000 183 000
Zinc 58 000 88000 178 000 360 000 458 000
Silver: 340 420 . 9ug 1 240 1 243
Iron ore - - - 3500 000 6 249 000 3 458° 000 -

Source: Ministry of Energy and Miﬁes. :

This situation prompted the Government of Peru to promote the expansion and
modernization of lead and zinc refining facilities in the central sierra, under
the respons:.blla.ty .of the publ:.c enterpmse CENTROMIN—PBRU. it was also decided
that a new refmery, wh:l.ch m.ll come on stream in a.few years and produce somewhat
over 100 000 metric tons of mf:med zinc, should be built at Cajamarquilla.

Mining of iron ore started :|.n 1952 with the signing of an agreement between
the Utah Constructions Oorporat.ton and the Government of Peru. In 1953 Utah ceded
its rights to the Marcona Mining Company, which was established spedifiéally to .
mine iron ore in the Marcona deposit, Utah took B80% of the capital, and the rest
went to the Cyprus Mines Corporation., It is interesting to note’ that this -
agreement was the first major agreement to be signed unéér the Mi'hiﬁg Code.

The Marcona deposit came into operation in the' second half of the 19505,
and by the beginning of the 1970s it was producing 3 6§06 000 metric tens fine.

By the beginning of the 1970s production exceeded 6°000 000 metric tons f:me and .'
it reached 8 000,000 metric tons in 1975, the year in which the Marcona Mining
Company was expmpmated. .-As a result of that expmpmat:.on decision, the '
Government of Peru embarked on a difficultnegqtiation process and was the victim
of a serious boycott on the principal irén-ore markets, par-fi‘icuiar‘-ly from August 197
onwards. The strained relations that began ‘with the ekpropriation -of Maricona '
coincided w11:h the crisis on ‘the world steel market, which resulted m a s:.gn:.flcant
' - Jreddetion in
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reduction in use of installed capacity in the iron and steel industry, This had a
serious impact-on Peru, and there was a significant reduction in output and exports
of iron ore, At the beginning of 1978 iron-ore output had dropped to a level below
that of 1960, amounting only to.3 458 000 (see table  8). Iron ore output has not

really recoveréd, and the. importance.of iron ore in mineral'exports has dropped
considerably.

B. SIGNIFICANCE. OF MINERAL EXPORTS .

The impact that investment had on.large~scale mining resulted in a
considerable change in the composition of Peruvisn exports. :Until 1950 mineral
exports accounted for-only 20% of total exports. As a consequence of the .
completion of large-scale projects for investment:in' copper and iren ore in 1960,
mineral exports represented 36% of Peruvian exports (see table 9),

Table 9 .

SHARE OF MINERAL EXPORTS IN THE VALUE OIFITOTAL EXPORTS
{Millions of dollars) '

Years ‘ National Mineral Share of minerals
a ekports - ‘exports a/ o (%)

1950 198 . 40 20

1960 wey T T U1e0 36

1970 7'.‘"_"“' T e T

1878 = -oe e o LOML .+ e TWT . .. 38

199 h 3 u67 1 397 40

Source: Central Reserve Bank.

a/ Only includes. copper, lead, silver, zinc and iren ore,

et /From the
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From the 1960s onwards the performance of mmeral exports started to
detenmne the general state of the economy, not only owing to the great economic
power that was.concentrated in the hands of the transnational corporations
controlling over 80% of mineral exports, but also owing to the vulnerability of
the pmductiop pattern in the context of fluctuations in the international economy.
This was so merely owing to the fact that the system of import substitution-
encouraged the development of an industry that consumed foreign currency as a
result of its dependence on provision of inputs 'and. capital goods from abroad. In
addition to that, there is the traditional inadequacy of agricultural output, which
made it necessary to raise. food imports considerably. = Mining therefore became the
chief source of foreign currency, reaching approximately 44% of Peruvian exports
in 1970, in an economy in which availability of foreign currency is a sensitive
factor as regards that economy's general functioning.

The new mining investment in the 1950s, particularly. development of large-.
scale copper mining, changed the relative balance that existed at that time in the
composition of mineral exports., With a number of fluctuations resulting from
variations in international prices, the share of copper, silver, zinc and lead was
between 20% and 30% (see table 10).. ..

"~Tab1e11b |

SHARE OF THE MAIN MINERAL . PRODUCTS IN THE TOTAL VALUE
. OF SECTORAL EXPORTS ... = -~ - - ‘

(Percentage of total)

PR L PR

Products 1950 1960 1970, 1979
Copper _. 25 NI . 60 45
silver . 20 - 1% . & . 29
tead - . 12 . S8 8
Zine | - S 2% e 100 0 1

Iron ore : - 17 . 16 6

Source: Central Reserve Bank.

/Completion of
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Completion of the Toquepala project put an end to that balance ‘towards the
‘end of the 1960s, In 1960 copper accounted for ug% of rnmeral exports, .The share
of lead and zine dropped as a result of the surge in ccpper mlnmg and the .
begmnmg of 1ron-ore exports.' The dcmmant trend in copper continued, and it is .
important to draw attention to ‘the reduct:.on m the role played by exports of iron
ore as a result of the expmprlaucn of the Marcona M:Lning Company and the crisis
on the world steel market. However, in 1979 the relat:.vely grea:ter importance .of
silver owing to the upwards tzend on the world market may be noted. o

It is, at the same tlme mpoxtant to make a number of remarks regardmg the
behaviour of the volume” cf mineral expor'ts. The course taken by this indicator
in the past decade rewveals a certain stablhty with regard to the volume of exports
of zinc, in contrast with the constant fluctuatlons in the volume of lead. The
'-growth observed in the exportable supply of the latter mmeral is closely related ,
to the outstanding increase in’ pr:.ces that took place :Ln the J.ast three years of
the 19708, This factor is extremely 1mportant, 1f account is taken of the fact
that the share of med:.um-ecale rn:.n:l.ng in both lead and zinc mining 1s s:l.gm.flcant.
The volume of exports’ of lead was further m:.nforced by the r:Lse in silver prices,
since it should not be forgotten that Peru‘s lead ccncentrates have a. h:l.gh s8ilver .
content (see table ll). | A

'rax'al_e 1i )

TRENDS IN THE VOLUME or MINERAL BXPORTS
e : ‘ (Base 1970 00y L

3

Products’ 1970 197 1975 197 1977 1978
Copper 0 8 70 . 8. 155 181 -
Zinc 10 . 128 . 122 . 128, 130 181
Silver . w0 . ‘107 92 . 106 105 © 106 -
Iron'ore 100 87 . 60 7. 62 M3
“Lead 100 103 8 - 161 . .61 = ° 108

Source: CIEPA, Report of the Peruvian Economy, 1978,

/At the
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. At the same time, the impact on medium and small-scale mining of replacement
by the State of the former marketing chamnels should not be disrég"'axjded. The
internaticnal traders granted advances for future éxp':orvcs. to be used as working
capital, which enabled small enterprises in partlcular to solve their 11qu1d1ty
problems. They thus often Financed medium and small investment pmjects by keepmg
future export ‘balances "captive", Commercial intervention by the State did not
result in rapid financing mad'unery, since the State restmc‘ted itself to pmva.dlng
producers with financing once the product was delivered to thelr wamhouses. The
financing of production was left almost éntirely in the hands of a development bank
with limited resources and the former financial circuit was ellmlnated w:.thout

- anything being put in its place. '

'A question that deserves closer attention is that of the behaviour of iren-ore
exports. The volume of such exports dropped by half in tﬁé course of the 1970s,
This happened, as already mentioned, owing to the 'internafioﬁal crisis that r€éulted
in a significant reduction in use of installed capaaty in the major steel works,
and owing to the precarious marketlng infrastructure established by the State as a
result of expropriation of the Marcona Mining Company. Nevertheless, it should also
not be forgotten that on the iron-ore market the geographic location of the
suppliers is of decisive importance, since transport is a de't'erminin'g factor in the
establishment of commercial contractual relationships. In Peru the availability of
transport was controlled by the Marcena Mining Company, and it was extremely
difficult to fill that gap. This was perhaps one of the. more important factors that
prompted the Government of Peru to seek to reach an agreement with that enterprise.

Owing to its geégraphic locatien’ Peru had access to the Japanese market and
to the west. coast of the United States under.conditions that were even relatively
compet:.t:.ve cons:.demng the poor qual.lty of Per-uvman iron ore. Pdssibilitieé on
the European markets are limited owing to the better position of Brazil and
Venezuelgn,_ammg the Latin American suppliers. However, as became clear at ‘times
when tension was greatest, Peru was only a marginal supplier. There was little
point in Japanese users supporting Peru in its trade negotiations, if they were thus
jeopardizing their relations with more important suppliers as a result of the
constant pressupe exerted by the Marcona Mining-Company. ' '

/The difficulties o
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The difficulties were largely overcome when an agreement was reached with
the Marcona Mining Company, but from 1976 onwards the world steel markets rapidly
became depressed. The international situation continued to be difficult for iron-
ore exporters, which explains why Peru has not been able 'to regain the levels it
was exporting prior to the international crisis, _ e o

The mdlcators supplled in this section show that the perfcrmance of mineral
éxporrts has a decisive 1mpac1: on the general funct.tom.ng of the economy. The
purchasing power of Peruvian exports is therefore strongly influenced by
fluctuations on the world mineral market, It may be therefore concluded that
mineral exports have a strategic character with regard to thé types of

interrelationships developed with the international economy over the past three
decades. ‘

-+

C. SHARE OF PERU IN WORLD COPPER OUTPUT AND WORLD TRATE' IN COPPER

Peru may be regarded as a major copper producer,idn wview of its_current outnu
and its potential in the coming vears.  The Peruvian share of international output
increased substantially (from 2.6% in 1975 'to 4.4% in 1978) owing to the initiation
of operation of the Cuajone and Cerro Verde deposits (see table 12), Construction
of the Ilo Refinery and  gregter capacity to produce blister _also enabled Peru _
to raise the level of copper processing and to improve its reldtive position with
regard to world output. Its share of world output. of blister in fact inCn_aased.
from 2% in 1975 to 3,9% in 1978, With regard to world m;.rtput_of'. refined copper,
in 1975 Peru onljr accounted for 0,85% of world output, while its share rose to
2,1% in 1978, The improvement in its share of the CIPEC countries' output was
even more marked (in the period 1975~1978 its share of mining output rose from
6.8% to 12%, its share of blister output rose from 7% to 13.2% and its share of
output of refined cepper rose from 4% to 10.2%). (see table 13).
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Table 12

SHARE OP PERU. IN WORLD COPPER OUTPUT

. (Thousands of metric tons.fine and percentages)

1875 - .. 1978.

1980 b/. 1981 b/

1979 b/ .
I, Mine outEut : _
(a) World output © 1 7358 9073 9 397 9 870 10 153
" (b) Peruvian odtput - 169 ' 400 " 390 Loo a3’
(e) b/a ST 2,56 7 #.40 0 4,15 4,05 B4
11, dutput of blister c/ | | o _ X
(a) World output 7977 9797 10 142 10 417 10 859
(b) Peruvian output 181 383 373 383 . 388
(¢) b/fa 2,01 3,90 3.67 3.67  3.57
ITI, Output of refined copper. - .... . , S S .
(a) World output = 8 500 11025 1t 135 11438 . 11 980.
(b) Peruvian output - .72 233 - 233 _2u3 . 343
(c) b/a .. ,0.85 . 2,11, - 2,09 2,12 . 2.88

Source: Prepared on the basis of CIPEC figures.

a/ Refers to production capacity.
b/ Estimates and projections.

c/ Part of the ou'tput of blister is used to produce refa.ned copper. -
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Tablefla

P
IR

SHARE OF PERU TN THE OUTPUT OF THE COUNT'RIES OF THE IN'I'ERGOVERNMBNTAL
. COUNCIL-OF COPPER EXPORTING COUNTRIES (CIPEC)

‘(Thousand_s of metrie tons fine and perdéntages) -

1

1975 1978. 1979 a/- 1980 3/ 1981 a/
Mine output
(a) CIPEC output - ‘3 76 37337 3 470 3 520 3 571
(b) Peruvian output - " 189 100 390 500 431
(¢) b/a - 6.83 11,98 11,23 11,36 12,06
Output of blister b/ . S w -
(a) CIFEC output 2309 2893 3018 3 083 3 155
(b) Peruvian output .1 383 373, 383. . . 388
(c) b/a | . 6.97 13,23 12,85 12,42 12,29
Production of refined copper
(a) CIPEC output . 1 792 2268 2 288 2 368 2 545
(b). Peruvian output 72 233 233 243 I3
(¢} b/a 4,01 - 10,27 10.18 10.26 © 13,47
Source: Prepared.on the basis of CIPEC figures,

a/ Estimates and projections.
b/ See note c/ in table 12.

.- e ) F PHYNE LY
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However Peru's share of:world trade in. copper concentrates and refined copper
may be regarded as having little significaﬁoe (5% in 1977) (see table 14).
Nevertheless, as a suppl:l.er of bl:l.ster it accounts for approximately 14% of Western
imports. With the exoept:.on of the markets of Belg:l.um (8%), Italy (8%) and the
United States (12%) it may be sa:.d that :|.t remains a marglnal supplier on the
refined copper maxke'ts. -'Oln”the other' hand, vhere bhster 1s concemed, it
contr:.butes l+2% of Pr-anee s 1mpor'ts 57 of ‘Spa.m 8 purchases and 75% of Japan's
imports. It is, however, important to stress that Peru's contribution to Hestem
consumption of refined copper is lower than that of the other countries ‘embers of
CIPEC, Lastly, it should be added, that as a suppller of concentrates Peru is

mlatlvely J.mportant only on the Un:.ted States market,

D. PATTERN OF OWNERSHIP AND PRESENCE OF FORETGN CAPITAL ..

From the 1970s onwards a considerzble chdnge took place in the pattern of
ownership in the Peruvian economy, particulafly in the mining sector. This changé
arose from the process of agrarian reform, as a result of.which 'tl'}ef;_f_:c;rgidgln—mned
latifindia were expropriated and turned into ._co-q)eratives; from the ,expropriaition'
~of large fishing, industriéll, mining, banking, financial and commercial enterprises;
and from the further development of entrepreneurial action by the State.

Amund 1968 the share of forelgn capltal in the fomat:.on of Peru s GDP was
3196 ‘while the State and nat:l.cnal cap:l.tal oontrlbuted 13% and 56%, respect:.vely,
(see table 15). According to available data, in 1975 there was a drop in the share
of foreign capital, which contributed only 21% of Peru's GDP while the share of the
State rose to 23%. The share of national private capital remained at 56%, but
there was a gré'ét increase in the contribution made by associative forms of ownershi:

In the miniz_lg sector the share of the State increased appreciably. In 1968
the State contributed only 1% of mining GDP, through production units linked to the
development banks, In 1975, as a result of the expropriation of the Marcona Mining
Company and Cerro de Pasco Corporation and increased entrepreneurial action by the
State, its contribution to formation of mining GDP was 50% (see table 16). The
policy of nationalization in the mining sector resulted in a considerable drop in
the share of foreign enterprises. In fact, the contribution of such enterprises to
mining GDP dropped from 87% in 1968 to only 33% im 1975. It is important to add
that in that period the share of national private capital increased from 12% to 17%

of mining GDP.
/Table 14
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. Table

1h

Q{lRE OF PERUVIAN EXPORTS IN THE IFPORTS OF THE MAIN CORSUMER OF COPFER, 1977

. {Thousands of tons of.fine copper.and percentages)

Refined copper Blister Concentrates
Consumers . Per- . Per- . Pere
< ane eweem e e Imports Per‘tiy‘larjn._%nt JImponte. ?eruylm}_ ent - - -Imports -P?mvmn - gent
exports exports - exports -
age . age
Germany, Fec_'l.e'!qlu‘:zii“nﬂey;t-fl)fic B o T & YT A e Ty Ti97 Ty ' 2
Argentina ) | 36 3 ’g} - - - - - -
Relgium ) 302 18 6 2% 1 - 6 - -
Brazil 170 22 13 | - - - - - -
Chins, Peaple's Republic 70 2 ) lo2 7 26 ' 0 - -
Spain 24 - - 2 -7 12 T 57 - Ly - -
United States of America 355 b3 12 0 KR 12 80 10 12
France ; 338 6 2 24 10 42 - - -
United Kingdom 68 16 il & 13 2 - - -
Italy 288 22 8 15 1 7 - - -
Japan 201 6 3 b % 75 730 2 3
Sweden €6 2 3 - - - 17 1 6
World importation af 3 28 167 2 972 140 14 i 295 62 5

I

Sourges CéhYeculnted on the besis of figures supplied by CIPEC and MINPECO.

a/ Tncludes the People's Republic of China, but excludes the remaining countries with centrally-plarned economiese
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Table 15

SHARE OF ENTERPRISES IN FORMATION OF NATIONAL GDP,
BY TYPE OF OWNERSHIP

(Percentages)
Type of ownership 1968 1975
Foreign enterprises 31 21
Public enterprises 13 23
Private enteyprises 55 L6
Agsociative enterprises 1 10
. Source: INP, Concentracifn de la Produccifn y Estructura de Propiedad. Report
No. 0L4O-76=INP-QIP, July 1976,
Table 16
SHARE OF ENTERPRISES IN FORMATION OF MINING GLP,
BY TYPE OF OWNERSHIP '
Type of ownership 1968 1975
Foreign enterprises 87 33
Public enterprises ) 1 50
Private domestic enterprises 12 17
Report

Source: INP, Concentracidn de la Produccidn y Estructura de Propiedad.
No. 040-76-INP-OIP, July 1976. _

United States capital was that most affected by the nationalization policy,
since subsidiaries of United States enterprises controlled over 20% of the mining
GDP produced by foreign enterprises, Capital of French and Japanese origin was
not affected to a great extent because it was invested only in medium~-scale mining.

/However, it
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However, it should be noted that the figures provided do not cover the
contribution made by the Cuajone copper deposit, which came into operation in 1976,
this means that the share of foreign ‘_céjﬁtal in mining GDP may currently be
estimated at a little over 45%. | -

The 1971 mining legislation provided for machinery to ensure the inclusicn
of workers in the ownership and mamagement of the enterprises in question, which
was not wélcomed by private investors, 'This was one of the most difficult issues
to negotiate with foreign investors interested in going ahead with investment
projects in large-scale llliining.' - |

Mining associations, which paid workers 10% of the income generazted before
tax, were established in all enterprises. Of that percentage approximately 4% was
applied directly as distribution of gains and approximately 6% was set aside for
the purpose of purchasing shares, The latter percentage was destined for expanding
capital as a result of reinvestment or, where that was not appropriate, for
purchasing shares from private investors. :

Although this machinery did not substantially alter the capital structure of
the enterprises, owing to the reinvestment made by private partners, it was.a facto.
that helped to discourage the inflow of further foreign investment. In addition to
that, aceount must be taken of the entmpmneurial intervention by the State in
marketing, an issue that foreign investors regard as a strategic factor affecting
their investment decisions. e '

Implementation of a natiénalist;:policy had a decisive ’impact on foreign
investment from the Uhited States; whose min'ing'interests J':n’Peru iepresented 57%
of the sectoral total invested in Latin Averica in 1976 (see ‘table 17), With the
exception of the Cuajone project, which was also financed by capital from the United
Kingdom, the Netherlands and Japan, in the period under consideration there was no
new investment by enterprises of United States origin. On the contrary, it could
be said that the major transnationals of that country displayed a hostile attitude
towards the growing involvement of the State in the de‘velbpment of the mining sector,
giving way to Japanese investors, who were the cnes that displayed the greatest
interest in co-operating with the State in implementing the investment project
programmed by the latter. However, throughout the 1970s it was not possible to
conclude-my further agreements.

| /Table 17



Table 17

DISTRIBUTION CF THE CUMULATIVE VALUE OF UNITED STATES INVESTORS' CAPITAL
‘ I¥ LATIN AMERICA AND I THE MINING OF THE RBGION (1976)

(In mlllmns of dollars)

Total - .- g Investment g

Cotntyies investment ~ in mining
Atgefitina - o‘113e G 50 .
‘Brazil R o U 39800 T e gy 13
~ Chile - : . CToBT . @ g5 g
Colombia ~ - Cat = o 617 18 Lo 0
Mexies . - 7 £ gvgsy . 2007 83 111
Panama 1 60411 C o - | ', .
" Peru - o CwmE s i gogt ot 6 wig .,5;]
Venezuela ST DU A " ¥ 801;"" RET S A 3
- Other Lo T olsd2 a0 21w
Total S L © Y14 897 . 100 E;. 100

Source: Taken from INP, Caracterizacin de la Realidad daci'éli'i'éil,' on the
basis of data provided by the United States Depariment of Commerce,
Wash:.ngton, 1976 lea, January 1978. .

- At the same tme, it is important. to note-that up wtil the 1970s there -

were no major confllcts with foreign capital because the State only played the -

rolg pf a pmm,oter.xo,f private actlvztles, giving special guarantees to fomlgn-‘
capifal. On the otherrhand from the 1970s onwardg there was+a greater degree
of both achnmlstrat;.ve and eptrepreneurlal intervention by the "State, srreater '
| demands were made on those ‘wlcimg mining concessions, and there was a ‘policy

aime@ at b'ﬁlngmo the chief investment pmje-cts on hand amder naticmal control.

L
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III. LEGAL AND POLITICAL FRAMEWORK OF MINING NEGOTIATIONS

It is possible to distinguish two periods with regard to the legal and
political framework of mining negotiations in the .past three decades: ome
Starting with the promulgation of the new 1950 Mining Code, and the other
starting with the Military Govermment in 1970.

During the first period, tﬁé management of the economy was marked by a
liberal approach in which the State was regarded merely as an entity promoting
development and not as an entity that was a motor for developmeni. In the
context qf that approach, the aim. of economic policy was to provide private
investment, particularly foreign investment, with a climate of confidence.

It was assumed that the éountry was not in a position to go ahead by itself
with implementation of large-scale investment projects. The low level of
domestic saving and the scale of financial resources called for by mining,

as well as the lack of a national techneclogical basis, placed a constraint on
State intervention from the government's viewpoint. Moreover, in the years in
question there was no mining.entpeppeneurial gfoup in Peru with a relatively
high level of independence. , . :

The weak national wmining group was cloaexy 11nked with foreign interests,
both from the financial and from. the commercial point of view. National mining
interests did not have direct access to international markets. From the .1950s
onwards this entrepveneurial group would go through a long transitional process
that would last until the early 1970s. . A

In the gerlod starting in 1970 there was a radically different approach
to the role of the State. ilearly 20 years had elapsed since the initiation .
of large-scale mining operations, and there was a réalization that the country
was not deriving full benefit from eéploitationstf its natural resources.
Government pplicy focused on increasing the volume of surpluses channelled
to the State and on guaranteeing a greater degree 6f independence with regard

to decisions affecting exploitation of natural resources,

fA. LECATL
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A. LEGAL AND POLITICAL FRAMEWORK IN THE PERIOD 1950-1870

Between 1945 and 1948 there had been a fleeting instance of State
intervention in the conduct of the Peruvian”economy, aimed at'promofirﬂ the
process of import-substitution. -For the first time in nany years the neea
to abandon the old thesis of economlc llberallsm began to be assessed in
economic -management. ' '

. An exchange-control policy aimed at achieving better use of forelgn
currency holdlngs at a time when there were balarce-of-payments dlfflcultles
was 1mplemented. In keeping with that aim, an 1ncreaszngly PPOtEC110nlSt
approach was adopted, in contrast to the free-trade appfoach'that had
predominated for a number of decades. o -

This fleetlnv instance of State intervention came to an end with the
change of Government in October 19u8, which gave rise to a Mllltary Government;
on the basis of a general election called in 1950, that Government remained
in office until JGly 1956. The so-called Meight-yedr period” meant a return to
the liber;l policy that had predominated in Peru over é period reaching even
further back than 1945. This return was in keeping with the social basis that
formed the new régime's foundation,fiﬁ*bthér words,'thesvroubs of agricultural
-and mineral exporters and ‘the major traders grouped in the Lima Chamber of
Commerce. R ' .

The new régime established a set of incentivés to fdreign'inﬁolvement. '
The country had a wide range of unexploited natural resquréés, particuiarly'
mineral resources. The favourable prospééié that becéme apparent éfter-the
Korean Wér and the steady growth in the world édonomy from the 1950s onwards,‘
hoosted demand for raW materials, whiéh;made divect investment in natural
resources in the developing countties attractlve.. B | -

The new régime shaped general State nollcy in such & way that 1t was
in keeping with the major trends in 1nternatlonal capltallu . The m;neral
resources with which the country was endowed would makeait psssiblé to chahgé
the pattern of exports, which in the years in question were basically made up
of agricultural products (sugar and cotton), and to evolve new ways of
integrating the country into the international economy.

/The mining
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- The Mining Code was promulgated in 1950, and din 1952 the Petroleum Act
was promulgated, both being based on a strictly 1iberal system. It was a
question of facilitating the inflow of foreiin capital by making exploitation of
natural resources attractive through guarantees as to tax and exchange stablllty,
in the context of a political climate that would lee investors lonu-term
security. These legal instruments were fully in keeping with the strategies
of ‘the transnational corporations, which embarked on a period of rapid
international expansion in the 1950s. '

In that decade in most developing countries égreements concerning
exploitation of natural resources granted rights that were extremely favourable
to concessionaires. The concessions covered large wining areés[ Decisions
concerning the de51fablllty of exp101tat10n were made almost exelusively by
the home officés. The ablllty of nntlona’ States to set more favourable terns
for exploitation was thererore llmltea, and Peru was no ewgeptlon to that rule.
Frequently, the conce331ons were granted For Derlods of up to 50 and E0 years,
or more. ‘ | "

In general payments made by conce831ona1res werb set on the basis of the
physical units produced or on the basls of the value of the mine's output.
However, the latter method was the most common formula in agreements on the
mining of metallic mlnerals. These payments tock varlous forms: royaltles
on the value of output, in the form of a fixed paynent that did not depend on
international Drlces, graduated royaltles baqed on the enterprlses earn;ngs
level, etc. ' o

The 1950 Mining Code is in keeping with the transnatlonal corporatlons
interests. It reaffirmed the legal form of the mlnlng concession and did not
accord due importance to the principle of "protectlnn of labour by the concesalOﬁ"
It did, however,’ establlsh that mineral substances and the soil and the sub301l
were State property, while recognizing acqulred rlghts. Thls policy amountedA
to an endorsement of the interests of the Cerro ae Pasco Corporation.

A real rlght 'is granted under the mining conecession. Legally speakln
the concessionaires assume the State's rights, since they may use, enjoy, and
freely dispose of; the goods resulting from mining activities and the areas

granted. The concessions were regarded as being in the public interest,

/and the
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and the concessionaires could therefore request expropriation for the benefit
of their enterprises. The powers in question led to a series of lawsuits with
the peasant communities a&ﬁeininw the‘mining areas.

The conce551ons were granted for an indefinite period. The only grounds
on which a concession could lapse were non—pavment of ground rent for two
consecutive years, or abandonment of the conce531on._ By paving a small ground
vent, Peruvian or forelgn enterprases could keep large areas as a reserve for
future mining 1ndef1n1tely, while the State had no powers to Wltthld or withdray
concessions. It is true that the State could 1ssue a special provision for
that purpose. However, the policy was prec1se y tnat the State should not keep
potentially exploitable denos1ts under its control.

In the 1950s use of tax machlnery beaan to take on greater 1mportance.‘
The machinery in question was accepted ow1ng to the fact that it was linked to
mining earnings. However, in ‘the developing countries use of tax instruments.
is more complex than the flxed-payment method. Tax mdchlnerv calls for a
good inspection capacity, not only for mcnltorlng and collecting revenue,
but also, for example, for checklng the actual sales prlces of mineral produets.
Such monltorlng ig even more compllcated in cases where countrles offer_
mineral concentrates on the world narket, as most developlng countries did in
the 1950s. | ‘ ' ,

On the other hand, tax instruments offer greeter advantages to
transnational corporations‘than royalties or fixe& payments. Tax machinery
is linked to earnlngs and is therefore more adaptable, for example, to transfer-
pricing pOllClES. ,

_ Furthermore, the Mining Code guaranteed conee531ona1res tax stability for
a perlod of 25 years following signature of the concession agreement. During
that period only taxes recognized upon eianature of the concession agreement
were payable. Express provision was made for tax Stablllty in respect of
exports, which restricted the State s ab;l;ty to beneflt, for example,_from

extraordindry earnings resulting from exceptional market conditionms.

/The charges
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The charges provided for in the Mining Code were of a duval nature., A
number of the charges in question were at a set rate as in the case of the
ground rent, vhich was payable once a year; the fee for exploration rights;
and the surcharge, which was a type of.fine payable by concessionaires who
had not carried out a minimum of investment per hectare explored. . Other
payments were variable and linked to the outcome of the financial year, and
were of a tax nature, A central piece of machinerv was the tax ‘on profits,
which could vary in accordance with the legislation in effect. However, as
mentioned: above, the concessionaire only paid the level of tax provided for
in the mining agreements.

The Mining Code also provided for a system of advances on the tax on
profit, representing 4% of the value-of mining output. Under the syStém in
question, an adjustment was made at the end of the financial year by setting
off one balance against the other, - The purpose of this system was to alleviate
liquidity problems that could arise-din fiscal management., It was always a
source of conflict between the State and the mining groups because,” at times of
fiscal crisis, the requirement that advances should be paid was taken further
than provided for in the legislation. It was for this reason that the mining
groups strongly criticized the fiscal expansion policy. In any event, the
Code gave the State the power to discontinue the advance payments in cases
where this was necessary owing to market conditions.

Although, it is true that the general policy was to relate fiscal -
participation to the economic and financial results of mining activities, the
Code also made provision for certain exceptional ré€gimes.  The most important
such r€gime and the one that was subsequently the most controversial was the
"marginal" deposits tax systein. The Code 4id not specify the technical
properties of a deposit classified in the marginal category, although it was
obvious that the metal content should be the fundamental criterion. In
the case of marginal deposits, the State concluded special agreements under
which the investor had to pay only between 10% and 20% of the tax on §rofits;
In order to avail themselves of this incentive investors had to apply all their
initial profits to amortization of their investment,. and the special régime
came to an end once the capital had been amortized. The special régime gave

/rise to
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rise to considerable controversy in the 1960s. The main source of the conflict
was the Toquepala copper denoszt, Whlch was regarded as marginal, thus giving
Southern Peru tax advantages."w

No substantial changes were made 1n mining legislation until the middle
of the 1960s, Priority was glven to expandln& the exportable supply, and
negotiations were therefore taken up with the transnational corporations -that
had unexploited concessions (Amérigan Smelting, Anaconda and Cerro de Pasco,
among others). However, there was a climate of uncertainty as a result of
fhe.slow-progreés made in the negotiations with the International Petroleum
Company. In addition to that there was an uneasiness resulting from the
controversy caused by the above-mentioned special régime governing marginal
dep051ts and the growing natlonal consensus with regard to the inappropriateness
of the Toquepala Agreement. .

After a number of years the special reglme was discontinued and the
incentives to private 1nv§stmentiwere re;nstgted, with the State. empowering
itself to sign speciai mining agreements under terms, such as the following,
that were extremely attractive to foreign investors, The maximum tax on
profits was‘éet at a rate equal to 25% of the taxable sum, which remained
stable durlng ‘the perlod of recovery of investment. It was, however, specified
that that rate, as weil as the rate at which a number of additional taxss was
set, could not be lower than the overall tax rate in effect in the investors'
country, or countrles, of origin.

Investors were authorlzed to set aside reserves for amortization of
machinery and equipment. up to 20% per year. Authorization was given to make
adjdstménts owing to variations in the purchasing power of the national currency,
in-céses where the value of tﬁét currency dropped by 5% in comparison with
the preceding financial year. Thé guarantee that foreign currency would be
-available and that the'produdts resulting from mining could be disposed of
freely, providing that the requirerents of the domestic markets were met, were
also reaffirmed. %ax stability was reconfirmed s well, and it was specified
that investors éhould pay only fhose tazes in effect upon signature of the
agreements. As:ﬁaﬁ be noted, thése incentives were really attractive to
foreign investors, who soon displayed interest in taking up negotiations with
the Government of Peru.
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Moreover, the mining policy of theflate”lQSOS‘had.been;focused on
facilitating the expansion of .the transnational corporations that were active
in mining in Peru. In the fipnal analysis, the purpose of introducing the new
promotional régime and, above all, solving the problem arising from the
Toquepala Agreement, was, inter alia, to facilitate negotiations with Southern
so that expleitation of the Cuajone deposit could start.

The new promotional régime -authorized established enterprises to deduct
from the results of their new mining operations the losses made in the three
years prior to initiation of such operations.

Thése incentives, together with the continuing existence of the
deduction owing to the "depletion factor", were important additional means
of recovering new investment. Deductions owing to the "depletion factor"
were an old practice used by the transnational corporations that was legalized
in the 1950 Mining Code. Such deductions were not really justified, because
the non-renewable resource belonged to-+the State. Mining enterprises were
allowed to make a completely tax-free deductiom of up to 15% of profits. y
Deductions could even rise to 50%; through an  express decision on the part
of the CGovernment. This was basically an incentive aimed at promoting
reinvestment by mining enterprises, which deprived the.State of a considerable
volume of resources, _

The Mining Code and the amendments made to its promotional instruments
encouraged penetration by the transnational corporations in that their
investrent was'given special treatment. If the transnational corporations
had been made subject to the general régime of the Mining Code they would
have had to pay an average tax rate of 40% on taxable profits, which would have
been in addition to the tax on excess profits, which was eliminated by the
Code. In practice, the tax rate was as low as approximately 5.5%, despite
the fact that during the period in which the Mining Code was in effect amendments
were made that potentially Paised the rate to 10%, and in spite of the fadt

+that in-a number of concession agreements the rate was set at 20%., However,
the deductions permitted by mining legislation, particularly the "&epletion -

factor’, had a considerable impact on the volume of fiscal resources collected,l/

1/ See J.C. Bossio, "Cambios en la Politica liinero-Metalfirgica",
published in Cambios Estructurales en el Perl, Fundacidn Ebert, 1976.
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The above-mentioned .incentives.were applicable during the period of .
recovery -of investment, which.was set at 10 years, with the possibility of
being extended for three years. However, in practice the investor becameisubject
to the general régime of the Mining Code after a period of 18 years, This was
because there was a three-year period for putting mines into operation, which
could be extended for up to two further years, and a ten~year period for recovery
of - investment, which could be extended for up to three years. '

Consultations and discussions on the new promotional ré€gime were held with
potential investors, thus paving the way for negotiation of future special
mining agreements. Southern and Cerro de Pasco, which were partners in
implementing the Cuajone pproject, voiced satisfaction with the new provisions
and began to negotiate exploitation of the deposit in question in the second
half of 1958. .

The ¥ining Code had a decisive impact in promoting the penetration of
foreign capital into mining, United States investment in mining grew"
considerably in the’period 19501868, rising from US$ 55 million to 'US$ 421.0-
million (see table 18), The growth rate in that period was higher than that
of other United States interests in other production sectors. For ekample,
investment in manufacturing grew at an average annual rate of 2.8%, while in
mining the growth rate was 3.6%. At the same time, in the same period United
States investment in petrolaum dropped by a little over 50%, in comparison -
vith the capital accumulated in 1950.

The higher growth rate of investment in mining considerably changed the
sectoral pattern of United States investment in Peru. Hining, which in ‘1850
accounted for only 33%. of the total capital invested by the United States in
Peru, accounted for 8% in 1968 (see table 19).

In spite of the attractive incentives provided for in the HMining Code
there was no further foreign investment of national importance in the 1960s.
Southern Peru, which had invested over US$ 250 million in Toquepala, kept the
adjoining deposits of Quellaveco and Cuajone in reserve. MNegotiations would
be taken up on the latter towards the middle of 1968, leading te an expleitation
agreement in December 1969,
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© . Table 18

PERU: - CUMULATIVE DIRECT INVESTMENT OF THE UNITED STATES
(Millions of dollars)

Years Miniﬁg Petroleum | ~ Manufactures -Other Total
1950 55.1 a/ 155 T4l 145
1960 251.0 79 T esa 81.0 446
1965 263.0 60 79.0 113,0 515
1966 - 262.0 PR 93,0 1.0 - 518
1967 340, 0 T T N 129.0 . 605
1968 421.0 - 960 136.0 692

Source: Survev ¢f Current Business, taken fron ‘hlto de la Ayuda therlor"
Carlos iHalpica.

a/ Included in mining.
© Table 19 e

SHARE OF MINING IN CUMULATIVE DIRECT INVESTMENT OF THE UWNITED STATES IN:'PERU

(Millions of dollars and percentages) -

Years | Total investﬁent - ‘ o Investment in mining
1950 45 | - 38% af
1960 . Coows 56%

1965 s 51%

1966 518 .. . 50%.

1987 o oeos . 56%

1968 692 .. 61%

Source: Prepared onrtbg basis of table. 18.
&/ Includes petroleum.
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Until the end of the 1960s there was no further interest in the Cerro Verde
deposit, which, together with the Santa hLosa deposit, was kept in vreserve by
Anaconda., The Cobriza deposit, which was held by the Cerro de Pasco Corporation,
was in the process.bf being studied. The Michiquillay deposit was also among
the reserves of the American Smelting Corp., and there were still no feasibility
studies on it. Large cpgggf déposiféhhere fﬁﬁs'awaifing“investmgnt decisiéns”

by the chief transnational mining enterprisess . o v
B. THE LEGAL AND POLITICAL FRAMEWORK OF THE 1870s

The change of governmment that took place in 1968 resulted in a markedly
nationalist political process, which set important economic and social reforms
in motion. Only six days after it had come to power, the Revolutionary
Government of the Armed Forces exprouriated the facilities of the Intermational
Petroleun Company (IPC), foxlow;ng a long and bitter dlsputE. '; e '

The expropriation of IPC did little to lessen the uncertalnty, lack of
confidence and hesitancy of foreign investors, despite the fact that puttlng én
end to the long-standing conflict between the Government of Peru and IPC was
one of the demands made by those circles. However, the way in which the new
Gpvernment approached the dispute, practically confiscating the property of 1IPC,
strained relations with the Governmment of the Unitéd étates. The United States
Government even considered implementing the Hickenlooper émendment, which opposec
the export of sugar to the American market. , e e,

In that context, negotiations with foreign investors were affected by
political pressures. However, the Government took up negotiations once again
with Southern on exﬁloitation of the Cuajone copéer déposit, which was
subsequently the squect of an agreement signed under the 1950 HHining Code,
in spite of the fact that it had been stressed in frequent official statements
that that Code gave disproportionate privileges to investors. |

The Cuajone negotiations were outside the context of redefinition of mining
pelicy and were in keeping with the Government's wish not to become isclated in
view of the possibility that the United States could adopt éigbstile poliey.

At least that is the way in which those most involved in theVCuajone'négotiations
generally interpreted the situation, : |
| /According to



- u3 -

According to the Government's analysis, the ¥ining Code's excessive
liberality enabled concessionaires to keep deposits in reserve indefinitely, thus
affecting expansion of the exportable supply, which was one of the chief goals
of the new mining policy. At the same time, the low level of processing of
output gave mining the characteristics of an enclave. In the Government's view,
that situation was not in keeping with national interests and only benefited
the transnational corporations.l/ -

In large-scale mining, non-intervention by the State as an entrepreneur
meant that the transnational corporations had extensive political and economic
power, in view of the strategic nature of mining in the context of the Peruvian
economy. Since penetration by thée transhational corporations affected all the
activities involved in the ind ustry, it resulted, in the Government's view,
in a higher degree of dependency than that in other production sectors.
Marketing was used as a means for undervalulna expopts and for obtaining
financing for the transnational corporatlons‘ prOjects in other areas of the
world., In short, as the Government saw it, subordlnatlon to, and dependence on,
foreign interests resiulted chiefly from extractive'activities; oérticularly
mining. Their impoftancé:was such that they*afféotéd'the eoonomy as a'whole.gf

In the context‘of this view of ﬁining problems, the goélS'of the new
Government policy were ‘that mining should make a greatér oontribﬁtion to the
country's development through an increase in the level of”bfooossing of output
and through promotion of exploitation of depoéits that were kept:in "peserve"
by the transnational corporations. The aim was also to incvéase State
part1c1pat10n in entrepreneurial activities, to 1mprove machlneny and instruments
for managing and monitoring mining activities, to expand national decision-
maklng capacity in conducting the mining sector s affalrs, and to promote

development of medium and small-scale mlnlng.

1/ "Siete afios de revolucidn en el sector energla vy minas", Planning
Office, 1975 ‘ ,

2/ Ibid.

/With a
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With a view to implementing these goals legal provisions that obliged
concessionaires to initiate operation of concessions, or otherwise incur the
penalty of the.lapsing of the concession, in accordance with the principle of
"orotection for labour™, were adopted. It was a question of preventing the
deposits from remaining unexploited indefinitely and the desirability of
investment being subject solely to decisions taken by the concessionaires.
This.measure was adopted in September 1969 and imp;emented fully in early 1870,
This provision marked the beginning of a new phase in Peru's mining policy,

with the initiation of major legal and administrative changes.

1. Kew legal framework in the period 1969-1970

In September 1969 Decree Law 17792 was édoﬁted, the purpose of which was
to accelerate initiation of exploitation of exiéting.concessions, and
concessionaires were given three months to submit the appropriate invéstment_l
schedules. The eoncessicnaires were iﬁformed that they had five years in which to
start the investment projects approved bv the State, and it was specified that
that perlod could be shortened 1f the country's interests so required,
Implementatlon of this provision led to the lapsing of over 4 000 mining
concessions, which reverted to State control (see table 20). HMost of the
investment schedules approvéd'were for projects in medium and small-scale mining,
and the coner aep031ts that reverted to State control were those in the
hands of the ma]or transnatlonal corporations. .

In lmplementatlon of the above-mentioned provision, in 1970 transnational
corDoratlons such as Anaconda, American %meltlng and Refining Corp. (PSARCO),
Cerro de Pasco Corporation, and Lampa Hining Corp., which had links to Charter
COnsolidated,'lééi concessions that had in some cases been under their control
for over 50 years. The value of the investment planned for their copper .
deposits was estimated at USS$ 1 035 million, a figure that has risen considerably
in the meantime. Of the deposits in question, the only one that was éctualiy'
put into operation was the Cerrc Verde deposit, which was exploited directly

- Ly the State with external financing.

/Table 20
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Table 20 -.:

MAIN COPPEER DBPOS;TS THAT CAME UNDER STATE COHTROL IN 1970
{Millions of dollars)

Flanned . g Pyrevious . T

Deposits investment a/ concessionaire Location
Cerrc Verde 65 b/ : Anaconda Arequipé
Santa Rosa - © 70 - Anaconda :  Arequipa
Michiquillay 450 : “ Asarco ¢ o Cajamafda
Tintaya 36 - ' Cerro de Pasco 7 Cuzco “
Quellaveco 200 - - Southern Peru ' ~ Moquegua
Antamina ' 35 o ‘Cerro de Pasco " Ancash
Chaleccbamza and o ' S

Ferrobamba . 143 . A Cerro de Pasco . Apurimac
Berenguela | 36 .. ...+ Llampa Mining . . .- Puno
| Total _ i 035 '

i —— 4

Source: "Peruvian Times: Mining Finance and Marketing Survey",:1l4 April 1872,

a/ The value of the invesiment is that corresponding to the date of reversion
of the depost.

b/ Covers only the first stage, which is cv.lr':r."el'a“t.‘].‘r unﬁervay.

Subsequently, in April 1970, a new legal framework for mining'activitieé
was. adopted. Although copper refining'was"feserved for the State, the acquired
rights of Cerro de Pasco were recognized. It was also stipulated that the
State could sign concession agreements forlthe’refining“of otﬁer metals, and
the possibility of doing thé same in the case of copper was left open.

Marketing of minerals was also reserved for the State, and it was
established that sales prices would be set through "quotéfion by Peruvian
producers™, which would be in keeping with the normal standards of international
toade. It wastspecified that-the final decision donterning sales areas would
also be taken by the State and that business management itself would remain

/in the



in the hands of producers until such time as the corresponding State
entrepreneurial machinery was established. However, it was stated that
pending the establishment of such machinery the State would approve sales
contracts and that it would be empowered to take the place of the selling
party in such coﬁtracts in cases where the national interest so requires.
in reality, no such thing happened in practice. As was to be expected
the State did not have the adminiétrative capacity iniifs central government
departments to inspect marketing agreements and in actual fact limited itself
to giving its formal appreval, - ot '
Moreover, the Peruvian Producers' Quotation was not put into effect,
The original idea was that the State: should set a domestic sales price and
that it should receive the marketing margin resulting from the difference
between the domestic price and the .export price. In practice, the solution
chosen was that the domestic price should be the price that applied on the
chief export markets, which meant that the original trade practice; remained
unchanged. With regard to the tax régime, the new mining legislation eliminated
the so—called;“depletion facféf", a privilege that had been granted to Southern
in the Cuajone Agreement a few months earlier, and the incentives under
Article 56 of the Mining-Code were also abolished. ' Nevertheless, in the view
of many analysts, the elimination of deductions bwiﬁg td_the "depletion factor"
was: offset by the incentives to reinvestment., | - |
The new tax rdgime maintained.the principle of making taxation compatible
with the economic outecome of the production year in order to prevent tax
standards from being independent of conditions on the world market: This
approach was in keeping with the minerals producers' demand for avoidance of
what they called "blind" taxation, which had applied each time the State was
encountering difficulties in financing its budget. o -
The new normative framework reaffirmed the principles of tax stability
and free disposition of foreign currency, within the limits established by the
exchange-control régime in effect at that time. The duration of exploitation
agreer:nts would be no longef than the period required for recovery of

invastuwznt, and it was stipulated that the surplus resulting from gross profits,

/less taux,
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less tax, should be applied for that purpose. There was an extremely important
change in that connexion, since the previous legislation authorized investors
to deduct depreciation and amortization reserves before tax.

The exploitation agreements contained the chief principles concerning
mining concessions, but also provided for a series of requiréments in order
to guarantee that investment schedules were respected. For example, contractors
would have a maximum period of 18 months to secure financing for the investment
project. If financing was not secured within that period, the agreement would
be denounced and the deposit would revert to State control,

The new mining policy placed great emphasis on entrepreneurial action by
the State, and the public enterprise Minero-Perfi was established with a view
to implementing the projects assigned to the State, either exclusively or in
association with private investors. 'Minero—Perﬁ was to be the State body
responsible for marketing minerals, and with that purpose it would have to
establish an intermational sales natwork and evaluate agreements currently
in effect. _ |

In its initial years of operation Hinero-Perli devoted itself to conducting
pre-investment studies and to negotiating investment projects, and within a
few months it secured financing for the Cerro Verde deposit. Although training
personnel in the field in question was difficult, it was even more difficult
to train skilled marketing personnel, who virtually did not exist in the country,
It was necessary to improvise and train officials on the job.

The most significant change resulting from new mining legislation was
that concerning the role of the State. It was a question of building a State
that was both entrepreneurial and normative, focusing on regaining control
of activities that were of strategic importance for development of the mining
industry, such as refining and marketing, and State participation in the
management of large-scale investment projects. It was thus a question of
orienting and controlling the expansion and the proééssihg of the exportable
supply, and the final destination of the products sold, all in keeping with
the view that the mining sector should become one of the pivots of development
policy. ' o

/In any
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In any event, en exclusive role for the State was not being proposed.
A verj specifie role was assigned to private investors, and acquired rights
were respected. There is a possibility of establishing cemmon_interests with
the S5tate, through the so-called Special Mining Enterprises, in which the State
would have a share of only 25% of the capital, it being considered that the
State contribution would be important in obtaining external financing and-in

improving bargaining power on the world market.

2. 'The 1971 General Mining Act

The provisions of the noﬁmafive fpamework for the mining industry werc
ratified aﬂd laid dovm ia the General Mining Act <ﬁich was prpmulgatad ;n
June 1971, The chief goals of tne Act in questlon were, inter alix, to:
(a) Make the role of mining meore dynamlc by_maklng possible the initiation
of the operationhdf new depoe%}e? p%ac?ng'particular emphasis on copper -
mining; ) ' ,
(b) Develop State entrepreﬁeﬁrial.activities relating to the mining,
refining and marketing of minerals
(c) Dromote hew types of relatloEShlp with forelgn capltal
(a&) - Piomote development of natlonal prlvaLo actlv1tles, '
(e)  Guarantee partlclpatlon by workers in the ownershlp and management
‘of and proFlts from, mlnlnc enterprlses.
The GGHEful Mlnlng Act, whlcn is currently in force, replaced +he
liberal Code of tne 19505, accentuatlng the 1nterventlonlst and contwolllnc
character of the State. Partlculap emphaszs was placed on control of tHe
investment Drocess, an area in which prlvnte cntrepreneurs had enjoyed great
freedom in previous years. was establl hed tnat the perlod for 1mplementat4cﬂ
of investment progects should not exceed five years, starting fron the date of
approval of tne 1nves+m nt schedule, and it wae made compulsory to 1nvesi a
minimum amount sach year. In the flrst vear 1nvestwent could not be be&ow
0% of total 1nvestnenL, _1v*deu 1nto the number of years programned. The
Acﬁ specified that the sdme procedure should be followed in the oubsequentr
yeafs, the percentages being SO%”in the second Yeér, 60% in the third year,
80% in the fourth year and 100% in the fifth year.

/The purpose
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The purpose of these measures was to guarantee that investment programmes
were completed within the periods laid down by the State. Regulations were
extremely strict in order to prevent concessions from remaining unproductive
indefinitely. Non—submissioﬁ of the investment schedule once the expiration
period had elapsed, non-compliance with requirements regarding minimum levels
ol investment, or failure to begin production at the planned rate and time
were regarded in the General Mining Act as eséential elements for establishing
the lapsing of concessions. '

The contrelling and programming role that the Act attributed to the
State called for the expansion and improvement of the administrative apparatus,
although the effectiveness requirved for implementation of the new mining policy
was not always achieved. Private investors did not respond favourably to the
policy in question either, and many decided to abandon their concessions rather
than to adapt to the policy's goods. The State suddenly found itself with a
great number of deposits at its dispoéal that it could neither operaté ner
finance. ‘ '

The mining policy savw Minero-Perl as a sort.of holding compény that
would generate and implement investment projects and whose production would
be managed by independent units that would be centrally co~ordinated. Currenily,
two projects that are in line with that concept are copper mining at the
Cerro Verde unit and the Ilo copper refinery; these were the only two large-
scale projects that Minero-Perd succeeded in bringing into being, with financing
from international banks and with contributions from future consumers, who
received guarantees concerning supplies. | -

It was originally intended that commercial activities should be carried
out by a specialized department of Minero-Perl; that system was only in effect
until the end of 1975, when lMinero-Perl Comercial (MINPECO) was established
as an autonomous enirepreneurial body separate from Mirero-Perd. In practiaga‘
Minero-Perl became a further client of MINPECO, and the original links lapsed,
as a result,_there was a certain amount of dispersion and, at times, even
conflict between the powers and responsitilities of the two bodies, a situation
that was further aggravated when they were assigned to different administrative
sectors within the Central Government. This latter situation was formzally
remedied in 1978, but the lack of co-ordination between their entrepreneurial

policies persists.
/The General
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The General'Mining Act changed the traditioﬁal principles governing
promotion of investment., Even aLthough it SLppor ted the principle of tax
stability and accepted the principle of free dlsposition of foreign currency
within the limits of exchange control, it did not recognize the principle
relating to free marketing of products resulting from mining, which meant that
the State assumed the monopoly of foreign trade. This, fogether with the
provision giving pﬂloﬂltv to internal requlrement had an iﬁpact on the terus
of the initial negotiations with Southern, since it made it necessary to
reconsider the quesfion of the level of proceséiﬁg of Cuajone products. Scouther:n
had difficulties in securing financing once the political framework governing
the Cuajone Drojec4 had changed, lowever, when the Government of Peru agread
to take over only a trade-control role, whlch was not Iully reallzed Southwdd
managed to comvince financing bodies,

The new Act confirmed that exchange policy would not be discriminatory:
to foreign investors and that terms of sale would be in line with those
customary in international trade. In practice, the policy of setting a Peruvian
Producers' Quotation was dlcarded and the quotetlon was the same as tha
internaticnal reference quoLaLlons. R

The taxz system was structured in such @ way that the tax burden refiected
the results of thé financiél year, and it was specified that mining taxetion
would only be on income and that there would be no special taxes, which did
not actually turn out te be the case, The forelgn investor had a special
status as regards tax treastment, and the texable amount was to be the profits
generated, less tax on the original source of the capital, which was to be
subject to a rate of 30%. Although it is true that the deduction owing to the
"depletion factor" was elininated, the fiscal incentivea author1zeu investors.
to reinvest up to 80% of their profits free of tax, thus offsetting the
financial loss resulting from elimination of the "depletion factor™,

The new mining legislation also covered the reform of the enterprise
through the establishment of the "Mining Association", by means of which the
workers could gradually acquire up to 50% of the enterprise’s capital stock.
However, the rate at whlcn, and the period within which, co-cwnership was
achieved would depend on reinvestment decisions taken by private shareholders.

/In addition



-5] =

In addition to being a method of co-manqgement*and co-ownership, this machinery
constituted a virtually coercive means of promoting a greater degree of
capitalization in enterprises, which was a policy that did not always yield
favourable results. In reality, it was basically interference by the workers

in the enterprise’s decisions and, above all, the fact that the new machiner
would cenverge with the trade unions that would have a major impact on the mining
entrepreneur, rather than the redistributive nature 6f the Association.

The Mining Society veacted unfavourably to the new Act, questicuing what,
in the view of the entrepreneur, was its marked State~oriented nature, Theyr
were clearly right. The purpose of the greatest degrée of government intervention
in programming and supervision of investment was to coerce entrepreneurs in cne
way ©or another to accelerate their investment. Otherﬁise they would lnse tliiis
cencessions and the State would take their place in expleiting the deposits or
would negotiate with new investors. In reality it was a question of building a
new foundation for the relationship between the State and private capital. 4n
extremely important role was assigned to private investors, as demonstrated
by the vetvrcactive tax and tariff incentivés-provided for in the Act. However,
the aim was at the same time to build government apparatus with the capacity
to implement mianing development, rather ﬁhén‘merely promoting it. The
strengthening of the State's entre@réneurial and administra{ive apparatus was
focused on increasing Peru's bargaining power, and great importance was
therefore attached to centralizing sales capacity in one single marketing body.
The State marketing monopoly was also called into question by the lMining
Society, despite the fact that the idea was not to strengthen Stéta accunuiation
but, rather, to improve the-income of prcdugers of mirnerals. In that connexion,
this opposition perhéps veflected more the views of the transnational
corporations, which had their own marketing networks, and.those of foreig
tradersbperatingin the context of medium-scale mining. This was because there

were very few rational enterprises that had their own sales infrastructure.

/C. LEVALUATIOHN
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C, EVALUATION OF IMPACT

The data available for evaluating the impact of the changes on the legal
and political framework of mining negotiations is extremely uncertain and
obviously wvery unreliable. The statistical data published is that of the
Hational Mining Society and is not from official sources. Moreover, the period
for which data exists, 1967-1976, is not very iIndicative of the impact of the
new mining legislation in that it was a period in which there was considerable
investment in large-scale mining that actually matured after 1976.

In short, the criteria presented here should be regarded as no more than
a reference. Furthermcrs, many factors explaining, for example, the behaviour
of the "retained value" of mining and metallurgical output do not correspond
exactly to the instruments used by those responsible for the country's mining
policy. |

Taking these remaris into account, we carried out this evaluation of

results on the basis of a number of indicators that are examined below.

1. Retained value of mining and metallurgical cutput

This indicator expresses the result of the entirety of transactions in
goods and services, pavment of wages and salaries, taxation, profits and
reserves retained in the country by the mining enterprises, presented as a
percentage of the total Gross Production Value.

The variations in the Gross Production Value of the mining and
metallurgical sector in the period 1967-1976 may be seen in tables 21 and 22,
The retained value of mining and metallurgical output increased considerably
in the period in guestion, rising from 64% to 74% of Gress Production Value,
with somewhat of a downward trend in the last three years of the period under
consideration. The factors responsible for this increase are essentially
the following:

(a) Greater use of local goods and services (from 28% to 35% of Grouss
Production Value between 1367 and 1976) as a result of the process of import
-substitution and the pclicy of protecting national industry. Throughout the
1970s, for example, the Hational Register of Manufactures (NRM), which enabled

national industry to enjoy a high degree of protection, was kept in effect.
/Table 21
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Table 21

USE COF GROSS VALUE OF MINING AND METALLURGICAL QUIPUT

(Thousands >f dollars)ﬁf

Used in the sountry

Wages and salsries

Taxes

Goods and serviges
Reinvestment reserves

Net profits

Depreciation snd write-offs
Royaltles

Interest

Mining asscciation
Technological Institute

Used abrosd

Goods and services

Profits remitted
Depreciation and write-offs
Interest

Total gross value of
output

1967 1968 1969 1970 197 1972 1973 1974 1975 1976
199 218 272 795 215 00h 231 959 297 12 3P0 235 570 972 618 922 510 178 545 A7
61 92% € 294 82 226 99 446 101 705 119 432 148 109 197 694 219 1 202 6k
kL 643 68 257 86 791 88 47 S0 046 55 463 12% 080 113 923 25 334 77 67
5 220 73 5% 77 224 93 015 96 749 123 282 155 601 162 920 193 818 101 224
16 587 37 090 %9 050 16 804 15 467 21 599 8 sm 52 973 13 4% 16 945
g 072 9 958 13 2w 15 168 6 708 10 650 2 875 25 203 20 234 . 21 65
3 04 4 933 6 685 7 9% 14 545 19 963 23 487 22 800 28 117 11 492
9 74 8 950 g 105 10 o2y B 206 8 552 9 589 11 434 2 147 4 352
703 737 645 1106 1267 2 b3 3 250 3 905 3 324 7 4k

- - - - 2 189 3 a2 24 965 25 518 4 195 627

- - - = s A 2% w 2 535 2 ‘!‘62 m %1

113 192 1269 301 137 366 127 963 g5 Oh2 9l 746 134 876 152 933 160 601 194 224
30 15a W7 bk} 45 657 51 626 4 035 5h 405 78 907 87 725 118 791 147 282
5& 636 47 634 9 608 2 319 9 20 8 9 29 483 37 938 18 677 17 717
25 58h 0 6% 38 220 B2 oo %6 998 26 foh 2 e 22 8656 18 158 -, 11 273
2 81k 3 550 2 861 2 028 213 2 308 3 688 4 404 4 985 17 989
312 410 &2 116 452 370 KA 952 392 154 461 981 705 848 771 855 670 77 70 a4

Source: 1967=-1973: Feril Minerc 1974 - Netional Mining Society, Daniel Rodriguyez Hoyle, Editor.
1976-19751 Estimates on the basis of figures supplied by the Minigtry of Energy and Mines and the Naticnsl Mining Society.

s/ Interannual Comparisop. is complieated by the fact that it is a question of current vaives.
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Tahle 22

INDICATORS OF THE RESULIS OF CHANGES IN THE LEGAL AND POLITICAL
FRAMEWORK OF MINING NEGOTIATIONS -

1967 1968 1969 1970 1971 1972 1973 1974 1975 1976

_Potal retained value of mining and metallurgical

output. {percentage of gross value of output) 66 68 7 72 7% 8 8L B0 6 7?4
Percentage of ineome from labour of gross

domestic product 7 25 25 3 b2 b5 37 3 62 53
Percentage of income from capital of gross .

domestic product 58 51 4 W 3B 35 3% 3% 30 27
Percentage of State inenme of pross domestic

product. 19 24 7 29 20 20 z 22 8 19
Percentage of ingome tax of global profits 22 33 W 55 53 4 45 W 15 2%

Percentage of distributable profits of
global profits 62 %8 %5 33 2 21 24 26 9 47

Transfer abroad of income from capital as a _ ,
parcentage of cumulative gross domestic investment 10 10 10 8 5 ) 4 h %, 2

Index of met-currency balance of the mining
and metallurgieal sector (1967 = 100} 100 115 123 139 100 126 181 A9 15t 194

Index of gross domestie investment .
{1967 = 100) : 100 98 106 109 123 128 151 176 192 227

Sourcet Csleoulated on the basis of the data provifed in table 21 and figures supplied by the Ministry of
Energy and Mines.

/In fact,
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In fact, natioani entrepreneurs requested that the goods that they produced
locally should be included in this vegister, and imports were thus automatically
prohibited.

(b} The greater share of wages and salaries in the Gross Production Value.
(an increase from 31% to 38%) and the distribution of equity and gains resulting
from participation by workers in ownership and management of mining enterprises.

(c) Tax incentives to reinvestment of profits, Whichroffset the "depletion-
factor" facilities provided«for in the Mining Code of the 1950s.

(d) Control of marketing of minerals by the State and the fact that
freight was set aside. for the national merchant navv,

{e) Nationalization of transnational enterprises in.large-scale mining."

(£} The greater added value of mineral exports resulting from the extension
of the country's refining capacity.

Nevertheless, the share of retained value in the'Gross Production Value
of the mining and metallurgical sectors stagnated somewhat towards the end of
the first half of the 1270s and even fell considerably in the last two years
of the period in question, This was due to.the increase in imports of capital
goods for a number of large-scale investment nrojects (Cuajone, Cerro Verde and
the Ilo Refinery) and a greater volume of remlttances of amortization and
1nterest payments on loans recelved for that purpose, as well. as tae repatrlatlon
of capital and profits regalged_ln-egpropriateq enterprises. It is also
.. possible that the retained value dropped as a.résult Qf higher refinﬁ'.ngE
- - charges abroad, in the particular casé of Cuajoné blister,

4.

o 2. Distribution of mining and metallurgical CDP

Thls indicator enables us to assess the PPOPOPthH of the product
received by capital, labour and the State. - ‘

During the perlod '1967-1976 (see table 22) there was an extremly
significant increase in labour income (wages and salaries and income from the
establishment of the Mlnlng Asscciation), from 27% to 53%, and a substantial
decrease in 1ncome from capltal (profits, 1nteresu, royaltles, depre01at10n,
etc,) from 54% to 27%, as well as a level of State partici patlon that was
relatively similar to that existing prior to the mlning'léglslatlon of the
1970s, namely, 19%. "These results could be exéiéinéd in the 1ight of the

following factors : -
g » among others: (a) Creater



- 56 -

(a) Greater wage pressures as a result of the mining workers' increased
organization and mobilization capacity and ectablishment of the Mining .
Association. Throughout the period 1967-1976 it may be noted that earned income
increased from 27% to 53% of GDP. There was a steady increase until 1975, the
year in which the Peruvian economy entered @ crisis. From 1976 onwards there
. was a considerable drop in participation by mining workers, which may be
attributed to theé hardening of the Govermment's labour policy and to the
implementation of successive devaluations, which must have reduced the volume
of resources received by the labour'force_even further,

(b) Tax incentives for reinvestment of earnings, instability of
international prices, and an inadequate policy for channelling services to the
State. In connexion with the latter, for example, although.it is true that
taxation increased, the 3State not only granted taxexemptionsbut based the
share. ofthe Mining‘Association on gross:.profits, which had an impact-on taxable
income,

3. Distribution of the profits of the mining and
‘metallurgical sector

This indicator shows the share of capital (reinvestment reserves and
distributable brofits); of the Sfafé (income tax and contribution to the
Instltute of Mining Technology) and of labour (share: leaﬂdpPOfltS) in the
overall proflts of the mining and metallurglcal sector,

It may "be seen from table 23 that the mining enterprises reacted favourably
to tax incentives to encourage veinvestment of‘earhings, retaining approximately
20% of total profits for that purpose. . Atithe same time, it may be noted that
the volume of resources obtained from income tax largely varied in accordance
with changes in international prices, and the level of taxation was thus
linked to. the outcome of the flnanclal year. ﬂence, for example, the droD
noted from 1974 onwards. There were similar variaticns in labour partlclpatlon

.

through the machlnery of the Mlnlng ‘Association, } ,

In any event, the 1eglslatlon of tﬁe 1970s 1ncreased State part1c1patlon
in total proflts of the mlnlng enterprlses and promoted a g“eater level of -
saving through tax 1ncent1ves, of which the anterprlses in large-scale mlnlng

availed themselves in particular, All tﬁls undoubtedly reduced the margin of

/Tabls 23 .

1

distyibutable profits.
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Table 23

DISTRIBUITON OF THE PROFITS OF THE MINIKG AND METALLURGICAL SECTOR

(Percenteges)

1967 1966 1969 1990 1971, 1972 1973 197k 1976 19%

' Global profits 100,00 100,00 100,00 100.00 100.00 100.00 100,00 100.00 100.00 100.00
Reinvestment reserves 15.53 24,5 2,91 11.97 21;__12 2391, 19435 21.99- 1;.58 19.35
Mining ssecciation TR, - - Cze8 | 8.60 10,08 10.78  6.02  7.00
Technologieal Institute - - - - 0.02  1.10 1.2 0.82 0.58 0-?:-}
Tncome tax 22..537. 3‘?;'”-'68' 12,69 "sh.92 ‘53'..52'- ;5-65 45,56 h0.2h 15,06 25.68
Batribatatte prorits 214 8.2 jss.'uo .01 22,55 20.65 5.8l 26,07 5876 46.6)

Sources Caleulsted on the basis of table ?.

/4. Transferx
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4, Transfer abroad of income from capital

This indicator is important in that the purpose of the legislation of
the 1970s was to promote a greater degree of capitalization of surpluses in
the Peruvian economy. Hence fhe incentives to reinvestment of profits and
the readjustments in income-tax rates. loreover, at certain points temporary
rates were set with a view to securing part of the earnings resulting from
exceptional market situations.

It may be ssen clearly from table 92 that the ratio between the transfer
of income from capital (interests, préfits, depreéiation, etc.) énd cumulative
gross domestic investment dropped considerably in the period 1967-1976. The
reduction in question is attributable tb the nationalization of subsidiaries
of transnational corporations, implementation of a number of major investment
prqjects, figscal incentives to reinvestment, and the progressive nature of

income tax.

5. Net foreigm-currency balance

This indicator expresses the result of the foreign transactions in goods
and services conducted by the mining and metallurgical sector and refliects
the volume of foreign currency contributed to the Peruvian eccnomy. There
was an increase of S4% in this contribution in the period 1967-1976, although
a significant deterioration was noted in the years in which there was a downward
trend in international prices (see table 22). However, the period for which
data is available is mot very representative in that there was no major change
in the volume of exportable supply, whereas there was a considerable change in
the volume of imports as a result of the starting of a number of investment
projects, Consequently, the net foreignncurrency'balance basically depended

on the "price factor', which falls outside the sphere of national decisions.

6. Variations in domestic gross invesiment

This -indicator reflects the reaction of the princinal economic agents
to the changes that. took place in the legal and political framework of mining
negotiations. Although it is true that the value of cumulative gross domestic
investment more than doubled in the period 1967-1876, it is possible to
distinguish two extremely clear periods (see table 22}, one from 1967 to 1970,
/in which
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in which the value of investment remained virtually unchanged, and another
from 1971 to 1975, During the former period there was a climate of uncertainty
resulting from the cuestioning of the Toquepala Agreement: by Parliament,
the changes made in ‘the promotional régime of the Mining Code and; iastly,
the radical change of government in 1968, The only large-scale private
investment project started from the 19708 onwards was the Cuajone Project, but
that project was implemented under the former 1950 Mining Code. That investment
represented nearly 97% of the new private investment made in the sector in the
period 1971-1976 and approximately 70% of new mining investment.
The new mining legislation was not attractive to foreign investors, '~
The aspects questicned the most were the "Mining Association” and the State
monopoly of marketing. Despite its ineffectiveness, in practice the latter
would be an important instrumant for neutralizing +he transnational corporations'
transfer-pricing policies, a factdr that had am -impdct on new investment, =™
Broadly speaking, the results of the new mining legislation may be
regarded as positive in terms of the indicators selécted, which in turn appears
to reflect an improvemént in the way in which +the public apparatus is
organized, with a capacity to generate, negotiate and manage large-scale
investment projects, and to gein more independent access to the world market.

This is an important asset that cannot be disregarded.

Iv. WEGOTIATIONS WITH SOUTHERN PERU COPPLR CORPORATION ON THE
TCQUEPALA AND CUAJONE AGRELMENTS

. Squthern exploits the Cuajone and foquepala copper deposits located in
the Department of Moquegua near the Chilean border. The enterprise in question
was established in 1952 with capital stock of US$ 33 million. Of that capital
stock only USS 19 million was actually contributed, since under the_legislation
of the 18508 it was possible to assess aé a capital contributiqn_deposits
registered and granted as concessions. The principal shareholder of Southern
_is the American Smelting and Refining Company (ASARCO}, which holds 51.5% of
the capital stock. Cerro Corporation controls 22,25%, while Phelps Dodge and
Newmont Mining control 16% and 10.25% respectively.

/&. THE
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- A, THE TOQUEPALA AGREEMENT

Southern's first large investment was in the Toguepala deposit. This
deposit is located only 24 km to the south-east of‘Cuajone and 16 km from
Quellaveco, making a geological triangle, which makes exploitation of each of
the projects in question somewhat interdependent., The Toquepala mining agreement
is therefore an important precedent as regards negotiation of the Cuajone
Agreement. ‘ _ , _ ‘

- Exploration of this mining area began a little before the 1%u40s, (erro
Corporation and, subsequently, Northern were the first enterprises interested
in mining the area. _

The  Toquepala Agreement was signed on 11 November 1854 in accordance
with the regulations governing marginal deposits set forth in the Mining
Code. Subsaquently, in April 1955, the Agreement was extended, with a
specification being, made . as: regards Southern!s plans: and prights concerning
exploitation of the Cuajone deposit. - o ,

The definition of marginal. deoosxts was not- suff1c1ently explicit in the
mining legislation of the 1950s. The general consensus was that for that
purpose account should be taken of mineral content and its commercial value.

. However, it was questionable whether, on the basis of those criteria, Toguepala
merited such treatment. What is certain is that the deposit was regarded as
marginal and that the Agreement granted Southern considerable tax benefits.
However, the technical report recommen&ed that a clause concerning a reference
price should be included,l/ so that if the average prices recorded for each
shinmeﬁt were equal to, or higher than, the limit, Toquepala would lose its
status as a marginal deposit. o '

It was important to have a standard of assessment, since status as a'
marginal deposit enabled investors to pay only between 10% and 20% of tax on’
profits payable under the Mining Code's tax régime. |

-

1/ It was proposed ‘that the reference price should be the average copper
quotation over the past 54 years.

/Toquepala was
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Toquepala was given marginal status without account being taken of the
treatment given to a number of similar mines in other countries. For example,
at that time virtually all the opencast mines exploited in'the United States
produced a lower mineral content than that of Toquepala, and did not receive
preferential treatment. . nr

In the view of a number of analysts, "the fraudulent aspect of the
Agreement lay in the fact that a deposit such as Toquepala, which had an.
average mineral content of 1% and was exploited in accordance with the opencast
system, could not be regarded as marginal in any country .. particularly in
view of the fact that in the first year of operation. the averégé copper content
attained 1.7% and in the six following years the average copper content still
reached 1.3%".1/ The Toguepala Agreement was heavily criticized as soon as it
took effect in 1954 howeveff it was only in August 1965, when an Investigative
Commission was established in Parliament, that the Agreement was officially
called into gquestion. The Parliamentary Commission brought out its report in
February 1966, drawing attention to a series of irregularities, including
the following: - . oo

(a) The refusal.to. prov1de accounting data to the Investigative Commission;

(b) The keeping of double, and even triple accounts. In that connexion,
the report drew attention to the fact that there were considerablie discrepancies
between the balance submitted to the Tax Inspectorate of Peru and that
submitted to the Securities and Exchange Commission of the United States.

For example, in Peru the tctal expenditure made by Southern showed an
overvaluation of US% €6 million in compariscn with the accounting reports
.submitted in the United States (US$ 135 million and US$ 69 milliom, respectlvely,
in the period l%O—l%a)

(c) The assessment of reserves on.the basis of the "depletion factor!
represented an undervaluation in the United States. The actual reserve declared

in Peru was US$ 46 million;. whéreas only US$ 1.5 million was declared in the
United States.2/

l/ Carlos Malpica, Los Duenos del Perd, EQltOI’lul Pelaa, 18740,

2/ See Malpica, ibid. It is important to point cut that deductions owing

to the « depletion factor rej represented 10% of sales, while tax paid represented only
prox1mately 7%. This comparison gives an idea of the level of the deductions

in guestion in terms of resources not collected by the State. Sales amounted to
US$ u4u8 million between 1960 and 1965,

/Despite these
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Despite these irregularities, the Parliamentary Conmiséion did not
recommend that any form- »f action should be taken against Southern and
restricted itself to permitting the Executive to have Toquepala considered
within the context -of the Mining Code's general tax r€gime in the future,
authorizing it to sign a new agreement. This new agreement was signed on
11 June 1968, it being stated that Quellaveco and Cuajone would be the
subject of a new contractual relationship.

In addition to treatment as a marginal deposit, what was zlso being
called into question in the renegotiation of the Toguepala Agreement was the
desirability of maintaining the preferential treatment provided for under
article 56 of the Mining Code. At the same time, the initiation of operation
of new deposits by foreign investbrs, particularly of Cuajone and Quellaveco,
depended on the way in which the Government solved the Togquepala problem. It
is clear that the Government was concerned that reviewing an agreement signed
in accordance with éurrent legislation would have a negative impact on its
international credibility. The stability provided during the period of-
recovery of investment was being called into question, and that: would project
a negative image to investors. This was why the arendments: tb the Mining
Code's promotional régime were made in consultaticn with potential invesfors,

particularly with,Cerro de Pasco and Southern:

B.- THE CUAJONE AGREEMENT

The Cuajone deposit was initially explored by Cerro de Pasco. Corporation
(referred to as Cerro, from .now on) between 1952 and 1945, Southern, which was
established in 1952 with the particiﬁation of Cerro, took over .the rights to
_ that concession and- stepped up esploratory activities, Exploration of the
. deposit was completed in the middle of the 1S60s, Boyles Brothers-Diamantina
being given the responsibility for drilling.  In 1966, ¢nce the drilling
programmerhad been completed, study of the develoﬁment of the nine was taken
up, & task in which there was direct co-operation with the mlnlng departments
of Southern, ASARCO Phelps Dodge and Newmont Mining. ..
' /Formal negotiations
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Formal negotiations on the exploitation of Cuajone began in June 1968,
following the amendment of the Mining Code's. promotional rEgime and four
months prior te the installation of the Government of the Armed Forces. Tne

negotiations lasted 18 months, as the Cuajone Agreement was signed in
December 1969,

i.  FPramework of th& negotiations

The general Framework of the Cuajone negot1at1ons 15 haghly conplex.
When these negotlatlons were taken up in June 1968 Peru was going through
& series of polltlcal and econemic crises, The Government had negotiated
a number of stand-by arrangements with the Interpational Monetary Fund (INF)
in order to alleviate the countrv's balance-of—payments'problens, and the
rescheduling of the external debt was in the process of belng acreed upon.
Parliament had given the Executlve spec1al poners to 1mplement an emevrgency
economic programme, in the contewt of which the nenotlatlons with Southern
had priority.

The comlng to power of the new Government in October 1968 changed the
' franework within which the newotlatlono were being conducted and brought them
to a temporary halt., - The expropriation of the International Petroleum Company
marked the beginning of a period of conflict with the United States, which
delayed resumption of talks with Southern. The Govepnmenf,attempted to avoid
being isolated_internationa;ly as a regult‘of‘the preasure‘exqrted by the
United States, It wishe& to show internationalAbankens that a number of
foreign investors had confidence in Peru's future political and economic
course. This concern strengthened Soutbern Peru's bargaining power. -

Furthermore, the new admlnlstratlon had informed INF of 1ts 1ntent10n
to continue the economic stabilization programme agreed to by the pnecedlng_
Government,,:Thnag_in 1969 the CGovermment fully honoured:its commitments
to IMF and fully complied with the terms of fhe agreement on multilateral
refinancing of the public debt that was ultimately reached in November 1969.

/There is
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There is no doubt that the intention of the Government of Peru to reach
an agreement with Southern facilitated thése financial negotiations. According
to a number of the principal persons involved, who were interviewed by the
author of this paper, the .signing of the Cuajonme Agreement was presented as a
condition for securing the confidence and support of the internmational banks.

_ Consequently, in the Cuajone negotiations there were not only factors relating
to contractual conditions: but also both expliqif.and implicit forms of
political pressure that affected the negotiators' initial goals. This would
appear to provide a partial explanation for the discrepancies that may be
noted between the clauses of the Agreement and the provzslons of Lhe mining
legisiation of the 1970s.

These dlscrepanc1es arise from the Fact that the Cuajone‘Agreément was
51gned in accordance with the amendments made to the Ilnlng Code in 1968
concerning the promotional régime for foreign 1nvestment, which met w1th the
‘ approval of the princinal creditors and 1nternatlona1‘ccmpan1es. Tn;svmay,.
.be seen clearly from the reference made in the Agrggment to the lQGderovisions,

to the effect that‘ﬁhose provisions would facilitate financing of the project.

2. Guarantees that the Agreement provides to investors

' Thegﬁafantééé‘given to Southern in the Cuajone Agreement concern free
dispositibh'offforeigh‘cubrency, freedom concerning marketing, tax stability,
the applicability of preferential customs treatment, and full autonomy regarding
the project's financial management, Nevertheless, with regard to the lafter
issue, the Government only undertakes to support rlﬁaHCIHg negotlatlons,’
excludlng the possibility of any endorsement. '

‘Together with these guarantees, the State underLakes to fac1lltate
vtilization of natural resources essential +to exploitation of the minerals

in question,l/ and to expropriate any adjoining7land considered neceéssary.

1/ The Agreement gives top priority to Southern with regard to
utilization of water, since it regards explo1tat10n of the deposit as being a
national priority. This authorization applies regardless of whether or not
the water resources are used for irrigation.

/{a) Free
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(a) Free disposition of foreign currency and project financing

(i) Foreign currency. This guarantee applied during the period of

recovery of investment,.it being established that the enterprise will always
receive the most favourable exchange‘treatment.' The machinery provided for
this purpose is the following:,;ales income should be used to open two accounts
in a United States bank, one devoted to recovepyrof investment, into which
amortization and interest payments and other payments -agreed upon in_tﬁe
relevant financing agreements may be made, and another account containing
the surpluses remaining once deductions have been made and paid intqjthe
first account, Southern is absolutely free to draw on the account for
recovery of investment in order to honour its commitments to creditors. The
resources paid into the second acéouﬁt return to Peru through the Central
Reserve Bank, which transfers them to an income account of Southern and makes
out the corresponding foreign currency certificates, which may be freely
disposed of in accordance with the current provisions of the exchange régime.1l/
The Agreement clearly stipulates that the Central Reserve Bank of Peru
must send an irrevocable authorization to a United States bank 2/  concerning
the opening of the first account, specifying that that account is for rveceiving
deposits belonging to Southern and for making payments in accordance with .. -
instructions given by that enterprise alone. The authorization also includes
permission to draw monthly sums on the. account, subject to the availability
of funds and the planned schedule of remittances. The purpose of this
irrevocable authortzation is to avoid any particular interpretation being made
of the provisions of the Hining Code, which authorize the State to monitor all
the technical, economic, financial, administrative and commercigl operations
of the enterprises parties to agreements. The project's creditors and investors
‘were thus protected against the possibility of a unilateral act on the part of
the Government of Peru. The involvement of an extensive-network of commercial

banks, co-ordinated by Chase lManhattan, would facilitate an embargo on sales.

.1/ At the time when the Agreement was signed there was an exchange-control
system, and this was the reason why Southern took precautidns to ensure that it
could honour its financial commitments. o ' S

2/ It was subsequently decided that it should be the Chase Manhattan Bank,
which has close‘links with the transnational mining corporations.

/{ii} [Financing
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(ii) Financing of the project, Southern signed financing agréements in -

an amount of USS Loy million, and the final investment in the Cuajone Project
was over Ub$ 620 million. 1/ The breakdown of the credits was as follows' (1n
millions of dollars)

1. Chase Hanhattan Bank, in association with 28 banks 2/ Come 200 -

2. Long—ferm loans for equipment and materials

~ Export-Import Bank ' I 55
- Wells Fargo Bank . , o i6.

. = J. Henry Schroeder Banking , 10
~ Suppliers Lg
Subtotal ’ 130

'_ é, Banco de Cré&dito del Perf: (écting as an agent of
- Trving Trust Co., Manufacturer Hannover Trust and

[ m————

. . Marine Midland Bank) | § : 15
‘4, IFC (World Bank) , . 10
- °5. Advances from Cuajone purchasers ) o4

Total . . otk

--Future consumers signed long-term agreements in brder to guarantee that
they had'at least 100 000 tons of copper per year; among those consumers, of
particular note were purchasers from Japan and the United Kingdom, particularly
Billiton Metallurgie, which was associated with Scuthern in the project.
Southern controls 88,5% of the Cuajone project, and Bil;iton controls the
remaining 11.5%. _

Once financirng in an amount of US$ 404 million had been secured,. the
remaining USS 216 million was met by means of capital contributed by Southern
(US$ 191 million) and Billiton (US% 25 million) themselves,

As may be noted, there are many interests at stake in the Cuajone
Agreement. From the middle of the 1960s onwards the trend was always.to involve

the greatest possible number of parties in the financing of mining projects.

~ C—- I

1/ The initial investment was orlrlnally estimated at only US$ 355
million.

2/ The Consortium 1ncludes Austrlan, Delgian, Canadian, French Itallan,
Japanese, United Kingdom and United States banks.

e : . - /Barlier the
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Earlier the transnational corporations made their own capital contributions
and secured the remainder on the capital markets. Now co~operative strategies
are based on involving'hpt'only the subsidiary and the host country, but also-
consumers, the chief commercial banks -(many of which, -such as Chase Manhattan .”
and Morgan, have holdings 4in trdnsnational mining cbfporétions), influential :
international bodies (World Bank) and official agencies of the industrialized
countries (Eximbank, Overseas Private Investmént). These interrelationships
spread the investment risk and make the possibility of ekpropriation more
complex owing to the fact that the transnational corporations and financers -
have replacement machinery ready in the event of any expropriation decision’
by the hest Government. ,

The many interésts involved in ‘the financing of Cuadjone also meant that
Southern had to ensure that it had adequate guaranteés in'the-Agreement with
the Government concefning'fréé'dispbsition of foreign curvendy, This important
aspect of the Agreement is’ considered in the following section.

(b) Freedom with regard to marketing

The Agreement lays Hown cnl§ the general principles that must be complied
with in the marketing procéss. * these principles ‘concern mormal practice in
international trade, Southéprn's’ freedom to refuse cohmercial terms less
favourable than prevailing marXet conditions and, in general, free disposition
of the produdts resiiting from mining activities. The sole restriction on
these guarantees’, which however betame extremely important subsequently, was:
that priority should be given to domestic’ requiréments.

The ‘Government's subsequent decision in 1970 to assume the moncpoly of
refiding and marketing copper im all its forms affected the agreement with
Southern as regards freedom concerning salés and the degreé of processing of
the ore. As already mentioned, Southern was only interested in producing
blister in the foundry that it was operating at the port of Ilo. This ‘.
situation changed in 1571 when the public enterprise, Minero-Perl, took up

studies on the comnstruction of the Ilo Refinevry. . Coe

/The State
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The State refinery was designed to produce 150 000 metric tons per yedar
and was . located halfway along the railway connecting the portdqf.I;o;and A )
Southern's foundry. The investment exceeded US$ 60 million, and financing was
obtained through long~term sales commitments to the Japanese group Mitsu-Furakawa.
The refinery was designed to process Toquepala and Cuajone copper.

This decision changed Southern's original plan, since it was in its
interest to sell only blister, and affected the negotiations anthe financing
of Cuajone owing to the fact that Southerm.had offered Cuajone.blister to
refineries abroad.. When Minero~PerD announced that its refinery would process
a major portion_qf‘the_guajong material a number of financers lost interest
in the project. Following arduous negotiations, only Billiton, a subsidiary
of Shell, and a number of United Kingdom and Japanese firms (Enfield. Refining,
Mitsui, etc.) were involved. 7

The consumers involved had to sign a toll contract with the Ilo Refinery
and to agree that part of the copper should go to certain financers in.{he_
form of blister. ~ .

. At the same tiﬁe, the existence of.ﬁﬁé sfééé“mérkefing monopoly obiiged
Southern to sign tripartite commercialVagregmepts‘(Southern, clients and the
State). In these agreements the State set aside for itself a controlling
function and a share equal to 1.36% of the FOB value of sales. In actual
fact this share amounted to a tax, since MINPECO di§ not ppovide any éervices
to Southern:. and, moreover, never set up a system to monitor its opera;ions.

The Cuajone cqmmercial agreements are not in line with the.general
principles. laid down in the Exploitation Agreement. In the latter if is stated
that freedom:regarding marketing shall be granted provided that products are sold
at the prevailing price on the market of destination, whereas the commeréial
agreements grant discounts to those financing the project. | .

However, the State's sole form of involvement in these trlpartlte
‘agreements renders it unable to make protests in that connexion, which however
does not mean that it may not request renegotiation of such agreements.

In short, although it is true that a guarantee is made regarding freedom

of marketing, the course taken by politics made it necessary to recomnsider

/various aspects
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various aspects of the spirit of the Agreement, which may be regarded as progress
with regard to the bargaining power of the Government of Peru, even although

this is not always reflected in the commercial terms. '

(c) | Tax stability

During the period of recovery of investment the Southern Peru Copper
Corporation was exempted from any additional tax created, or to be created,
other than those agreed upon in the Agreement. This exemption includes any
tax that could affect marketing l/

In that context, a single tax rate equal to u47. 5% of taxable income was
set.2/ In the six years following the-lnvesxment-recovery period the maximum
rates in effect at the time of the signing of the Agreement are taken as a
basis, which results in a tax of 54,5%. . ,

Nevertheiess, during those years Southern may continue to make deductions
owing to the "depletion factor', which could p0381bly be applied to .other
investments.3/

In general the Avreementauthorlzes Southern to make a series of
deductions, a number of which are normal practice in such negotiations, such
as the authorization to deduct ldsses resulting from exchange-rate
fluctuations.4/ ’

However, other exemptions and deductions aimed at making investmert more
attractive are granted. Such exemptions and deductions are, inter alia, the
authorization to deduct from income losses incurred in the five years preceding
the signing of the Agreement; tax exemption for'gains resulting from the
revaluation of assets; tax exemption in respect of financial transactions; and
the authorization to regard expenditure on preparing and developlng the mine as
investment. o ! '

'l/ The’ Agreement spe01f1es taxes' 1n respect of which no exemptlon may
be granted, such as those relating to labour legislation and ground rent.

2/ Concerns taxes on lewal entltles and tbe tax payab le by holders of
forelgr investment. - +

3/ It is considered that Southern has not given up the idea of ex9101t1ng
Quellaveco, a concession that it has had for a long time. This possibility is
strengthened by the fact that the Cuajone infrastructure projects would facilitate
its exploitation. In these circumstances, Southeérn would have the first option
if the State were to offer that deposit as a concession once again.

4/ 1In the event that there are exchange-rate losses, they may be regarded
as investment.

/The guarantee
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The guarantee of tax stability thus meets the requirements of the
transnational corporations, in addition to fiscal incentives aimed at reducing
taxable inceme.

(d) Preferential customs treatment

The Cuajone Agreement grants Southern exemptions from customs duties
and facilities for the temporary importation, sale of re-exportation of
the equipment and machinery imported during the construction stage.
' Furthermore, what might be called a “coipetitiveness condition” for the

acquisition of goods of national origin is also included. This condition
releases Southern from any purchase that is not in line with international
technical specifications.ana priceé.&/ However, preferential treatment for
acquisitions from LAFTA countries is permitted, although-this.is not Formalized in
in the Agreement.2/

" Generally speaking, the exemptions granted in this category ave also

in line with the most recent practice in mining negotiation.

3. Governmental regulation and control machinery

A mining project of the scale of Cuajone involves a series of areas
in public administration, which do not always have sufficient personnel or
adequate infrastructure for fulfilling the supervision or monitoring functions
assigned to them in the contractual instruments.. ;

The Agreement involves the customs, tax.and exchange administrations
and all bodies concermed with the supervision, regulation and monitoring of
investment programmes. . The latter are congerned, inter alia, with the
exploitation gnd conservation of natural resources; the development of
physical and energy infrastructure; transport; and study of the imgact of

investment on regional development.

. 1/ The 'cormpetitiveness condition” stipulates that the. price of the
national product shall not exceed 25% of the CIF value of the goods offered
by foreign suppliers. - -

2/ Governmental authorization is required when it is a questlon of
- goods produced in the countny. :

»5;lIn the -
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In the case of Cuajone, it could be noted that there was not always
adequate co-ordination amoug bodies concerned w1th investment. Perhaps a
marked sectoralism, which affected the estab llshment of an overall strategy
for supervision of the project, outweighed o neﬁ cons1derat10ns. However,
there is no study.evaluating the degree of effectlveness shown by the nubllc
administration in the supervision and monltorlng‘oﬁ_resp0n31b111;;§§ asslgngd
to it under the Agreement. ;

A number of the forms of governmental regulatloﬁ and control machinery
that are customary in mining concession agreements -ave. descrlbed below., The
Cuajone Agreement stipulates a'set of refulatlons ‘and control n0rns and machinery
aimed at evaluating pro}ect 1nplementatlon and, where necessary, preorienting it.
These norms and machlnery are covered 1n the varlous clauses oF the Agreement,
and it is therefore de81rable'to clagsify them in terms of their purpose or
goals, . _ - ' ‘ o
(a) Investment -

Within this category there are provisions relating to monitoring of
investment programmes and inspection of projects. These regulations are of
a technical character and are the responqibiligy of departments that go beyond
the administrative sphere of the mining sector (regulations on water use;
construction of railways, roads and tunnels; energy infrastructure, -ete.).

This category also includes implemeﬁtation nérms relating to investment
expenditure. For example, the minimum amount of 1nvestment for the first
18 months was set at US$ 25 mllllon, and a PePlOC of six and a half years was
set for concluding engineering projects, on penalty of the L&pSlng[Of&the_
concegsion., It is also stipulated that Southern has 18 months to secure
financing and that at least 60% of the sums foreseen in the investmént schedule
must be invested. |

(b) Economic and financial transactions

These forms of machinery-concern the monitoring of transacticons carried
out in implementation of the project. Their nature depends on the type of
transactions concerned. There are types of machinery for foreign-trade
transactions (registration at the Central Bank of documents autherizing imports;
administrative certificates relating to the importation of goods; permits to
import goods duty freej special accounting registration of imported goods, etc.).

JOother forms
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Other forms of machinery are of a finanéial nature, among which attention
may be drawn to the foliowing: restrictions on interest rates;l/ registration
of credit tfansactions; the surrender of credits in foreign currency to the
Ceritral Bank for the purpose of exchange control, etc.

‘ ‘Léétly, there is accounting machinery, among which it is important to-

refer to accounting végistration norms 2/ and accounting definitions.3/ -~

, 1/ The interest rate may be no higher than the preferential rate
prevailing on the market where the credit is obtained, plus a surcharge of -
3% for administrative costs and external comm1581ons, not 1nclud1ng the
commissions of the guarantor in the country.’

2/ Tstablishment of & special ledger to register investment. In the
ledger in questiondeductions owing to the depletion factor, depreciation
and interest on financing must be recorded, This register is extremely
important for governmental supervisicn, since the State must establish,
by means of a resolution, the final amount of investment.

3/ For cxample, the definition of the concept of the "Investment
Recovery Fund" is given, which according to the Agreement is as follows:

IRF. = Da + Df + Am + It + R

Therefore: = o S

IRF = Investment Recovery Fund

Np = Net profits after tax (Te - Tp) ,

Te ' = Taxable e¢arnings = e

Tp. .=.Taxz on profits: o U T . ce
Da = Depreciation of fixed assets '

Of = Depletion factor (15% of the value of the products)

Am = Amortization of cost of preparing the mine

It = Interest on loans regarded as part of investment

R = Ordinary or extraordinary reserves of the enterprise

Taxable earnings are, in turn, defined by means of the following equation:
Te = Ic - Oc - Da- DF - Am - It

In which I¢ is income and Oc is operation costs, and the vemaining varlables
are as defined above, S

-/(c) Inspection
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+

(¢) Inspection of income -

The Cuajone Agreement establishes a "price condition", which must be
met in marketing products. It is stipulated that prices may be no lowsr .
than those prevailing on the products! market of destination. It is, however,
difficult to monitor compliance with that condition. The Staté weuld be
required to make comparisons in the case of each shipment. Hondover, in
the case of long-term sales contracts it is poasible, as in thédease of
Cuajone, for blister processing charges, for example, to’be much higher or
much lower that those prevailing on -the market. For thi and other reasons
inspection of income is extremely complicated, which however“does not justify
‘ the fact that MINPECO did not make an attemp‘t to ver'lfy the prices declared
by Southern. - . . ' S — 7F

In that respect, which is perhaps the most important -aspéct, the
Peruvian experience cannot be régardeé as very encouraging. For example,
Southern was submitting tax returns with provisidnal bills,l/ owing to the
time lag relating to "price~fixing", stipulatéd in commercial agreements.

This repeated practice viclates tax administration norms, as well as export

control provisions. : ST o

1/ This practice was proved in reports of the Planning Office of
“'lINPECO for 1976 and 1877. :

/V. CHANGES
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V. CHANGES IN MARKETING POLICY: BARGAINING POWER AND PROFITS
A. MARKETING METHODS PRIOR TO THE 1970s

In Peru, as in other countries, international marketing methods were closely
linked to the nature of the mining enterprises. Transnational enterprises in large-
scale mining operated through their own subsidiaries, while the products of mediim=-
scale mining were marketed through international. traders, and those of small-scale
mining were basically marketed through the Banco Minero, The principal commercial
decisions of the tramsnational corporations and the international intermediaries
cover all the main aspects of marketing, namely: (&) margins of difference between
the purchase prices paid by the domestic producer and actual prices on the world
markets of destination; (b) discounts agreed upon for processing costa and the
desirability of hiring refining capacity abroad (toll); (c) the timing of shipments
and the decision to exchange geographic supply locations in order to maximize the
commercial yields of similar products (swaps); and (d) the destination of exports
and the type of intermational quotations used as a reference, -

Until the early 1970s the declared value of exports was generally based on
what could be called a price for domestic producers, This price was set by
commercial intermediaries and by the transnational corporations' home offioés, and
was not ﬁeoessarily in line with market prices. The level of the price resulted
from negotiation between the intermediary and producer, or from an apparent
commercial transaction between the home office and the subsidiary'. The State was
virtually unable to verify whether or not exports were undervalued. Commercial
agreements were registered as a matter of form because it was not possible to assess
whether the processing charges agreed upon were appropriate; whether the due price
was paid for the metal content of the mineral; or whether the pricg was actually in
line with world market trends. Swaps were not declared by the commercial
intermediaries and were generally transactions between agencies of cne and the same
firm,

Lastly, the destination of exports also depended on decisions taken by private
companies because there were neither national export goals nor policies, in spite
of the fact that fluctuations in the mining sector affected the general functioning

of the economy. y
1. Marketing



1. Marketing in large-scale mining

The subsidiaries of tramsnatiocnal corporations, which in 1965 controlled 92%
of copper exports, operated through commercial subsidiaries of the same
transnational group or directly with their chief shareholders (see table 24), This
situation permitted "transfer prices", which did not always take account of the
profitability of the production umit,

Southern's commercial agreements, which were in effect up until the early
1970s, provided for a distribution of sales in proportion to the capital stock held
by its shareholders. Thus, 51.5% was acquired by Southern Sales (a subsidiary of
ASARCO); 22.25% by Cerro Brass (a subsidiary of the Cerro Corporation); 16% by
Phelps Dodge; and 10,25% by Newmont Mining, which had transferred its commercial
holdings to American Metal Climax (AMAX)., AMAX, Phelps Dodge and Cerro Brass were
direct consumers of Southern blister. Southemn Saies, en the other hand, had toll
agreements with refineries belonging to companies in Belgium and the Federal
Republic of Germany (Hoboken and Worddeutsch -Affinerie). The blister processed in
the refineries in question was delivered to ASARCO, which sold it to Western
Eurcopean consumers,

In the case of Cerro de Pasco the refined copper was acquired by enterprises
affiliated to Cerro Corporaticn and by consumers in the LAFTA countries, the United
Kingdom and Japan. The blister was transferred to the subsidiary Cerro Brass

(Cerro Copper and Brass), which was the major user.

2. Marketing in medium and small-scale mining

Enterprises in medium and small-scale mining, which in 1965 contributed
approximately 7% to total sales (see table 2u4), generally operated through
international intermediaries., The intermediaries in question basically had two ways
of operating: (a) direct purchases through the setting of a price for maticnal
producers; and (b) consignment operations, in which they acted as sales agents for
national producers. The chief commercial firms in Peru were Mauricio Hochschild
Ltd.; Grace; Minerco, a subsidiary of Phibro; Tennant; Unidn Metalflirgica; and
Nachman S.A.

/Table 2L .
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Table 24~

COPFER SALES BY EXPORT FIRMS

{Thousands of tons of fine copper)

Producers/exporters

Southern Peru

_Cerru de Pasco
Northern Mining
Minera Condestable
Minas de cobre Chapi
Minera Sentander
Lampa Mining

Qther ;

Subtotal
Intermediaries

Mauricio Hochschild
Grace and Co,
Minerco

Tennant.

Nachmann 5'."' .

Subtotal

Government sgencies

Banco Minera

Total

1965 : - 1968 1970
Percent . Percent Percent
Volume - Volume - Volume -
age nge age
n7.2 €56 12,1 |6l 129.8 62.1
8.0 21,3 ‘M2 - 22,3, 43,9 i 82
. 6.2 . L. 305"- -_"96 i . 253 ~'6l9 . . 393
1.8 1.0 2.1 . B 2.5 1.2
Yy C i-'-"'i U’bs.‘ . '003 207' : . 1.3
oas ‘. R Tieee 0.3 .. Pcz . On; . 041
Ih? lno LX L} ooa ond !..-
' ash o.cn ‘ Gdl . 060 * 2‘5 1.2
1649 924 16%.0 92,0 - 18847 © 90,3
69 3.9 Ba Wil 158 6.2
Salt ‘ 3.0 5.5 2.8 .75,5 1.7
0.6 0.3 0.9 0.4 1.5 0.7
012 o 'Dcl bbo van 0.«2 N 091
ano aaw © eow . BT Y ) ) 0-2 . ., . 0-1 R
131 - 253 ‘12 . L 2By 28 . Bef
" 0.6 0.3 0.8 (1 R) 1.8 1.0
i 17867 100:0 199.8 . 100,0 208:9 100.0

Sourcet General nspects of marketing Peryvian copﬁer, Ministry of Industry and Trade, 1973.

(Al

/These intermediaries
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These intermediaries and international traders endeavoured to obtain cormercial

advantages by securing the opportunity to purchase the output of medium and small-
scale miners through financing facilities, In this way they dbtained cdntml of a
number of mines and kept this type of producer "tied". At the same time, they
formed export lots of concentrates of a widely varying quality, thus obtaining an
additional advantage from the mixtures, In their transactions the timing of
shipments did not change the price received for the exports. Even although the
material remained in the warehouses, for statistical purposes it was already
registered as an export at the original value of the transaction., The timing of
the shipment depended on the profit that the intermediary expected to make on his
international stock. A number of medium-scale producers exported directly, but
they had little impact on exports as a whole.

Basically, small-scale mining operated with the Banco Minero.  That body
purchased ores to supply a number of small concentrating plants, which it managed
directly; or it acquired ooﬁcentrates, generally of a low copper content, which it
exported to the world market. In general it acquired material of low commercial
value, with a view to premoting small-scale mining, which was mixed with other

material in order to achieve a higher copper content.

3. Transfer prices

Strictly speaking, the policy of "tranéfer prices" concerns trade betwgen the
subsidiaries and the home offices of one and the same tramnsnational corporaticm,
in a nurber of cases through its sales agencies. The inteﬁnediari_es' transactions
also included a way of transferring surpluses, but it was of a di,fferenlt nature,
The intermediaries made their purchases a-t: low prices and sold the product at a
higher price, exploiting market fluctuations. The logic of'. these transactions was
difficult to follow in practice, since.the material was subject té a wide
intermediary range. . :

All this was possible owing to the low level of processing of the products,
It may therefore be asserted that the possidility of tramsfer pricing was closely
linked to the characteristies of the cbncentrates and blister market. In general,
these are less competitive markets than the market for refined coppér, whiéh
facilitated price manipulation., The blister and concentrates market could be

/feferred to
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‘referred to a5 a discriminatory "oligopsony™.l/ The small number of purchasers
great: bargaining power resulting from the greater volume of information at their
disposal regarding market trends and expectations, .

In the marketing of concentrates and blister what is negotiated is processing
charges, the way in which metal contents are to be paid for and the type of
deductions to be made owing to impurities. The policy of transfer pricing consists
in artificially inflating processing costs, in undervaluing the contents to be paid
for, or in paying for only a portion of such contents, and in overestimating
impurities. ‘All these charges were negotiated discretely by the mining enterprises,
and the State was entirely unable to control such transactions. The quotation
period is also negotiable. In that connexion, there were normal commercial
practices such as “"price-fixing", whereby theé purchasers set the exact date for
quoting the price of the products, which has a decisive impact on the economic |
yield of sales, ' ' ' _ o

~ "Another approach promoted by the transnational corporations’ transfer pricing
policies is the granting of discounts, generally in connexion with gpparently more
competitive markets or in connexion with financing agreements. In-addition to all
these ﬁractices there is the practice of non-declaration of swap transactions and
premiums cbtained on certain markets. ‘

It is not easy to determine exactly the economic scale of transfer of
'surpluses that doub'tlessly existed, However, it may be assumed that one way of
making an approximate assessment of the scale is to compare Peruts export prices
with international pmoes. OUbviously, such a comparison is relative, It may be -
argued that export pmces do not necessarily follow market trends owing to the
fact tha;t shlpments which are agreed wpon contractually, may largely coincide -
w1th'pemods when quotations arve low. However, it may be assumed that since there
are links between the subsidiariéé and the home office of transnational
corporations, and since the home offices are interested in reducing their supply
costs, manlpulatl'on of the timing of shipments is a central component of marketing
stra_tegies. Pur*thefmbre, what was poﬁi.ﬁfed’ out above with regard to clauses

concerning price-fixing, swaps, premiums’, etc., should not be forgotten.,

1/ For example, it is estimated that only 12 transnational -enterprises
controlled over 51% of copper-refining capacity. See: UNIDO, Mineral Processing
in Developing Countries, December 1979,

/This exercise
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This exercise is carried out in table 25, merely as an illustration, with a
view to ﬁeasuring‘éuch differences in the period 1968-1972, If in that period
sales priceé of Peruvian copper had been equal to the average annual cash sellers'
quotation on the London Metal Exchange (LME), Peru would have received US$ 40 million
more each year, resulting in a potential loss of over US$ 202 million over the
five-year period. This potential loss is equal to almost one quarter of the value
“of investment in Cuajone; practically the valve of public investment in Cerro Verde;
and 60% of the investment in the Ilo Refinery.,

Table 25

ESTIMATES OF THE IMPACT OF TRANSFER-PRICING POLICIESlON COPFER

Dollar price/metric Doliar differ-

‘_ Potential loss
Years ton fine- ence/metric

Exports (metric “(thousands of

LME Exportation ton fine ton ?inE) : dollars)
1966 1229.8 1012,0. .  -217.8 . 206 531  uoem2
1969 1 471.8 1 317.8 -154,0 200 523 . 30 880
1970 1 403.6 1 155.0 -248.6 215 572 53 591
1971 1082,% 895,44  ~187.0 193 518 . 36 187
1972 1067.0  897.6 . -169.4 . ° 218 467 - - - 37 008

Source: Prepared‘op the basis of official figures.

It is clear that this entire difference cannot be attributed to transfer-
pricing policy. However, the iilustrative valﬁé qf this comparison consists in
noting to what extent the level of processiné of fhe.bre'has an impétt'on real
income received by Peru.éf‘ ’ o

- A

1/ In the years in ouestion the output of refined copper was approximately

16%, on average, of total copper ocutput., Blister and concentrates represented
an average of 69% and 15%, respectively.
' /In fact,
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In fact, if the averape price of Peruvian exports of refined copper is compared
with the average price on the world market, the differences are considerably lower
(see table 26), Tt may therefore be asserted that the lower the level of processing

of produéts, “the greater the possibility of transferring surpluses abroad.
Table 26

ESTIMATES OF THE IMPACT OF TRANSFER-PRICING POLICIES ON REFINED COPFER

Dollar price/metric Dollar differ— Potential loss

Exports (metric

Years ) ton fine . ence/me't.:ric Yon  fine) {(thousands of
LME Exportation ton fine . dollars)
1968 1229.8 1 198.2 -31.6 33 087 -1 045
1969 1471.8 . 1 340,1 . -131,7. .. .. 32087 -4 223
1970 1 403.,6 1 405.6 2.0 32643 . - +652
1971 - 1 082,84 1 077.4 -5.0 28 549 - , -142
1972° © 10670 1076.5 43,5 - - 27 384 - . +260

Source: Prepared on the basis of official figures.

In short, transfer-pricing policies operated through-ﬁndervaluatioq of metal
content, particularly in the case of silver; manipulation of .the shipmenf programme ,
making exports coincide with periods when quofatiohs were low; inplerentation of
price-fizing clauses and agreeing'upon discountsg and non-declaration of swaps and
premiums. All this was possible because the State was unable to identify the real
marketing margin'wifh'Wﬁ{éﬁ the transhational édrporations and the commercial
intermediaries were cperating. Subsequently, entrepreneurial intervention by the
State in_marketing would make it possible to establish what this margin was and

determine that it was desirable to raise the level of produét processing.

/B. STATE
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B. STATE INTERVENTION I MARKETING OF MINERALS
FROM 1972 ONWARDS

As already pointed out, the Govermment of Peru established fhe monopoly of
marketing minerals in April 1970, setting up the Empresa Minera del Pert
(Minero~Perl) in October of the same year to implement publlc investment projects
and to market miperals., t :

This enterprise took up_copper“markefing on 14 Octobef.197l, ané in November
of that vear it was decided that the ehterpr&se would inform fhé'ﬁihistry of Energy
and Mines of the date upon which it would begin to be a party to marketing
agreements {Supreme Decree No. 020). In the meantlme that Mlnlstny approved private
sales -agreements and was in a p051tlon to reject such acreemean if it felt that
they were not desirable for Peru. . :

Minero=-Peril effectlvely began to functlon in tne first quarter of 1971, At
that point it had succeeded in establlshlng a Marketlng Department, which considered
commercial agreements and tried.to'establish a number of direct government-to-
government bilateral trgnsaétions. In 1971 Minero-?érﬁ sold only 3% of the
couhtny‘s total mineral exports, in a value of Us$ 13 million. Nevertheless, it
succeeded in gaining access to the market of the People s Republlc of Chlna and- in
concluding a long~term commerc1al agreement., i

Lack of a real commercial infrastructure prompted Mlnero-Peru to conclude
agency. agreements with a number of international traders. The most important
such agreement was that signed with Cerro Sales, which was in effect until
December 1973, - | | | ‘

In 1972 transactions in an amount of US$ 232 million were carried out, which
represented 55% of total national mineral exports. The transactions in question
were carried out through authorized agents, and Minero-Perl was responsible for
direct sales transactions in an amount of only'US$_ud millien, or 9% of total
mineral exports. ‘ | '

At the end of 1973 exports controlled'by Minero-Pers zmounted to US$ u39
million, which fepresenteq 88% of mineral exports. Of that total, MineroQPerﬁ
exported products at an approximate value of US$ 149 million, representing 26% of

total mineral exports, without intervention by its commercial agents.

/The bhusiness
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The business management of the publie entererise made it possible to gain
access to markets such as those of the Pecple's Republic of China, the Soviet
Union, Rumania, Czechoslovakia, North Korea, Bulgaria, Hungary and India. At the
end of Ié?# the sales of ¥inero-Perfi amounted to USS$ 750 million, which meant that
it controlled 91% of Peruvian mineral exports. Nevertheless, direct sales amounted
to US$ 520 million, which was equdl to 63% of mineral exports. ' “

Until 1973 marketing of minerals had been carried out by a specialized
depeftment of Minero—Pefﬁ; With the admlnlstretlve reform of 1973 the Hlnlstry of
Trade was eStdb118h3d to plan, dlrect, promote co-ordinate and control activities
relating to domestlc and external marketing, This new administrative sector
contained the Seetorel maﬁketlng offices, as well as ‘the State foreipgn-trade
enterprises. In keeping with this'neW'fbcus, the Empresa Plblica de Comercializacifn
de_Minerales - Minero-Perli Comercial (MINPECO) was established. The separation of
“the. Merketihg Department of Minero-Perfi gave rise to serious disagreements within
the Government 1/ Towards the end of 1974 Minero~-Perfi was encounterlng serious
dlff;cultles owing to the losses it had made as a result of its venture into the
futures market. Just before the organlc law on MINPECO was promulgated (5 November
1974) a fire razed the Marketing Department of Minero-Peri, MINPECO came into
being w1thout any assets of its own.2/ MINPECC had to recompile. its commercial
data, without being able to establish exactly what commercial commltments,lt had
taken over.' ' |

The sectorallzatlon of for61gn—trade activities exacerbated administrative =
co-ordlnatlon problems and gave rise to serious cenfllcts among the public
enterprises themselves. It also prevented a coherent forelgn-trade policy from

actually coming into belng.q/

1/ The Executive President of Minero-Per(i resigned, stating that he was
opposed to the loss of the marketing minerals: by.that public enterprise.

2/ The Commission responsible for transferring assets to MINPECO took over
five years to establish what Minero-Per{l should surrender, owing to the fact that
the fire had destroyed virtually all the commercial data.

3/ The Ministry of Trade was refponslble for marketing; the ‘1n15try of_
Enerpy and Mines for output; the Hinistry of Transport and Communications for
transport: and the Hinigtry of the Econory and Finance for Financing, Since there
was no intermediate co-ordinating body, that role had to be plarea oY no lesser
a body than the Council of ilinisters. :

/Both the



Both the Organic Law on MINPECC and the Regulations on the Harketing of
Mineral Products, which were adopted in September 1976, regarded harketing as a
service to producers. For that reason the “target goal" of MINPECO is not to
appropriate the margin existing between the domestic prioe and the real sales
price on the international market, as the intermediaries do; for its services
MINPECO receives a commission amounting on average to 1.7% of the FOB value of
mineral exports, which is far below the agent's commission charged by
intermediaries.l/ Consequently, MINPECO'S effectiveness should benefit the ‘
producers, both private and public., MINPECO thus acts as an agent, transferrlng
losses and/or profits to the producers; however, owing to the fact that its
commission is set in advance and that it is also 'compulsory, HMINPECO doels not have
any greater incentive to raise its efficiency level.2/ S

Under this system, MINPECO carries out back-‘to-back transactmns, in other
words, it transmits to the national producer the terms and conditions agreed upon in
a sales agreement with a foreign client in a purchlase agreement with the producers.
This agreement contains the terms agreed upon with the foreign purchaser, in
addition to the above-mentioned commission for services rendered.

The other marketing method used by the en‘terprise is that of the "firm
purchase", In this case, MINFECC acts on the same basis as any trader, although
it enjoys the privileges -that it derives from its status as a public enterprise.
There is an apparent negotiation, but in practice the Peruvian producer must accept
the terms and conditions offered by MINPECG. These conditions do not depend on
the terms of sale obtained by the State en'terprise. f.«iINPECO may either gain Qr
lose. -These are the only transactions involving a real risk carried out by the
enterprise; they represent under 10% of its total transact10ns.3/

. Y It is estimated that the intermediaries' commission was ‘generally over
u’o.

2/ In pmnc:.ple any transaction is profitable for MINPECO, since the cost
of the services it provides is so low that it would really be extremely difficult
for transactions where it acts as agent to be unfavourable for it.

3/ The "firm purchases" generally concern concentrates, MINPECO receives
the material in its warehouses, assesses its value and pays the producer.
Normally these are transactions in the category of medium and small-scale mining.

/lastly, there
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Lastly, there is a third way of operating, namely, the tender or public offer,
The mechanism involved is similar to that of public bidding, in which a .
series of purchasers come forward and state privately the price they are willing to
pay. Obviously, the sale is awarded to the party offering the best terms. .This
methbd is only used in exceptional circumstances, although recently it has been
used more frequently owing to pressure exerted by private producers,

In addition, there are a number of special methods of establishing commercial
contractual relationships, among which mention may be made of tripartite and third-
party agreements and conversion or toll transactions. '

In the tfi’partite agreenents MINPECO intervenes as a controller and guarantor
of State interests, signing the commercial agreements with the producer and with a.
foreign purchaser. These agreements are entered into in order to protect acquired
rights or to involve potential purchasers in the financing of new mines.l/

'"'Third-part:y" agreements are those authorizing private contractual.
relationships, pending intervention by the State, by means of the expressed
authorization of MINPECO, Such agreements have gradually been expiring,

Lastly, under toll or conversion agreements MINPECO hires the capacity of a
fore:.crn refinery to transform its "firm" purchases of concentrates- into processed
products.2/

Following the expropriation of Cerro de Pasco in 1973 and that of Marcona
Mining_'in 1975, MINPECO had under its control all mineral exports of great economic
sigﬁificance'. | Nevertheless, its interference in "tripartite agreements" is not
significant, as will be seen below. In practice it is restricted to collecting a
-'OOmmissic'vn, _whi&: could be regarded as an export tax, since MINPECO deces not really

provide any service to the contracting parties.3/

1/ The most relevant case is the one already considered, namely, Cuajone,
although reference may also be made to the cases of the El Aguila mine and the
agreements with Mitsui-Furukawa for the sale of material from the Ilo Refinery,

2/ The most important such agreements were the cases of Pefioles (Mexico) to
refine lead and that of Outokumpu (Finland) to refine zinc concentrates,

3/ The Cuajone commercial agreements lay down sales at set prices
contractually for 15 years. Southern Peru is responsible for all the loglstlc _
aspects of exportation. MINPECO's role would appear to be that of supervising the
value of provisional and final bills, verifying the respective "price~fixing"
agreed upon in the contract. However, it has not carried out this menitoring and
has restricted itself to accepting the value declared by Southern and to collecting
its commission, /The nature
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The nature that the entrepreneurial intervention of the State took on had
a negative impact on financing of output in medium and small-scale mining.

MINPECO does not intervene in financing output, a question to which internaticnal
commercial intermediaries attached great importance, Currently lmining enterprises
finante.iproduction through commercial and development banks (Banco ‘Minero), which
.are generally not in a position-to-meet producers' demands with their-resouroes.
Prior to intervention by the State international traders provided financing both
for working capital and for investment, MINPECO, on the other hand, grants
advances only uwp to 50% of the estimated net value of the product deposited in its
warehouses, whereas the Banco Minero deoes so up to approximately 60% of the
estimated value. Furthermore, MINPECO has to resort to the banklng system (advance
accounts of the commercial banks) and use a port:.on of its own funds in order to
finance pre-export advances.l/ The f:l.n_a.nczl.nc costs are cbarged to the producers,
znd no :oqmnission _is collootod er'.. t_tig service rendered. However, in _aooordanoe
with the legal requirements ,I,MIN:}?ECO fnust pay producers on set dates, outside the
period of rotation of its, receipts, and it the:nefore has to resort to comp lex |
negotiations with the bank :|.n order to fulf:.l 1ts lm:Lted flnanc1al
responsibilities, experiencing periodic 1mba1anoes that affect its profltablllty.

In general, it may be asserted that State 1nterventlon in fore:.gn trade in
minerals lacks an adequate financial pollcy that would have made it posauble to
~exploit greater qonmermal bargaining power in order to promote development of
new investment projects and to pmv1de resources to be used as working cap:xtal for
medium and small-scale producers.

MINPECO has not succeeded in establishing an adequate mtemat:.onal maﬂcetmg
1nfrastr-ucture either, Although it is true that it has a number of offices abroad
(London, New York, Sao Paulo and the 'People s Republlc of Ghlna) these offlces
are not din a position to' conclude sales and/or receive payments sroad. This is
because they are not reglstered as oomnerc.lal subsidiaries or agenc1es but as the
"adjunct offices" of embass:.es. ‘I‘hey only function as contact off:l.oes either to

provide information concemlng the export supply existing or in order to expedlte

1/ The average value of these rwequlrements has a minimum of USS 70 mlllz.on
and a short-term maximum of approximately US$ 90 million per year ‘with a’financial
cost of between US$S 8 million and US$ 10 millien.

/Payme. nts. Thus
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payments. Thus, MINPECO cannot venture onto the world market, works with a more or
less well~defined set of clients and has undertaken little to distribute its exports
over a wider area.l/

In addition to these limitations there is a lack of persennel trained in
foreign -trade and a lack of goals and explicit policies that would make it possib’le

to orient, and evaluate the performance of, marketing enterprises.2/
C. COPPER MARKETING ACCORDING TO LEVEL OF PROCESSING

.1, Copper concentrates

It was demenstrated in chapter I that Peru's share of world deménd for copper
concentrates was approximately 5% in 1977 (whereas its share of demand for copper
concentrates was 12% on the United States market 6% in Sweden, 3% in Japan and -
2% in the Federal Republic of Germany). 3/ Within this context it may be noted that
in the period 1975-1978 there was an increase in the 1mpor'ta.nee of the markets of
Japan and Western Burope, to the detmment of 'l:he Um.ted States market and that
the socialist countries' market was J.nstable. i S C o

It should also be added that, quite apart from the efforts that MINPECO ecould
have made to d:.verslfy its markets » the experience gained shows that ‘copper
concentrates were acquived by a limited number of clients. Between 1972 and 1977
the 5 pfinéipal purchasers consistently acquired over 70% of exports {see table 27).

1/ ThlS is due to a series of bumaucratlc mflexlblhtles 1mposed on it by
the Central Government. MINPECO had difficulty in establishing its own scale of
remuneration, did not have any budgetary autonomy, etc. Among the more striet or
harmful restrictions, mention may be made of the need to resort to a Supreme
Resclution, endorsed by the President of the Republic, in order to make each of the
aales-campalgn tr:.ps or to make any contacts abroad.. :

2/ The goals in question are defined only in an extremely gener'al and vague
manner as "Maximizacién del ingreso de divisas, diversificacidn de mercados y
sustitucidn de intermediarios" (see Problemftica vy Po].‘l'tlca del Sector Comercio,
Ministry of Trade, Lima, 1977). » '

' 3f Exclud:mg the soc:lahst countries (see table 14).

/Table 27
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Table 27

MAIN PURCHASES OF COPPER CONCENTRA’I.‘ES :

{Percentages)
Purchasers - - . . . .oL1972 - .1975 LAeTe 1977
ASARCO - oo mwe . 2T01 . . 84T oams 140
Mitsubishi o 15,2 - - -
Noranda Sales 14,3 - - -
Minera Santa Rosalia 9.4 - - -
Korea Daesong " e T 27,3 o - - - - -
Toho Zine 5 5.1 o - ' -
Mitsui - 5.2 38.7 30,7
Associated Metals - 97 5.0 - 11.5
¥etalimpex L= : 7.5 o 4.8 8.0
Razno Import A ' - 7 1'; o N 17.0 © 26,3

‘The first five ~~~ 7 7 UT7LLC 7 8uM © 0 100.0 - - - - 90,5

.Source: Exportaciones perﬁarias: Estructura Empresarial de nuestros compradores.
S Ministry of .Trade, .July 1978....

MINPECO gained access to its principal markets through direct sales to
consumers , particularly in the socialist countries, However, sales to commercial
intermédiaries increased from 1975 onwards (see table 28). Nevertheless, this’
increase is hot justified from the Doint of v:Lew of pmces. It may be seen from
table 29 that there is not a great d:.fference between the average annual pmces
obtained from' the two types of buyers: .If the 1ntermed.1ar1es had paid the average
consumer price, ocnly USS 4.2 million more would have been obtained during the
period 1975-1978.1/ |

1/ This comparison is made only in order to provide an example, since
concentrates are dissimilar and it is therefore impossible to draw further
conclusions from the point of view of prices. In any event, the similarity in
prices would appear to indicate that no preference was given to the sale of
higher qualitv -cchcentrates,

[Tahle 28
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Table 28

BY TYPE OF CLIENT

(Millions of dollars and percentages )

EXPORTS OF COPPER. CONCENTRATES,

1977 - . ... 1878

Total value 30,0 2042 21.0 . 60,3
Consiumers 93% 86% 89% 78%
Intermediaries 7% m% 11% . i 22%

Source: Prepared on the basis of figures suppl_iéj:l by MINPECO.

Table 29

COI;PER CONCENTRATES: EXPORT PRICES BY TYPE OF CLIENT

L ' wan'sﬁmers : Intermediaries . Difference Potential gains/

Yoars USS/metric ° USS$/metric - US$/metric 2oss a/ -

C ton fine °~  ton fine °© - ton 'fine (Millions of US$)

1975 331.9 113.8 218.1 4.}

1976 381.7 333, 1 . ua.6. 0.4
1977 331.2 475,9 ColuT7 0.6

1978 310.4 303.4 . . 7.0 0.3

Source 2 Prepared on the bas:.s of data supplled by MINPLCO.

g/ Concems what would have been recelved or gained if ‘the mtermedlames had
paJ.d the consumer piice, with a view to’ replac:mg intermediaries, T

| /2. hgreements
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2., Agreements concerning the distribution and
~ processing of Cuajorie blister

{a) Distribution of sales

_The cantracts in question were signed by the Govemment of Peru (Mmero-l’erﬁ),
Southern_ .Peru Copper Corp., the partners and .the financers of the Cuajone Project
in .September 1974, . The latter loaned resources in order to make up the amount
required for investnént in exchange fér a future sales comitﬁent‘ll 'L.inder these
agreements the dlstmbutmn of Cua30ne .COpper was calculated en the bas:.s of an
estimated annual ocutput of 170 000 short tons of bl:.ster, which were allocated as
follows: B o : N o

(i) The first 100 000 short tong to the .

project financers, distributed as |

follows: Japanese group (Mitsubishi Metal

Corporation, Dowa Vining Co. Ltd., Mitsui

and Smelting Corp., Sumitono lietal Mining

and Furukawa Company) _ . ... . %3 000 (30%)
English growp S -
Imperial Metal Industmes S , 15 009 " (15%)
‘British Insulated . 15000 (15%)
Enfield Rolling - . . . 10000 .  (10%)
Billiton ! e..allu,os“e of the Netherlands 30 000 (30%)

(i) Surplus product:.on, or 70 000 short
~_tons or more, to the partners of Southern
- . Peru Copper Cor'p. _
' This d:.stmbutlon resulted from a Formula IECO'lClllng the new concerns of
the Government of Peru and those of the project partners and fman_oers. As seen :.1_1
chapter IIT1 on the Cuajone Agreement, the marketing agreements were signed after
the copper refining and rqar_,-keting moncpolies were decreed. This situdtion had an
impact ‘6n the original sense of the Agreement, s.ﬁnce-iﬁvestors. were in{:erested only
in"'procg_s’sing blister idcié].]_.y.' When the State intervened investors and financers
had to négotiate compromise ‘Foymulas with the Government. These. compromise formulas

are apparent in the Agreements wnder consideration. .

1/ See chapter III/2. '
/Ultimately, agreement
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Ultimately, agreement was reached that apprcx:.mataly 80% of the first
100 000 short tons should be pr-ocessed as blister and sold to the project’s
_financers, who had agreed to partlcz.pate in exchange for refm:mg the material in
"questlon in thelr own plants or through 1611 contracts with other refineries. 1/
The rema.mlng #O would be prooessed in. the form of cathodes in the State-owned
Ilo Ref:Lnery. , For that purpose anleld Rolling of the United Klngdom and Billiton
Metallurg:.e of the Netherlands 31gned toll contracts with the refmer'y in ques*:ton
for 259’ and ’75% respectlvely, of the cathodes. ' ' ‘

' Momover, the partners of Southern Peru Copper Corp. , signed ’'a similar
contract with the Ilo Refinery to transform into cathodes the output exceeding.
the 100 000 short tons of blister to which they' are entitled under the above-
mentioned agreement, The marketing agreenients co;a\é‘r periods of 5 to 7 years in
the case of Southern partners and 15 yeara in the _caée ‘of project financers.

(b) Blister quotations

) The international quotation taken as a reference is that of the London Metal
Exchange (IME) +2/ which is used in paying for remunerable content, from which the
deductlon agreed upon cantractually must be subtracted Cua}one blister is paid
fof on the basis of approximately 99.6% copper, in accordance with the LME
quotation for electrolytlc copper bars, subject to the "pr:.ce-flxmg“ machinery.

This machinery operates as follows: the price~f xmg pemod corresponds to
the two nionths following the arrival date of the sthments, within this pemod the
purchaser may set the date of quotation for no more than 25% of the shlpment on
one day or 60% in one week. For this purpose the pur'chaser takes 'the cfficial
LME quo‘catlon and commmicates to I*‘I\TPECO and Southern Peru the correspond:.ng
:Elg_unas 1/ With this mach:mery it is the purchaser who sets the quotations in
reépeét of which the agreed deductions will Be made in order to arrive at the price

'1/ The Japanese group takes a total of 50%, and the other half goes to
British Insulated and Imperial Industries in equal parts. Any expansion of the
Ilo Reflnery is subject to renegotiation of these agreements, to. a higher level

of processing of Toquepala material, or to exploitation of adjoinlng deposits.
) ' 2/ This quotation was equal to the so-called "Peruvian Producers' Quotation”
laid. down in the General Mining Act.

3/ meg to the time difference, the quotat:.on of the preceding day is
applicable, since the communication must be made before mid-day.

Jof blister,
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of blister.l/ This clause was accepted under pressure from the partners amnd
f:.nenoers of the project, in spite of the fact that Iunero-—Peru had adopted the
pol:.cy of not s:Lgn:Lng contracts w:rth such machlnery. Moreover, within CIPEC this
clause is regarded’ as bemg detrlmental to the commercial interests of the copper-
export:mg countrles., It is obv:.ously a clause that Favours the purchaser, since,
should it be dec:lded that the clause should not be 1mplemen‘ted the purchaser may
opt for a “marketing dlscount", ent:.tlmg him to a discount of 1% of the value of
the copper quotation, set on the bas:.s of a base year selected by “the purchaser,
This machinery could actually be c:on31dered 1n the context of Mransfer pricing"
policies for the benef:l.t of foreign enterpmses partners or prOJect Financers.,

It is not feas:.ble to monitor “pr:.ce-fa.xmr", since it corresponds to each of
the shipments made by Southern Peru. A spec1al monitoring process should therefore
be set uwp within MINFECO, with ongolng' reglstﬂatlon of price fixing,in order to .
ascertain whether the quotatlons :mcluded in each of the provisional and final hills
actually correspond to 'the "f:l.xn.ng“ announced Such monitoring would be essential
for MINPECO in order to avoid the undervaluing of exports and to ascertain whether
the commission it receives is correct or not, However, such a system has not been
put into cperation, | o )

Once the basic reference quotation has been set, the proceesing charges are
deducted, In the case of _fhe Japanese ‘Group, theee charges were negotiated in ven,
with the result that costs have risen dramatically owing to thé successive
revaluations of the yen, Such agreements are therefore the most inappropriate for
the Peruvian economy. In addition” to such charges, periodic adjustments must be
mede owing to changes in labour costs, and in the cost of fuel and -electric-power
in the industrialized countries' processing plants. Readjustments are made for
each 1% variation in these cost components. In short, the Cuajone blister
quotation egreed upon in the commercial agreements concerning the financing of the
project clearly favoured the financers, who thus received an additional return on
their capital. ‘ |

1/ The prices set must be communi cated by telex. If problems arise, the .
prices set are transmitted to the International Metal Company , which acts as- a
depositary of the prices, guaranteeing that they were actually set.

/3. Marketing



3. Marketing of blister

. Southermn controls not only blister output resulting from the processing of
Cuajone-ore whose sales were considered in the prececﬁhc'section, but also that
msul‘l:mg from its old Toquepala mine. Between 1975 and 19‘78 there was a sharp
increase in the exportation of Cuajone bl:n.ster, whlch reached the 1evel of
approximately 75% of the total in the last year of the peried in questlon, to the
detriment of Toguepala blister (25%) (see table 30). Southern's Toquepala and
Cuajone projects are governed by dlfferent legal frameworks as regards market:.ng.
The frameworks in question are respectlve » the 1971 General Mining Act and the
1950 Mining Code, The dlfference is that MINPECO only has direct powers in respect
of exports from Toquepala and acts merely as a guarantor of State mterests in the
case of Cuajone (as seen in the preceding sectlcn). It is therefore interesting to
compare the business management of Southem Peru with regard to Cuajone and that of
MINPECO with regard to sales of Toquepala, smoe the two operate according to
different marketing standards, although WJ.“'h s:.m:x.lar' products.

Table 30

| DISTRIBUTION OF FXPORTS OF BLISTER

o '(Thousands of metmc tons and percentages)

Expoz'table supply, o 1975 | 1978

by enterprlse _ Wi % : Vol. %
ceENTROMIN . 12,4 T o - -
Southern Peru . , _ T4, 7 _ 8% ' 134,04 100
Toquepala N w7 8 33,5 25
Cuajone . .- | - - 100.9 75
Total a1 w0 4.4 100

Source: Prepared on the basis of data supplied by MINPECO,

/The first
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The first difference noted is in the geographic destination of the exports,
which is connected with the marketing agreements signed. In the period 1976-1978
MINPECO increased the socialist countries’® share in its sales of Toquepala blister
from 80% to 92%, the most mportant cl:.ents be:.ng the People s Republlc of China
and Yugoslavia (64 and 20% of total sales in 1978} (sce table 31) On the other
hand, Southern's exporfts of Cuajone were largely centred on the markets of the
capitalist countries (91% of total sales in‘1978), The main markets were those of
the United Kingdom (13%), the United States (35%) and Japan (37%).

! The difference in the regional focus of the destination of the exports is
reflected in their commercial yield. Table 32 shows that there are major price
differences, In 1978 the price difference might have been greater if the
Toquepala strike had not taken place.l/ 1If the total volume of exports of Cuajone
blister had been sold even at the average pmce obtained by MINPECO for Toquepala
blister, Peru could have received an additionmal sum of over USS 17 million over
the period 1976-1978, ’ o

: The lower return on Séuthe'r_'n‘s exports is attributable to the refining
wcharges negotiatéd with the :'Cuajone pmject'é partners and financers, when marketing
agreements linked to financing were signed, 'The most cbvious example is that of
the refining cha:c}ées negotiated with the compg_nies belonging to the Japanese
Group (Mitsubishi Vetal Corp., Dowa Mining, Mitsui Mining, Sumitcno Metal and
Furukawa). As ’already stressed, these processing charges were negotiated in yen
and vere linked to Japan's inflation- indexes.i/- -

1/ The paralysation of Toquepala resulted in a considerzble lag in the
MINPECO shipment programme. This made it necessary to deliver material on the
basis of 1977 quotation periods in 1978, with the result that it was not possible
to take adequate advantage of the upward trend that was beginning on the world
market, Moreovér, MINPECO had to sell 65 000 additional metric tons .of concentrates
owing to the strike at the Ilo Foundry, all of which resulted in lower returns
than anticipated. On the other hand, Cuajone.blister tock advantage of the most
favourable quotaticn periods and yet could not achieve the same returns, wh:.ch
shqws “how unfavourable the agreements were unde¥ market conditichs.

o 2/ Publications with established reputations, such as the Metal Bulletin,
have stated that the levels of the processing charges negotigted with Japan were
absurd, glven the market conditions, MINPECO apparently tried to renegot:tate the
charges in quest:.on, but wrthout any significant results.

/Tzble 31
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" Table 31

" DESTINATION OF EXPORTS OF TOQUEPALA AND CUAJONE BLISTER (1976-1978)
(Thousands of metric tons df_‘fine copper and percentage of total)

Purchasing country — 1976 1978
- Toquepala Cuajone Toquepala Cuajone

Total (in thousands of metmc _
tons fine) 22,0 17.4 33.5 100.9
Percentage of total:
Federal RBPUbllc of Germany - _ 1.19 -
Belgium - 6.89 - 3.36
Spain - 5.74 - 2,18
France - - - 0.89
United Kingdom 3.63 32.18 - 13.47
Netherlands - 9.21 - -
United States 16,37 - u,77 . 34,88
Japan : - 45,98 2.40 36.60

Subtotal 20,00 100.00 7.17 91,48
People's Republic of China 70.90 - 53,88 -
Hungary - , - 3.00 -
German Democratic Repubhc 9,10 - - -
Soviet Union - - 4,47 -
Yugoslavia - - 20,29 . 8,52

Subtotal 80,00 - 91,64 8.52

Souvce: Prepared on the basis of data supplied by MINPECO.

Table ‘a2

BLISTER‘ COMPARISON AMONG AVERAGE ?OB TOQUEPALA AND CUATONE EXPORT PRI(I:S
(US$/metr1c “ton) '

Toquepala . .
Cuajone
Difference
Potential loss
(thous@nds of dollars) a/

©, L1976 1977 1978
. 1'253.8 1 191.0 1 175.1

. 1133,0 1 062.6 1137.2
©120.8° 128.4 37.9
2 101.9 11 183.6 3 824,1

Source: Prepared on the basis of data supplied by MINPECO.

a/ Represents what Peru would not have received if the total of Cuajone exports
™ had been sold at the average price of Toguepala blister marketed by MINPECO.

/An ost+imate
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An estimate of what Peru would not have had io pay if the processing charges
for Cuajone blister had been similar to those for Tcquepala blister may be found
in table 33, The potential lossés durirg the perio¢ 1976-1978 amounted to over
US$ 21 million, of which 48% and 23%, rspectively, is accounted for by Japanese
buyers and the partners of Southern Peri Copper Corp.

It is clear that-the processing crarges. for Cuzjone blister are ijudlfllal
to Peru's commercial interests and are ..argely responi'ible for the price
d:l.screpancxes existing among products tt at do not obtzin similar marketmg terms,
even although they are similar. The otler factors to vhich ‘the differences in
commercial returns ave attmbutablé' are the existence o? "price-fixing clauses",
which were explained earlier, and the d.scounts granted to the partners and
financers of the Cuajone project. It i therefore odd tiat MINPECO, being a
relatively better seller than Southern, does not take adv mtage of its greater
effectiveness in the country's interest, since for fts services it collects from
Southern a meagre commission of approximately 2%, thus coni‘ributing to that foreign
enterprise's private capital formatiom.

The State is also responsible for marketing C:ENTRO‘EIN hlister, whose prices
were considerably higher than those cbtained by Southeran for ‘Cuaj cne blister.
Table 34 gives the price differences, which exceeded US$ 911 end US$ 792 per ton,
respectively, in 1976 and 1977, However, the comparison could be called into
question owing to the fact that the volume of exports of CENTRO|IN blister was low
and the exports were sold under exceptional market conditions. - This is true in
the case of 1977, when exports amounted only to 1 500 metric tons and were sold to
traders who chamnelled them to Portugal and Japan, But the argumeint is not as
valid in the case of 1976, when there was .a comparative improvement in the London
market prices. In addition there is the fact that the two products -ere sold on
the basis of this refefénce quotation, Moreover, the volﬁne argument takes on
less importance, if account is taken of the fact that.the volume of exyorts of
CENTROMIN blister equalled 40% of exports of Cuajone blister,

Despite MINPECO's limitations relating to commercial infrastructumt, that
enterprise succeeded in raising its direct sales to consumers from 66% in 1975
to 88% in 1978, t'hus reducing the interrediaries' relative share (see table 35).
The prices obtained in direct sales were considerably higher than those cbtiined
in sales through'intemediaries (see table 36), |

/Table 33



Table 33

ESTIMATE OF THE POTENTIAL LOSS RESULTING FROM THE REFINING CHARGES
'NEGOTTATED FOR CUAJONE BLISTER

(Thousands of dollars)

(1)

(2)

' Japaliése. growp - total

Average annual processing
charges USS/metric ton

Difference compared with
Toquepala USS/metric ton

United Kingdom group - total
Average annual processing
charges US$/metric ton

. Difference compared with

(3)

(v)

(5)

Toguepala US$/metric ton

Billiton of the Netharlarids - total

Average annual processing charges
USS/metric ton

Difference compared with
Toquepala USS/metric ton

Patterns of Southern ~ total
Average annual processing
charges US$/metric ton

Difference compared with
~Toquepala USS/metric ton ~°

Total a/

1976 1877 1978 1976-1978
1088 3927 5 396 10 u11
229 255 305 aee
136 1137 - 198 cee
472 -1 037 2 096 3 505
W3 155 191 oo
50 37 84 vee

- 2 583 85 2 658

- 202 202 cen

- BY a5 eee

- - 4 901 4 901

- - 209 aee

- -— ’ ] 102 o0 w
1 560 7 457 12 w78 21 585 -

Source: Prepared on the basis of data supplied by MINPECO,

a/’ The estimate indicates the refining charges that Peru would not have pald
if the Cuajone blister had been sold at the average processing rates
negotiated by MINFECO for Toquepala blister.

/Table 34
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Tablie 34

BLISTER: COMPARISON BETWEEN THE AVERAGE FCB EXPORT PRICES
‘OF CENTROMIN AND CUAJONE

(USS/metriec ton) -

1976 | 1977

CENTROMIN 2 ouy 1 85y
Cuajone . . 1 133 1 062
Difference 911 792
Potential loss

(thousands of dollars) a/ 15 851 68 983

Source: Prepared on the basis of figures supplied by MINPECOQ.

a/ Represents what Peru would not have received if the total of Cuajone exports
had been s0ld at the average price of CENTROMIN blister marketed by the State. .

Table 35

DEGREE OF COMRHAL INTERMEDIATION IN STATE SALES OF BLISTER

(Thousands of metric tons fine and percentages)

1875 1878

Volume . % Velume %
Consumers 57.3 66 | 29,4 88
Toquepala 52.3 60 29,4 88
CENTROMIN 5.0 6 - -
Intermediaries 29.8 3y . 4.1 12
Toquepala 22.4 26 4.1 12
CENTROMIN . ... ... ... B 7.4 8 - -

Source: Prepared on the basis of data supplied by MINPECO.

/Table 386
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Table 36

BLISTER: AVERAGE PRICES PATD BY INTERMEDIARIES AND COMSUMERS |
(UsS$/metric ton fine)

1978
Toguepala
1977

Toquepala

CENTROMIN

1976

Toquepala

; CENTROMIN
1975

Toquepala

CENTROMIN

Intermediaries . Difference

Consuners
1 178.4 1 1uu.2 35.2
1l 196.,1 1 183,2 12.9
- 1 854,55 -
2 123.,9 1 905.0 - 218,9
1 ouu,0 999, 2 - Lu4,8
1 960.1 1 882.3 77.8

Source: Prepared on the basis of data supplied by MINPECO."

/4. Marketing



k. Marketing of refined copper

In the period 1975-1978 the share of public enterprises in exports of refined
copper dropped from 61% to only 37%, owing to growth in Southern's transactions
{see table 37). Once production has begun at the Cuajone deposit, in 1977 Southern
controlled 71% of exports of refﬁned copper, but the following_year the State's
share rose owing to p:oduction prCgrrﬁ Verde cathodes, and Southern's share dropped
to 63% of national exports. Neveffﬁeless, owing to the State monopoly of copper

marketing, through MINPECO the State controlled 58% of national exports (see table
38). ' -

Table 37

EXPORTS OF REFINED COPPER

{Thousands of metric tons)

1975 1978
Exports . Volume % .. Volume %
CENTROMIN wirebars 18.0 42 S 26.0 16
Cerro Verde cathodes - - - 28.0 17
CENYROMIN cathodes - T 2.3 6 o 5.1 3
MINPECO toll 5.6 13 e .. 1
State subtotal 25.9 61 £60.2 37
Cuajone cathodes - - ' ' 9.1 42
Toquepala cathodes 16.5 39 - . 344 21
Southern subtotal 18.5 39 103.5 63
National total §2.4 100 - 168.7 100
Source: Preparedjbn the basis of data supplied by MINPECO.
Table 38
REFINED COPPER: STATE TAXATION ON MARKETING
(Bercentages)
. 1975 .+ -1978 .

(a) MINPECO - . 100 . 58

Wirebars y2 16

Cathodes o - ‘ 58 . 42
{b) Southern . - ' &2

Cathodes L - ‘ 42
(¢) Total 100 100

Source: Prepared on the basis of data supplied by MINPECO.
/(a) Value
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{a) . Value retained as a result of copper refinihg

In the 1970s the Government of Peru placedkgreatnr emphasis on'achieéing a
higher level of copper. processing. This policy led to the constructlon of the Ilo"
Refinery for processing Cuajone and Toquepala blister, i/ “

Minero-Perli, which was responsible for the administration of the"réfinery,
signed toll contracts with Southern in 1874.2/ These sgreements took effect in’
July- 1875, the month in which the reflnery began to funetlon. The‘écéﬁomic terms ©
obtained by State, which are negotiable every two years, may be regarded as -
extremely favourable, since they are generally above average market costs, This made
it possible to guarantee that the refinery would be profitable and to cbtain an
additional surplus from Southern Peru. Income from refining charges, negotiated
during the period 1975-1978, exceeds US$ 78 million, and it is estimated that there
was an exceptional income of USS 18 million 3/ (See table 39.) .

Nevertheless, the value rétained 4/ as a result of process ing Southern's copper
has been dropping cons;derably in recent years, owing to the fact that the chargeés
for refining Cuajone blister by far excééd;d‘average market costs (see table 40).

In the period 1976 1878 the retained value dropped from 76% to only u8% of the total
refining charggs pald by Southern (see table #1). This reductlon is attrabutable to
the increase in reflnlng charges paid abroad for proce531ng the Cuajone blister -
agreed upon in the context of pro]ect financing. There is no doubt whatsocever that
it is necessary to expand the Ilo Refinery in order to process all Toqgepala and’
Cuajone blister. . Howewer, such expansionlwéuld largely cdepend on reﬁegofiation of

the commercial agreements with the financers of the Cua]oneJPﬁbject.l-"

1/ Previously there was only the La Oroya refinery, which was constructed
by Cerro de Pasco Corporation in 1947 in order to obtain electrolytic copper.

2/ Southern rented the plan capacity of the Ilo Refinery for processing a
volume laid down contractually in the commercial agreements concernlng pro1ect
financing.

3/ Exceptlonal income is understood as the income received in excess of
average costs in the internaticnal markets.

4/ The value retained as a result of refining, which is equal to charges o
paid in the country, is defined here as a percentage of total refining charges.

/Table 39
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Table 39

ESTIMATION QF INCOME FROMlTHE IL0 STATE REFINERY
(Thousands of dollars)

Toquepala

Blister consignments {metric tons)
Refining charges (US$/metric ton)
Value (thousands of dollars)
Cuajone

Blister consignments (metric tons)
Refining charges (US$/metric ton)
Value (thousands of dollars)
Paipote a/

Blister consignments (metric tons)
Refining charges (US$/metric tom)
Value (thousands of dollars)

Total

1975 1976 1877 1978
35 297 76 6C7 46 341 42 499
196.7  205.7 234, 5 230.0
6 942.9 15 751.0 10 866.9 9 774.7
- 2 418 76 378 67 463 -
- 205.7 234.5 230.0
- 497.3 17 910.6 15 516.4
- 5 000 - -
- lQOlOE, - -
- 950.0 - -
6 942.9 17 205.5 28 777.5 25 291.1

Source: Prepared on the basis of data supplied by MINPECO.

a/ Chilean blister purchased by Minero-Peri.
b/ Estimated in terms of the spot market value.
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Table 40

REFINING COSTS PAID BY SOUTHERN
(USS/metric ton)

1976 1977 1978
Ilo Refinery 206 234 230
Foreign refinery
(a) Negotiated by MINPECO for Toquepala
blister 93 118 107
(b) Negotiated by Southern for Cuajone
blister 183 205 ) 231

Average on the international spot market 180 180 10

Source: Prepared on the basis of data supplied by MINPECO.

Table 41

VALUE RETAINED IN THE COUNTRY AS A RESULT OF THE REFINING
OF BLISTER BY THE SOUTHERN COPPER:
CORPORATION

(Thousands of dollars)

Value
1976 1977 1978
A. Total refining charges {B+C) 21 496 5; 652 52 2u3
B. Payments to the Ilo refinery 16 256 28 777 25 291
Cuajone ‘ 498 17 910 15 516
Toquepala 15 758 10 867 9 775
C. Payments to foreign vefineries 5 240 23 875 26 952
Cuajone 3 194 17 859 23 372
Toquepala 2 046 6 016 3 580
D. Retained wvalue (B/A) 76% 55% 438%

Source: Prepared on the basis of data supplied by MINPECO.

/In fact,
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In fact, it is not easy to prepare sales strategies for world markets subject
to constant changes in international quotations. If greater profits are to be
obtained, in line with the logic of the calculation made, it would be necessary to
have an extensive trade infrastructure and rapid and systematic information, which
are assets that MINPECO does not have at its disposal. As already indicated, that
entexrprise basically operates on the basis of "regular delivery' agreements, in
order to guarantee a relatively stable inflow of foreign currency. & bold strategy
would be to take advantage of market fluctuations by taking a more speculative
approach to commercial transactions; to take advantage of the urgent need of certain
censumers or traders and to sell at a premium; or to carry out timely swap
transactions. All that calls for a sound understanding of trade and flexibility
in handling financial matters in order to be able to take effective action on the
futures markets. In short, once again it is clear that the goals assigned to
MINPECO were out of proportion with both the resources and the powers allocated to
it.

(b) Destination of exports and assessment of the endeavour to diversify markets

In the period 1975-1978 the greater pro?ortion of exports of refined copper
went to the markets of Western Europe, the United States and Japan (33%, 30% and
17%, respectively, in 1878), although an increase in sales within LAFTA was noted
(from 7% in 1976 to 15% in 1978). There was a considerable decrease in exports to
the socialist cowmtries (from 26% in 1975 to 5% in 1978), and volumes were umstable
{see table u2).

Until 1975 national supply was made up solely of CENTROMIN wire rod and
Toquepala cathodes.l/ Censtruction of the Ilo Refinery and the‘initiation of
production of Cerro Verde cathodes considerably expanded the national supply of
refined copper.

Sales on the LAFTA and Western Eurcpean markets were more advantageous than
those on the markets of the socialist countries and the United States. For example,
in 1978 the two former markets wevre outstanding owing to the average price of
US 58.5 cents and US 58.0 cents per pound respectively, whereas on the latter two
markets the average price was only US 56.4 cents and US 55.4 cents per pound.

1/ In 1975 output of Toquepala cathodes was very low, since the Ilo Refinery
began to operate in that year. In actual fact, the cathodes in question were
produced in the last quarter of the year. ‘

: /Table 42
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Table 42

DESTIHATION OF EXPORTS OF REFINED COFPER

(Thousands of tons)

Western Burope

Centromin wirebars
Cerro Verde cathodes
Cenlromin cathodes

" . Toquepala. cathodes

Cunjene cathodes

Sogialist countries

Cent romin wirehars
Cerro Verde cathodes
Centromin cathodes
Toquepaln cathodes
Caajone cathodes

United States

Centromin wirebars
Cerry Verde cathodes
Centramin cathudes
Toquébala cathodes
Cunjone cathodes:

Asia (Japan)

Centromin wirebars -
Cerro Verde cathodes
Centromin cathodes
Tequepaln:cathodes
Cunjone cathodes

LAFTA

Centronin wirebars
Cerro Verde eathopdes
Centromin cathodes
Toquepal a cathodes

“ fynjone cathndes

Total e=xports

L.

1975 1976 1978
] Eer— Per~ Per- Fer-
Volume ‘cent Volume dqu Volume cent Vblume beq&'
.age age age a_ge
- 8.2 22 62.3 52 71.5 i3 - 53.9 - 3
1.8 5 2.9 a2 2.4 2 b0 2.
- - - - 1.2 1 2.2 1
- : - - - - H e -
6.4 17 5803 ig 25.8 .. 15 16.6 10
- - 1.1 1 5.1 25 31.1 20
LSRN TR S S .5 B 83 5
gk % 19.7 16 16.8 9 6.6 b
- S - - - - - . 1.7 !
- R 1.2 L 2.7 1 - -
1.2 . 21.2 18 A2 i La.0 g
1.0 2’ - = 2.5 | 1.8 1
- i - - W6 3 6.8 9
100 28 19,0 i€ 12.0 7 3.2 2
= - $202 2. 256 A5 P82 1
R - 24 6 160 - o 3 2.2 ¢ 17
- - - - - - 11.0 7
- - 7.4 6 6.0 3 64 h
- - - - - - 9.8 6
8:0 2 7.7 7 2.3 16 250 15
. - — - i - et o
5.0 16 6.9 6 1.3 8 13.3 8
- e . - - 1.6 1. %5 2
- - 0.8 1 10.4 ? 8,2 5

119.5

Sourcer Prepared on

the basis.of data Supplied by MINPECO.

/(c) Repldacement
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(c) Replacement of intermediaries

MINPECO thade a major effort to reduce the level of commercial intermediation.
Whereas in 1975 53% of refined copper was sold to "intermediaries', by the end of
1978 such sales had dropped to only 31%. This effort may be seen basically in
exports of Toquepala cathodes and CENTROMIN wirebar, since the "intermediaries™ had a

major share of exports of Cerro Verde cathodes (seé table 43).

Table 43

DEGREE OF COMMERCIAL INTERMEDIATION IN STATE EXPORTS OF
REFINED CCPPER

{Thousands of metric tons)

1975 1978
Volume % Volure %
Consumers o 162 a7 61.0 69
CENTROMIN wirebars - 13,9 40 22.6 286
Cerro Verde cathodes . o - - 5,0 b
Toqguepala cathddes | ' 2.3 7 34,y 39
Traders L o  2. d 18.3 53 27,1 31
CENTROMIN wirebars : Cowa1 120 a1
:Cerfo Verde cathodes } - - 24,0 27
Toquepala éathqqes_,‘w .‘_':‘t : o :A w.2  ul - -

Source: Prepared on'the basis of data supplied by Minero-Per Comerciali

Currently, MINPECO's offers may be compared with those made by divect
consumers,’ - In making the sales in‘questibn,‘MINPECO gseeks the most appropriate
marketing methods giving priority to the goal of maximizing the inflow of foreign
currency. In general, the transactions 'in queéstion are carried out in small lots
under favourable market conditions. When there is a "buyers market®, the
intermediariés sometimes offer better: purchasing terms, owing to the:fact that they
have urgént brbcurement requirements in order to meet their commercial commitments.
However, such situations always arise ¥rom emergencies and do not constitute a

general rule, since they run counter to the intermediaries' logical. economic needs.

/VINPECO's experience
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MINPECO's experience in replacing intermediaries in the period 1975-1978 may
be regarded as positive. The endeavour to replace,interﬁediaries may be assessed by
comparing the respective prices obtained and the resulting values. According to
this illustrative calculation? in the period considered the assumed gain for Peru
from direct sales in compariéon with sales to intermediaries was nearly US$ 3 millicn
(see table 44). Consequently, although at certain-péinfs it may be profitable to
use intermediaries, the figure indicated shows that, at least over a period of four
years, the result was that consumers paid‘higher prices, This is undoubtedly due
to the fact that their requirements ave more stable, unlike the intermediaries'
needs. '

(d) Comparison of real pricéS'and_WOrld market prices

Another, equally relative, method of measuring the effectiveness of State
marketigg_is to compare the average FOB prices of'expérts with average market
prices, The difference would indiqafe to what point the public eanterprise had
the necessary market capacity to take advantage of the most favourable markets.

In reality; MINPECO has a veryﬁ?mall margin of freedom to do this, since its sales
strategy is geared to national pfoducers* production plans, pariicularly‘thoselof
CEHTROMIN;and Southern. Paralysation of, or a lag in, their programmes'cgp“

have a considerable impact on exports returns. |

The éxercisa carried out in respect of Todquepala and Cerro Verde ca;hodes
and CENTROMIN wire rod shows a negative difference of approximately_US$ 3.5 million
for the entiré“period 1976-1878 (see table 45). While once again aéknowledging the
relative nature of the comparison, 1t could be asserted that MINPECO could have
increased its income further in the period under con31derat10n. Theﬂfact,that
it did not do so is not attributable solely to that public enterprise, but also to
the marketing system in existence, since, inter alia;:the calculations in question
suggest that there was not adequate co-ordination between the export strategy and
production programming.

(e). . Comparison between State marketing and marketlng by Southern

Lastly, it is interesting to compare the sales.term for Toquepala and Cuajone
cathodes, since they are the result of different marketing methods. As already .
explained, the 1ong—term‘agreements:signed for Cuajone. cathodes include discounts
to project partners and financers (US$ 20/metric ton)- and are subject, as is blister,

to price-fixing clauses. :
/Table 44
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Table bi

ESTIMATION OF THE VALUE OF SUBSTITUTIOR OF INTERMEDIARIES

(Dollars per ton, thousands of dollars and tons)

e . .. Price paid Price paid by ﬁiFference Yolume - Estimated
by consumers intermediaries - ) value

CENTROMIN wirebars

1975 1 216 1220 L 13 900 =55 gf
1976 1 327 1 666 - 339 29 300 <9932
1977 : 1 297 1 259 - 38 34 300 1 303
1978 1274 1 258. 16 22 600 361
Toquepala cathodes -
1975 1130 1 225 95 ‘2 300 =218
1 260 1112 B 76 500 11 322
1976 _ _ _ _ _
1977 . _ - T - -
1978 “
Cevro Verde cathodes
1975 - - - - -
T e L..l200 a1 om 1000 .1
B T T S : o 1 T - 4 000" " -
o7 e e Gy o 1300 T 17300 - S
(over the entire * =~ 77 B UL s A S
period) - T - 2 770

Sourice : Calculated ori’ the basis of data supplled by MINPEICO.

a/ The minus sign indicates what would not have been reqelved if the I
intermediaries had paid the average price paid by consumers. o

C i /Table 45
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Table 45

COMPARISON BETYEEN EXPORT PRICES AND REFERENCE MARKET QUOTATIONS
(In US$/metric ton and thousands of dollars gained/lost)

1760 . 1977 T 1978

(1) Toquepala cathodes . .. 56.5 | 57.6 56,4

Reference quotation a/ - 59.2 56.5 ... 58.9
-Poi:eﬁtial gain/loss (%) -4 938,0 +1 366 -1 954

(2) Cerro Verde cathodes ' : - 50,6 59,0

Reference quotation b/ | - 51.0 58,0
Potential gain/loss (+), - -50 +636

(3) CENTROMIN wire rod 80.5 . . 58.6 57,7

' Reference quotation ¢/ 60.9 56,5 58,9

Potential gain/loss (+) -323 +1 750 699
(4) Total gain/loss (%) -4 615 +3 066 - -2 017

Source: Prepared on the basis of data supplied by'_':MINPECO and official quotations.

a/ Fquivalent to the LME Wirebar Settlement, less 1.15 1b/metric ton for the
cost of transforming cathodes into wirebars in 1976, In the following years
the point of reference is LME Wirehar Settlement.

b/ Equivalent to the LME Wirebar Settlement quotation, less a discount of

10 ib/metric ton, sinece the cathodes in question were of an inferior qual:Lty

" to that of’ com\entJ.onal ‘electrolytic cathodes.~

. ¢/ Equivalent to the LME Settlement for bars.

/The considerably
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The considerably different market conditions mean that it is not possible
to draw definitive conclusions from the comparison between the prices of the two
nroducts. The price comparison for 1977 reveals that if the Cuajone cathodes had
been sold at the average prices obtained by the Sfate, Peru would have received an
addit'iqnal US$ 4 million. In 1978, on the other hand, if the Cuajone cathodes had
been sold at the average prices of Toquepala, Peru would have lost azpproximately
USS 2.4 million (see table 46). This does not necessarily mean that the terms
agreed upon by MINPECO were inferior to those negotiated by Southern. The lower
price is attributable to non~compliance with Southern's delivery schedule, owing to
labour disturbances, and to the postponement of quotas corresponding to the last
months of 1978. The Ilo Refinery, which did not meet the requirements of its output
schedule, also bears responsibility for this lower price. Moreover, in the vear in
question the final deliveries were made to the contractors of the Ilo Refinery

(Mitsui-Furukawa), whose commercial agreements provided for discounts of US$ 112 per
ton, 1/

Table 46

COMPARISON BETWEEN FOB PRICES FOR TOQUEPALA AND CUAJONE CATHODES
(UsS/metric ton of refined copper)

E“*?".*‘.“S S S . .Toqu«epali?,'ﬁr Cuajone .. . Toquepaligvé Cuajone
LAFTA 60.0 - 56.6 -
Western Europe 57.7 55.2 55.1 59.4
Socialist countries 54,0 - - -
United States 57.u 54,4 56.8 56.6
Japan 53.7 - | 58,9 63.3

Weighted average 57.6 54,9 56.4 58.8

Source: Prepared on the basis of data supplied by MINPECO,

1/ See MINPECO, Evaluacién de los Objetivos Especificos del Programa de
Comercializacidn 1978. Planning Office, April 1978, p. 19.




