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ABSTRACT 

The "New Economic Order" (NEO) proposals  of t h e  Th i rd  
World and t h e  United Nations a r e  cha rac te r i zed  i n  t h i s  paper.  
They a r e  revo lu t ionary  doc t r i nes ,  which a r e  i ncons i s t en t  wi th  
e x i s t i n g  market concepts of  i n t e r n a t i o n a l  economic t r ade ,  
investment and r e l a t i o n s .  The I n t e rna t i ona l  Bauxi te Assoc ia t ion 
( I B A )  c a r t e l  has been formed based on NEO concepts t o  emulate 
t h e  OPEC c a r t e l .  IBA  i s  un l ike ly  t o  be as success fu l  as OPEC 
over a s i g n i f i c a n t  per iod.  Re la t i ve  t o  baux i te  needs,  t h e r e  
a r e  t o o  many a l t e r n a t i v e  sources and supp l i es  of baux i te ,  and 
a l s o  of a l t e r n a t i v e  aluminous o res ,  f o r  t h e  c a r t e l  t o  con t r o l  
supply and p r i ce .  





The B a u x i t e  C a r t e l  i n  t h e  

New I n t e r n a t i o n a l  Economic Order  -- 

1 . N e w  Economic Order .  A N e w  I n t e r n a t i o n a l  Orde r  h a s  been 
emerg ing  s i n c e  World War 11, e s p e c i a l l y  i n  more r e c e n t  y e a r s .  
I n  t h e  less deve loped  c o u n t r i e s  (LDCs) t h e  w o r l d  o v e r ,  by coups  
and  r e v o l u t i o n s ,  and less f r e q u e n t l y  by d e m o c r a t i c  v o t i n g  
p r o c e s s e s ,  new governments,  u s u a l l y  w i t h  r i g h t  or r a d i c a l  l e f t  
- (most ly  l e f t )  v iews,  have t a k e n  over - - in  A f r i c a ,  A s i a ,  and 
L a t i n  Anerica. R e s i d e n t  c o l o n i a l  powers have v o l u n t a r i l y  
d e p a r t e d  o r  have been e v i c t e d .  The s u p e r  powers have u s u a l l y  
n o t  i n t e r f e r e d  g r e a t l y  w i t h  t h i s  p r o c e s s ,  p r i m a r i l y  because  o f  
s t a l e m a t e  and d e t e n t e .  

Xew n a t i o n s  j o i n e d  t h e  UN, and began t o  e x e r c i s e  t h e i r  UN 
powers o f  e x p r e s s i o n  and t o  v o t e .  They formed c o a l i t i o n s  
under  s u c h  names a s  T h i r d  World and Non-al igned N a t i o n s .  They 
began t o  e x p r e s s  themse lves  i n  c o n c e r t ,  i n  t h e  UN Assenb ly  o r  
a t  o t h e r  c o n f e r e n c e s .  They r e p r e s e n t  a  v a s t  m a j o r i t y  o f  t h e  
UN G e n e r a l  Assembly. T h e i r  basic t h r u s t  i s  t h a t  t h e y  want  an  
end t o  t h e  p r e s e n t  i n t e r n a t i o n a l  o r d e r  o f  unequa l  p o l i t i c a l  and 
economic power among n a t i o n s .  They want  a  r e d i s t r i b u t i o n  o f  
power and w e a l t h .  T h e i r  j u s t i f i c a t i o n  i s  s u g g e s t e d  by t h e  
terms t h e y  u s e ,  s u c h  a s  f a i r n e s s ,  j u s t i c e ,  e q u i t y  and m o r a l i t y .  
The e x i s t i n g  e v i l  i s  s u g g e s t e d  by such  terms as power, i m p e r i a l -  
i s m ,  c o l o n i a l i s m ,  e x p l o i t a t i o n ,  and unequa l  exchange.  

I n  1973-1974, t h e  Mew Economic Order ( N E O ) ,  t h e  ma jo r  
e lemen t  o f  t h e  New I n t e r n a t i o n a l  Orde r ,  r e c e i v e d  g r e a t  impe tus .  
I t  was g i v e n  s p e c i f i c i t y ,  form, and f o r c e  i n  t h e  e x e r c i s e  o f  
s t r o n g  carte l  power by OPEC, t h e  c a r t e l  o r g a n i z a t i o n  o f  t h e  
Pe t ro leum E x p o r t i n g  C o u n t r i e s .  Here, s t a r k l y  v i s i b l e  t o  t h e  
L e s s  Developed C o u n t r i e s  (LDCs), was e v i d e n c e  t h a t  t h e y  were 
n o t  engaged mere ly  i n  w i s h f u l  t h i n k i n g .  They c o u l d  demand 
and,  by  p o l i t i c a l  and economic a c t i o n  w i t h  r e s p e c t  t o  t h e i r  
n a t u r a l  r e s o u r c e s ,  f o r c e  t h e  r e d i s t r i b u t i o n  o f  economic power 
and w e a l t h  t o  which t h e y  a s p i r e d .  

2 . D e c l a r a t i o n s .  I n  p o l i t i c a l  c o n c e r t ,  f o l l o w i n g  t h e  
d e m o n s t r a t i o n  o f  OPEC power, t h e  LDCs and t h e  DCs who fo l l owed  
them g l e e f u l l y  or  unhapp i l y  a c t e d  i n  t h e  G e n e r a l  Assembly. 
They a d o p t e d  t h e  C h a r t e r  o f  Economic R i g h t s  and D u t i e s  o f  s t a t e s *  
on December 1 2 ,  1974,  by a v o t e  o f  120  i n  f a v o r  and s i x  a g a i n s t ,  
w i t h  10 a b s t e n t i o n s .  I q u o t e ,  emphas iz ing  r e s o u r c e s  p r o v i s i o n s :  

* ~ c s o l u t i o n  3281, 2 9 t h  UN Genera l  Assembly, 12  December 1374. 



" . . . i t  is  a fundamental purpose o f  t h i s  
C h a r t e r  t o  promote t h e  es tab l i shmen t  o f  
t h e  new i n t e r n a t i o n a l  economic o rde r . . .  
Every S t a t e  has  and s h a l l  f r e e l y  e x e r c i s e  
f u l l  permanent sove re ign ty ,  i n c l u d i n g  
possess ion ,  use and d i s p o s a l ,  o v e r  a l l  
i t s  wea l th ,  n a t u r a l  r esou rces  and economic 
a c t i v i t i e s .  Each S t a t e  h a s  t h e  r i g h t :  
( a )  To r e g u l a t e  and e x e r c i s e  a u t h o r i t y  
o v e r  f o r e i g n  investment . .  . (b) To r e g u l a t e  
and supe rv i se  t h e  a c t i v i t i e s  o f  t r a n s n a t i o n a l  
c o r p o r a t i o n s  ... (c) To n a t i o n a l i z e ,  e x p r o p r i a t e ,  
or t r a n s f e r  ownership o f  f o r e i g n  p r o p e r t y ,  
i n  which case a p p r o p r i a t e  compensat ion should  
be p a i d  by t h e  S t a t e  adop t ing  such measures, 
t a k i n g  i n t o  account  i t s  r e l e v a n t  laws and 
r e g u l a t i o n s  and a l l  c i rcumstances t h a t  t h e  
S t a t e  cons ide rs  p e r t i n e n t .  I n  any case 
where t h e  q u e s t i o n  o f  compensation g i v e s  
r i s e  t o  a con t roversy ,  it s h a l l  be  s e t t l e d  
under t h e  domest ic  laws o f  t h e  n a t i o n a l i z i n g  
S t a t e  and by i t s  t r i b u n a l s  ... A l l  S t a t e s  
have t h e  r i g h t  t o  a s s o c i a t e  i n  o r g a n i z a t i o n s  
o f  pr imary commodity producers  ... Corres- 
pondingly a l l  S t a t e s  have t h e  du ty  t o  r e s p e c t  
t h a t  r i g h t  ... S t a t e s  s h a l l  t ake  measures 
aimed a t  secu r i ng  a d d i t i o n a l  b e n e f i t s  f o r  
t h e  i n t e r n a t i o n a l  t r a d e  of  deve lop ing 
c o u n t r i e s  ... a ba lance  more f a v o r a b l e  t o  
deve lop ing c o u n t r i e s  ... measures des igned 
t o  a t t a i n  s t a b l e ,  e q u i t a b l e ,  and remunerat ive  
p r i c e s  f o r  pr imary p roduc ts . "  

The "Dakar Dec la ra t i on "  o f  t h e  February 3 - 8 ,  1975, Con- 
f e rence  of  Developing Count r ies  on R a w  Materials s t a t e s : "  

".. .1. The p r e s e n t  s t r u c t u r e  o f  i n t e r n a t i o n a l  
t r a d e ,  which had i t s  o r i g i n s  i n  i m p e r i a l i s t  
and c o l o n i a l i s t  e x p l o i t a t i o n ,  and which h a s  
con t inued  i n  f o r c e  up t o  t h e  p r e s e n t  day ... 
needs t o  be rep laced  by a new i n t e r n a t i o n a l  
economic o rder . . .  A powerfu l  weapon which 
t h e  deve lop ing c o u n t r i e s  can use t o  change 
t h i s  state o f  a f f a i r s  is  t o  defend t h e i r  n a t u r a l  
r esou rces  ... by combining t h e i r  fo rces . . . .  
22.  The i n e q u i t i e s  and weaknesses o f  t h e  
p r e s e n t  economic system a r e  p a r t i c u l a r l y  
g l a r i n g  i n  t h e  conduct  o f  wor ld t r a d e  i n  raw 
m a t e r i a l s .  Those who c o n t r o l  t h e  l e v e r s  o f  
t h e  p r i c e  mechanism have s u c c e s s f u l l y  den ied 
t o  t h e  p roducers  o f  a number of  raw m a t e r i a l s  
t h e i r  due p r o f i t  from t h e i r  l a b o r  and from 

* i n :  UN-ECOSOC document E/AC.62/6 o f  15 A p r i l  1975 



t h e i r  n a t u r a l  endowment, whi le  they them- 
s e l v e s  have cont inued t o  make excess i ve  
p r o f i t s  by charg ing high p r i c e s  f o r  t h e  
f i n i s h e d  products .  " 

There have been f u r t h e r  d e c l a r a t i o n s ,  meet ings,  and 
i n s t i t u t i o n s .  A t  p r e s e n t  t h e r e  are f ou r  Conferences on I n t e r -  
n a t i o n a l  Economic Cooperat ion (CIEC)  meeting i n  Paris and else- 
where, u n t i l  t h e  end of  1976, concerned w i th  energy,  raw 
m a t e r i a l s ,  f inance,  and development. 

The Nai rob i  Conference completed i n  May 1976 has  had 
s ta temen ts  t h a t  n a t u r a l  resources a r e  t o  be used t o  r e d i s t r i b u t e  
t h e  wor ld ' s  weal th  and income, promote j u s t i c e  and e q u i t y ,  b r i n g  
f a i r n e s s  t o  t h e  conduct o f  economic t r a d e ,  e t c .  The US Secre ta ry  
of S t a t e  has  proposed an I n t e r n a t i o n a l  Resources Bank t o  p rov ide  
investment funds t o  t h e  LDCs f o r  t h e i r  n a t u r a l  resources .  
Other measures a r e  t o  prov ide f o r  morator ia  o r  c a n c e l l a t i o n  o f  
LDC d e b t s ,  which have s h o t  upward due t o  f i ve - fo ld  i n c r e a s e s  i n  
o i l  p r i c e s  and i n f l a t i o n ;  t o  f inance b u f f e r  s t o c k s ,  i n  o r d e r  
t o  improve markets f o r  LDC expor te rs  o f  r a w  materials; and t o  
t r a n s f e r  technology t o  t h e  LDCs. 

L e t  us  cons ider  t h e  s imple magnitude of  t h e  OPEC achievement. 
I n  1974, t h e  OPEC LDCs produced and expor ted about  11 b i l l i o n  
b a r r e l s  of o i l .  A t  t h i s  ou tpu t  l e v e l  and t h e  p r i c e s  and t e r m s  
of 1972, t h e  g ross  r o y a l t i e s ,  t a x e s ,  l e v i e s ,  and wage payments 
t o  t h e  LDCs- - i . e . ,  t h e  OPEC n a t i o n a l  g r o s s  benef i ts--would have 
t o t a l e d  perhaps $11 b i l l i o n s . *  I n  1974, t h e  a c t u a l  f i g u r e  
exceeded $100 b i l l i o n s .  The OPEC n a t i o n s  simply r a i s e d  n e t  
s e l l i n g  p r i c e s  o f  o i l  from about $2 t o  about $12 and r e t a i n e d  
t h e  ga in .  

Moreover, t h e  OPEC members have used smal l  amounts of t h e i r  
revenue ga ins  t o  buy o u t  t h e  o i l  companies a t  n e t  book va lue  o r  
less, f a r ,  f a r  below market va lue.  A t  t h i s  p o i n t ,  t h e  mu l t i -  
n a t i o n a l  companies ( M N C s )  produce and buy t h e  o i l  a t  about $12 
a b a r r e l ,  f o r  a p r o f i t  much below $1 a b a r r e l .  The remainder 
o f  t h e  sales revenues o f  more than $11 a b a r r e l  f lows t o  t h e  
o i l  expo r t i ng  n a t i o n s .  A f i g u r e  of less than $ 1  a b a r r e l  covers  
t h e  domestic c o s t  o f  exp lo ra t i on ,  development, and product ion t o  
t h e  OPEC members on t h e i r  n a t i o n a l i z e d  p r o p e r t i e s .  

The 10-fo ld i n c r e a s e  i n  o i l  revenues which f low t o  t h e  
r e s p e c t i v e  governments could  r a d i c a l l y  improve c a p i t a l  i nves t -  
ments i n  i n f r a s t r u c t u r e ,  producer du rab les ,  educat ion ,  m i l i t a r y  
s t r e n g t h ,  and o t h e r  t h i n g s  which t h e  LDCs d e s i r e .  

I t  i s  t h i s  demonstrat ion o f  "raw m a t e r i a l s  power" which is 
e x c i t i n g  and d r i v i n g  t h e  governments of  t h e  mater ia ls -expor t ing  
LDCs. I n  a s i n g l e  y e a r ,  fo l lowing t h e  1973 and 1974 o i l  p r i c e  

* A l l  d o l l a r  f i g u r e s  i n  t h e  paper a r e  US. 



rises, some o f  t h e  o i l  producing LDC n a t i o n s  have jumped ove r  
m o s t  of t h e  wor ld t o  j o i n  t h e  r i c h  n a t i o n s .  

3.IBA Formation. I n  t h i s  con tex t  o f  OPEC example and Mew 
Economic Order t h r u s t ,  commodity c a r t e l s  have b u r s t  i n t o  be ing  
o r  been renewed: copper,  c o f f e e ,  t i n ,  b a u x i t e ,  and o t h e r s .  

- 

Among t h e s e  is t h e  I n t e r n a t i o n a l  Baux i te  Assoc ia t i on  ( IBA)  , 
which is headquar te red  i n  Jamaica. W e  are concerned h e r e  w i t h  
t h e  impact  on aluminum and b a u x i t e  markets  o f  t h e  IBA c a r t e l  
and i ts  nembers on t h e  developed c o u n t r i e s .  The I B A  was formed 
i n  1974 by Jamaica,  Surinam, Guinea, Guyana, A u s t r a l i a ,  S i e r r a  
Leone and Yugoslav ia.  Subsequent ly  it has  e n r o l l e d  Dominican 
Republ ic ,  H a i t i ,  Ghana, and Indones ia .  The I B A  and i ts  members 
have t h e  o b j e c t i v e  o f  c o n t r o l l i n g  raw m a t e r i a l  s u p p l i e s  and 
g r e a t l y  i n c r e a s i n g  t h e i r  n a t i o n a l  r e t u r n s .  

The c a r t e l  members produce 85% of t h e  w o r l d ' s  market  supp ly  
o f  t r o p i c a l  b a u x i t e ,  t h e  ore from which aluininum i s  c u r r e n t l y  
produced. A two-stage p rocess  ( b a u x i t e  o r e  t o  alumina,  alumina 
t o  aluminum) reduces  4 o r  5 t o n s  o f  o r e  t o  1 t o n  o f  aluminum. 
Other  somewhat less concen t ra ted  aluminous o r e s ,  n o t  now i n  
s i g n i f i c a n t  use ,  a r e  a l t e r n a t i v e s  t o  t r o p i c a l  baux i t e .  Among 
t h e s e  a r e  a n o r t h o s i t e ,  a l u n i t e ,  dawsoni te ,  k a o l i n  c l a y ,  and 
l a t e r i t e  b a u x i t e .  

4.Bauxite Market. The economic magni tudes i n  t h e  b a u x i t e  
and aluminum i n d u s t r i e s  are n o t  l a r g e  enough for  s i m i l a r  enormous 
t r a n s f e r s  o f  wea l t h  from t h e  DCs t o - t h e  IBA c a r t e l  members. 
The IBA  members produce abou t  60 m i l l i o n  t o n s  o f  t h e  b a u x i t e  a  
year .  T h i s  i s  abou t  85 p e r c e n t  o f  t h e  supp ly  t o  a l l  of t h e  
market economies o f  t h e  wor ld.  Before  c a r t e l  i n t e r v e n t i o n s ,  
t h e  va lue  ( f . 0 .b . )  w a s  about  $0 -6 b i l l i o n .  T h i s  compared w i t h  
t h e  va lue  o f  o i l  expo r ted  by OPEC c o u n t r i e s  b e f o r e  t h e i r  1973 
c a r t e l  i n t e r v e n t i o n  o f  more t han  $20 b i l l i o n ,  more t han  30 t i m e s  
a s  l a r g e .  Measured i n  any meaningfu l  economic way, t h e  OPEC 
ou tpu t  and economic o p p o r t u n i t y  dwarf t h e  I B A .  A view t h a t  an 
I B A  c a r t e l  might  produce e f f e c t s  comparable i n  magnitude t o  
OPEC's achievement is i n c o n s i s t e n t  w i t h  t h e  r e l a t i v e  v a l u e s  o f  
pet ro leum and b a u x i t e .  

Iiowever, i f  we p u t  a s i d e  such g rand iose  n o t i o n s ,  w e  a r e  
l e f t  w i t h  q u i t e  impo r tan t  q u e s t i o n s  on r e c e n t  and p r o s p e c t i v e  
e f f e c t s  o f  t h e  b a u x i t e  c a r t e l .  

5 .Bauxi te C a r t e l .  W e  immediately r u l e  o u t  q u e s t i o n s  o f  
economic wa r fa re  i n  t h e  form o f  t o t a l  embargoes, which would 
c r e a t e  major  sho r t - t e rm  supp ly  d i s r u p t i o n s  o f  more t han  momentary 
n a t u r e  to  t h e  developed c o u n t r i e s .  Embargoes would be 
economical ly  s e n s e l e s s ,  indeed coun te r -p roduc t i ve .  

The sou rces  o f  1974 b a u x i t e  p roduc t ion  a r e  shown i n  t h e  



f o l l o w i n g  t a b l e .  A u s t r a l i a  would n o t  engage i n  such  behav io r ;  
i t goes  beyond t h e  bounds o f  cartel  man ipu la t i on  t o  raise p r i c e s  
and revenues ,  and r e s u l t s  i n  z e r o  revenues .  

Baux i te  P roduc t ion .  1974 

I n  m i l l i o n  metric t o n s  

Cartel  members: 
A u s t r a l i a  
Jama ica  
Sur inam 
Guinea 
Guyana 
Yugos lav ia  
Dominican Repub l ic  
I ndones ia  
S i e r r a  Leone 
EIai ti 
Ghana 

O the r  market  c o u n t r i e s :  
USA 
France  
Greece 
I n d i a  
B r a z i l  
Ma lays ia  
O the r  

20 .1  
15.3 

7 . 1  
6.6 
3.2 
2.4 
1 .4  
1 . 3  

.7  

.7 

.4 

s u b t o t a l  59.2 

2.0 
2.9 
3.0 
1.1 

.7 

.9 

. 5  -- 
s u b t o t a l  11.1 

s-&total marke t  c o u n t r i e s  70.3 

Non-market c o u n t r i e s  
USSR 4 .3  
China .6 
Hungary 2.8 
~ o m a n i a  . 3  - 

s u b t o t a l  8.0 

T o t a l  wor ld  78.3 



Few i f  any LDC c o u n t r i e s  cou ld  de lude themselves t h a t  an 
emhargo, dur ing  which revenues f e l l  t o  ze ro ,  cou ld  be economica l ly  
u s e f u l .  (During t h e  o i l  "embargo" no-one s h u t  down o u t p u t .  
I t  was on ly  t h e  Arab c o u n t r i e s  which reduced o u t p u t  s l i g h t l y  
o r  moderate ly,  and then  f o r  p o l i t i c a l  purposes.  ) 

I t  would be economical ly  s u i c i d a l  f o r  any LDCs t h a t  d i d  
embargo. The aluminum companies have l a r g e  s t o c k s  and s o  does 
t h e  US government and perhaps o t h e r  governments. A s  d iscussed  
below t h e r e  a r e  a l t e r n a t i v e  sources  of s u p p l i e s .  These i nc lude  
i nc reased  s u p p l i e s  from o t h e r  c o u n t r i e s  n o t  engaged i n  embargo; 
i nc reased  ou tpu t  from US b a u x i t e  rese rves ;  emergency use  o f  US 
l a t e r i t e  baux i t e ;  a c c e l e r a t e d  s c r a p  c o l l e c t i o n ;  temporary 
s u b s t i t u t i o n s  f o r  aluminum i n  common end p roduc ts  such a s  
b u i l d i n g  m a t e r i a l s ,  c o n t a i n e r s ,  wrappings. I do n o t  say  t h a t  
i n d u s t r y  and government o f f i c i a l s  shou ld  n o t  under take 
economical p repa ra to ry  measures which a r e  a p p r o p r i a t e  f o r  
es t ima ted  shor t - te rm supply con t i ngenc ies?  however u n l i k e l y .  
However, t h i s  is n o t  my i n t e r e s t  here .  

6 . C a r t e l  Member Act ions.  Jamaica emerged a s  t h e  l e a d e r .  
Immediately fo l low ing  c a r t e l  format ion i n  e a r l y  1974, and a f t e r  . 
s e v e r a l  months of  f r u i t l e s s  n e g o t i a t i o n s  w i th  r e l u c t a n t  companies, 
Jamaica took u n i l a t e r a l  "new economic o rde r "  a c t i o n s .  It 
n a t i o n a l i z e d  a l l  l and  and a l s o  o t h e r  aluminum company p r o p e r t i e s  
which were n o t  c u r r e n t l y  be ing  u t i l i z e d  i n  b a u x i t e  o r  alumina 
p roduc t ion  o r  t r a n s p o r t a t i o n ;  n a t i o n a l i z e d  5 1  p e r c e n t  o f  t h e  
bauxi te-a lumina companies; p a i d  f o r  t h e s e  w i t h  l ow- in te res t  
s e r i a l  n o t e s ,  which are t o  be p a i d  from company revenues;  took 
c o n t r o l  o f  b a u x i t e  p r i c e s ;  and imposed b a u x i t e  t a x  levies 
indexed t o  aluminum i n g o t  p r i c e s  i n  t h e  US, r e t r o a c t i v e  to  t h e  
beg inn ing of 1974. The o t h e r  LDCs qu ick l y  fo l lowed Jama ica ' s  
l e a d  i n  imposing a  l evy  and some of  them on o t h e r  measures a s  
w e l l .  Th is  a l l  occur red  w i thou t  formal a c t i o n s  by o r  agree- 
ments w i t h i n  IBA.  

I t  should  be noted t h a t  Jamaica is  by f a r  t h e  l a r g e s t  
s u p p l i e r  of b a u x i t e  ( i n  form of baux i t e  and p rocessed  i n t o  
alumina) t o  t h e  US. US dependence on Jamaica and on t h e  
Caribbean c o u n t r i e s  i s  very  h igh.  

One major e f f e c t  o f  t h e s e  a c t i o n s  was a  ve ry  l a r g e  g a i n  i n  
revenues by t h e  LDC c a r t e l  members, from impos i t ion  o f  t h e  levy .  
I f  p rev ious l y  t h e  t a x  was $ 1  t o  $24 a ton ,  it has  now gone t o  
$6 t o  $15 a  t on .  I f  t h e  l e v y  g a i n  a s  a c t u a l l y  en fo rced  is  an 
average o f  $8 a t on ,  t hen  t h e  LDC baux i t e  p roducers  are r e c e i v i n g  
more than  $300 m i l l i o n  a yea r  from u s e r s  o f  b a u x i t e  i n  t h e  DCs.  
Ucyond t h i s ,  t h e  LDCs have c u t  themselves i n  on a  p r o f i t  stream, 
which may t o t a l  ano the r  $50 m i l l i o n  o r  p o s s i b l y  more. 



7.Bauxi te Markets.  The c l a s s i c  c a r t e l  problem i s  t o  r a i s e  
p r i c e s  and t h e n  amicably  t o  s h a r e  t h e  s a l e s .  The c a r t e l ,  
f o rma l l y  o r  i n f o r m a l l y ,  o r  by fo l l ow ing  a l e a d e r ,  creates a 
h i g h e r  p r i c e  l e v e l .  A t  t h i s  h i g h e r  p r i c e  l e v e l ,  some o f  t h e  
members would l i k e  t o  se l l  more t h a n  t h e y  are s e l l i n g .  A l s o ,  
t h e  non -ca r t e l  f r i n g e  s u p p l i e r s  would l i k e  t o  se l l  more. 
They can do t h i s  o n l y  by "shad ing"  t h e  p r i c e  o r  l e v y  or o t h e r  
terms. Such p r i c e  shad ing ,  however, c u t s  i n t o  t h e  sales 
volume o f  t h e  o t h e r  car te l  members. I f  t h e  carte l  l e a d e r s  
accep t  t h e  r e d u c t i o n s  i n  t h e i r  sales, t h e y  p r e s e r v e  t h e  carte l .  
I f  t h e y  c u t  p r i c e s  t o  t r y  t o  ma in ta i n  volume and  o t h e r s  also 
c u t ,  a  p r i c e  w a r  may deve lop,  and t h e  carte l  f a i l s .  

What h a s  happened t o  p r i c e s  and sales o f  b a u x i t e  i s  n o t  
e a s y  t o  de te rm ine .  There  is  no s i g n i f i c a n t  spot market  f o r  
b a u x i t e .  The r e a l - l i f e  s i t u a t i o n  is  comp l i ca ted  by long- term 
c o n t r a c t s  w i t h  q u i t e  comp l i ca ted  p r i c e  fo rmu lae ,  p e n a l t i e s ,  
bonuses,  o f f s e t s ,  t a x  l e v i e s  and i n c e n t i v e s ,  etc.  The b a u x i t e  
market i s  a long- term c o n t r a c t  market ,  i n  p a r t  because  t h e  
alumina p l a n t s  are s p e c i a l i z e d  t o  one o r  a n o t h e r  o f  two main 
t ypes  o f  b a u x i t e ,  and are f u r t h e r  adap ted  t o  c h a r a c t e r i s t i c s  
o f  t h e  p a r t i c u l a r  b a u x i t e  w i t h i n  each  t ype .  F u r t h e r ,  t h e  
b a u x i t e  r e a l - l i f e  s i t u a t i o n  has  t h e  b a u x i t e  buyer  i n  t h e  
p o s i t i o n  o f  owner - inves to r  i n  t h e  b a u x i t e  mine. The buye r  who 
h a s  sunk inves tmen t  i n  a b a u x i t e  mine f e e l s  less f r e e  t o  buy 
cheaper  e l sewhere ,  p a r t i c u l a r l y  i f  he  i s  h o l d i n g  ser ia l  n o t e s  
whose i n t e r e s t  and l i q u i d a t i o n  payments depend on h i s  company 
s a l e s .  These comp l i ca t i ons  make t h e  economic d a t a  and a n a l y t i -  
c a l  t a s k  more d i f f i c u l t  t h a n  i f  t h e  market  w e r e  s p o t  and  p r i c e s  
e a s i l y  v i s i b l e .  

8 .Baux i te  P r i c e s .  The p r i c e  ev i dence  which I have been 
a b l e  t o  f i n d  i s  t h a t  p r i c e  s h a d i n s  r e l a t i v e  t o  J a m a i c a ' s  l e a d  
i s  o c c u r r i n g  i n  s e v e r a l  forms. r?he t a x  l e v y  which Guinea h a s  
imposed i s  $6.50 a t o n ,  r e l a t i v e  t o  $15 a  t o n  i n  t h e . J a m a i c a  
formula.  G u i n e a ' s  b a u x i t e  is  h i g h e r  g rade  t h a n  Car ibbean,  
b u t  more d i s t a n t  from t h e  US. Gu inea 's  l e v y  r e p r e s e n t s  p r i c e  
shad ing  r e l a t i v e  t o  t h e  s i t u a t i o n  b e f o r e  Jamaica made i t s  
l e a d e r s h i p  move. 

A u s t r a l i a ,  t h e  most d i s t a n t  s u p p l i e r ,  b u t  t h e  w o r l d ' s  
l a r g e s t  o f  lesser g rade  b a u x i t e s ,  is  p r i ce - shad ing  i n  t h e  same 
sense ,  s i n c e  it h a s  no l e v y  (a l though  one  o f  i t s  b a u x i t e  s t a t e s ,  
Queens land,  has  a  l e v y  o f  $.50 t o  $1.50 a  t o n ) .  Guyana has  
two government-owned mines ( n a t i o n a l i z e d  from Alcan i n  1971 and 
Reynolds i n  1974) .  These do n o t  pay a  l evy  and t h e r e  i s  
ev idence  t h a t  t h e  d e l i v e r e d  p r i c e s  t o  US p o r t s  are l ower .  A 
r e c e n t  pe rcen tage  l e v y  agreement announced by Alcoa and Surinam 
is  6% o f  t h e  US r e a l i z e d  aluminum p r i c e ,  as compared w i t h  7ij% 
t o  8% i n  t h e  Jamaica fo rmula .  I ndones ia  a p p e a r s  t o  have 
shaded p r i c e  t o  Japan .  Jama ica ' s  p r e v i o u s l y  announced l evy  
was 8% f o r  t h i s  y e a r ,  b u t  t h e r e  have been r e p o r t s  t h a t  Jamaica 
has  been shad ing  i t s  own f i g u r e .  So much f o r  my d e t e c t i v e  



work on p r i c e s .  

9 . s a l e s .  What has  happened t o  s a l e s ,  p r e s e n t  and f u t u r e ?  
Large a r t u a l  r e d u c t i o n  of o u t p u t  i n  some car te :  members bec;use 
o f  i n c r e a s e s  i n  o t h e r s  i s  n o t  1 i k e l y : i n  b a u x i t e .  . 
t h e  companies have sunk investments I n  t h e  s e v e r a l  c o u n t r i e s  
t h e i r  alumina p l a n t s  a r e  adapted t o  f eed  s t o c k  and t h e  p r a c t i c e  
i n  t h e  aluminum i n d u s t r y  is  long-term supp ly  c o n t r a c t s  
Iiowever sma l l  d e c l l n e s  a r e  p o s s l b l e  And more important 
w e  should  s e e  t h e  c a r t e l  and i ts l e a d e r s  i n  d i f f i c u l t y  i f  w e  , a 

. . see s a l e s  and supp ly  expansion (t\ t 1s incremental supp ly  - .  and 
c o n s t r u c t i o n  o f  new c a p a c i t y )  o c c u r r i n g  i n  p a t t e r n s  d i f f e r e n t  
from t h e  p r i o r  s a l e s  and e x i s t i n g  c a p a c i t y .  Such ev idence ,  i n  
f a c t ,  is  appa ren t .  

The ev idence  on supp ly  changes is  f l imsy  b u t  sugges t i ve .  
I n  1975 , Jamaica appea rs  t o  have s u f f e r e d  minor o u t p u t  d e c l i n e ,  
Gesp i te  government e f f o r t s  t o  p reven t  it by s p e c i f y i n g  minimum 
o u t p u t  f o r  t a x  purposes.  Th i s  was p a r t l y  r e l a t e d  t o  t h e  
recessi:n a n d - d e c l i n e  i n  aluminum demand that.ye:, 
p a r t l y  t o  d i s a f f e c t i o n  by s e v e r a l  o f  t h e  aluminum companies 
ove r  what t hey  cons idered  a r b i t r a r y  government behav io r  

r a y  s t i l l  be)  
Jamaica t h e  Revere p l a n t  w a s  c l o s e d  f o r  a l eng thy  p e r i o d  (and 

Alcoa was s h u t  down f o r  a wh l l e  o n l y  p a r t l y  
f o r  t h e  o s t e n s i b l e  reason o f  worker d i s o r d e r  i n  t h e  p l a n t .  

. . 10.Capac i t i es .  What abou t  c a p a c i t y  expans ion? I f  t h i s  
i s  - no t  i n  t h e  p a t t e r n  o f  e x i s t i n g  c a p a c i t i e s ,  t h e n  it t e l l s  us  
that ,some countr:es a r e  ga in ing ,  o t h e r  c o u n t r i e s  a r e  n o t ,  and 
t h e  former are r e l a t i v e l y  unde rcu t t i ng  t h e  l a t t e r  i n  some way. 
The on l y  major expans ions programed and p lanned from 1973 t o  
1979 and f u r t h e r  expans ion contemplated f o r  t hose  c o u n t r i e s  
beyond t h a t  d a t e  a r e  described below ( i n  metric t o n s  o f  
b a u x i t e  p e r  annum) : 

Guinea : 
1973 4,055,000 
1976 9,155,000 
1979 12,155,000 ...................................... 
Contemplated f u r t h e r  + 13,000,000 

Australi;t7 
1976 20 065 OOO* 
1979 

17: 750:000 
20,065 r 000 * ...................................... 

Contemplated f o r  1980 + 11,200,000 

Contemplated, no d a t e  + 2,500,000 

* Produc t ion  i n  1974 



B r a z i l :  
1973 805,000 
19 76 1,126,000 
19 79 4,376,000 ..................................... 
Con ternplated + 6,000,000 

I n  Jamaica (and the,remainder o f  t h e  C r r i y b e a n ) ,  which 
took t:e ;ea: i n  t:e c a r t e l  and the.neyLecon;ic o r d e r  imposi -  
t i o n s  on t h e  m u l t i n a t i o n a l  companies (YNCs)  no expans ion  i s  
programed p lanned,  o r  c o n t e m ~ l a t e d  "he f avo red  a r e a s  a r e  
two o t h e r  c a r t e l  members Guinea and A u s t r a l i a  and a  non- 
member B r a z i l .  Lven i f  w e  add t h e  LDC c a s e s  of  s u h s t a n t l a l  
con tenp la ted  expa:sion where t h e r e  a r e  no  programs and p l a n s  
a c t u a l l y  i n  p l a c e  w e  on l y  have (metric t o n s  o f  b a u x i t e  p e r  
annum) . 

S i e r r a  Leone: contempla ted + 1,200 

Indones ia :  I1 + 2,000 

B r i t i s h  Solomon I s l a n d s :  I1 + 1,200 

1l.Company Investmen! Cr::;ria. Things seem n;t t o o  i d e a l  
f o r  t h e  o l i g o p o l y  l e a d e r s  we- l e d  t o  b e l i e v e  t h a t  t h e  
M.NCs view c a p a c i t y  expans ion i n  Jamaica and perhaps  o t h e r  
Car ibbean c o u n t r i e s  unfavorab ly  and t h a t  t h e y  view c a p a c i t y  
expans ion i n  Guinea,  A u s t r a l l a  and B r a z i l  f avo rab l y  Can w e  
const ru ; t  an  e x p l a n a t i o n ,  a d d i t i o n a ~  t o  p r i c e , ~ ~ a d i n g ,  o f  why 
and what t h i s  means r e l a t i v e  t o  t h e  c a r t e l  and i t s  l e a d i n g  
na t ions '  W e  t r y  t o  do t h i s  by comparing c o n d i t i o n s  f o r  
expans ion o f  c a p a c i t y  and supp ly  from Jamaica on t h e  one hand,  
w i t h  c o n d i t i o n s  f o r  Guinea, A u s t r a l i a ,  and B r a z l l  on t h e  o t h e r .  

. . Apar t  from p r i c e ,  t h e  companies'  i n t e r e s t s  I n  inves tment  
can be summarized i n  t h e  fo l l ow ing  two p r o p o s i t i o n s :  

. , -- 

( a )  Low r i s k  . They want assu rance  o r  
s e c u r i t y - - i . e  low r i s k  w i t h  r e s p e c t  
to  f u t u r e  b a u x i t e  supp ly  and t h e i r  
i nves tments .  

(b) Low inves tment .  A l l  i n d u s t r i a l  
companies a r e  e x p e r i e n c i n g  s t r i n g e n c y  
i n  c a p i t a l  funds.  The companies want 
t o  minimize d r a i n  on t h e i r  c a p i t a l  f o r  
t h e s e  new inves tments .  

12 .B isk  concern ing  :upply and t n v e s t m t s .  . For  t h e  major  
companies and t h e i r  v e r y  l a r g e  b a u x i t e  needs  t h e r e  i s  no p r a c t i c a l  
s p o t  n a r k e t  . The concern  f o r  assu red  long-term supp ly  rests on . . t h e  enornous "downstream inves tments  and economic a c t i v i t y  i n  



- 
alumina, aluminum, f ab r i ca t i ng  , e t c .  A l l  of t hese  p i vo t  on t h e  
a v a i l a b i l i t y  of t h e  baux i te  i npu t .  The smooth working o f  sev  
e r a 1  thousand d o l l a r s  of downstream investment and more than a 
thousand d o l l a r s  of downstream value added depend upon each ton  
of  aluminum content  i n  o re ,  which c o s t s  less than $50 t o  produce. 

The concern f o r  lowering r i s k  on investment i s  obvious. 
The US companies a r e  now h igh ly  concentrated i n  dependence on 
Jamaica f o r  supply . They a l ready  have some hundreds of  
m i l l i ons  of d o l l a r s  inves ted  i n  Jama:ca baux i te  ~ a c i l i t i e s .  
Recently t h e  companies have learned t h a t  t h e i r  fo;ign long- , 
term supply con t rac t s  and investments from LDCs have a much 
h igher  r i s k  element than they had thought be fore  I f  a l l  
fo re ign  coun t r i es  were equa l  i n  r i s k  they would now want t o  
d i ve r s i f y  t h e i r  supply c a p a c i t i e s  and investmen: Re la t ive ly  
t h e i r  baux i te  investments i n  Guinea and B raz i l  a r e  f a r  smal le r  
than i n  Jamaica I f  t h e r e  is  r i s k  of  breakage no t  a l l  t h e  
eggs should be i n  one basket .  

Apart from d i v e r s i f i c a t i o n ,  Guinea, B raz i l ,  and Aus t ra l i a  
might Jamaica be i s  viewed a young a s  democracy less ris:y i n  th;.Jamaica. p o l i t i c a l  un res t ,  Po:it:cally, tend lng  

toward La t i n  American s t y l e  Companies a r e  uncer ta in  where 
t h e  p o l i t i c a l  p ressures  from new economic o rde r  exci tement and 
o the r  fo rces  w i l l  push t h e  leaders  Gulnea is one pa r t y  
Marxis: "d Byazi l  one-party, m l h t a r y  Cons;rvatlve. 
may be more s t a b l e  p o l i t i c a l l y  than Jamaica and l e s s  forced 
by p o l i t i c a l  p ressures  i n  baux i te  dec is ions  Aus t ra l i a  Bz f  
course 1s n e l t h e r  LDC nor a new economic o rde r  f r e e  swinger. 
I t  has d iscarded t h e  S o c i a l i s t  government which was i n  power 
when Aus t ra l i a  jo ined t he  c a r t e l .  I n  genera l ,  t h e  MNCs view 
it a s  much s a f e r  i n  t h e i r  supply planning and investment, 
second only  t o  t h e  United S t a t e s  i t s e l f .  

Economically, Jamaica has a l ready  shown a b e l i e f  t h a t  her  
economic l im i t i ng  intere:t  supply i; ;o s;ueeze more revenu;.f;om bauxi;e by 

The o t h e r  t h r e e  countries have much l a r g e r  
rese rves  o f  baux i te  l r on  and o t h e r  resources They a r e  
embarked on decades-long programs f o r  expansion i n  t hese  
va r ied  minera ls  and o the r  n a t u r a l  resources  dependent i n  
s i g n i f i c a n t  degree on a cont inu ing  inf low o f  secure  fo re ign  
c a p i t a l  They depend on cont lnu lng MNC b e l i e f  t h a t  t h e  
investment c l imate  i s  favorable.  

13.1:vestm;n:. The conso r t i a  a c t i v i t i e s  i n  . . Gyinea, 
Aus t ra l i a  and B raz i l  o f f e r  a t t r a c t i v e  oppor tun l t l es  f o r  t h e  
ind iv idua l  aluminum MNCs t o  economize on investment a s  w e l l  
a s  improve s a f e t y  The use of l a r g e r  consor t i a  has increased 
i n  recen t  yea rs  reduclng s l z e  of  i nd i v idua l  investments and 
r i s k .  The enormous s i z e  of  t h e  baux i te  rese rves  i n , t h e . t h r e e  
coun t r i es  ~ ~ e r m i t s  t h e  consor t i a  l a rge r -sca le  economical 
opera t ions  I n  B raz i l ,  t h e  government is pu t t l ng  I n  q u i t e  
l a rge  investment funds i t s e l f ,  t hus  addlng t o  secu r i t y  and 



funds a r e  be ing 
c o u n t r i e s ,  t h e  
World Bank-IFC, 
have been 

They prov ide a "good housekeeping" s e a l  of  approval  f o r  MNC . Insurance from Ovrrseas P r i v a t e  Investment 
Corporat ion (OPIC)  i s  a v a i l a b l e  f o r  Guinea and B r a z i l  baux i te  
investments,  and i s  n o t  f o r  Jamaica a t  p r e s e n t  . The aggregate  
investment over  long-term purchase c o n t r a c t  arrangements i n  

and A u s t r a l i a  aDpear t o  o f f e r  more a t t r a c t i v e  
investment cond i t i ons ,  a s  we l l  a s  long-term supply s e c u r i t y ,  
than  Jamaica fo l lowing i ts  recen t  take-over and l evy  o rde rs .  

14.0pt ions.  There is  some evidence t h a t  t h e  companies . . a r e  I n  each i:cre:sing of  t h e  the). i n i t i a l  op t Ions ,beyond  arrangements i n  t h e  Guinea abov: di;rs;f;;"io;. B r a z i l  

A u s t r a l i a  f u r t h e r  s t a g e s  o f  expansion a r e  contemplated . . Very 
l a r g e  economical expansions I n  f u t u r e  c a p a c i t i e s  are p o s s i b l e  
i n  t h e s e  c o u n t r i e s  I n  numerous o t h e r  c o u n t r i e s  t h e  companies 
a r e  enga;ed,in r;ss,in;;nsive e;l~;;tlon,a;~,neg;~~;~~;;~~ , W e  
have found p r e s s  o r  j ou rna l  r e p o r t s  of  p o s s i b l e  f u t u r e  develop- 
ments i n  France Greece Yugoslavia Cameroon Ghana Guinea 
Malagasy Malawl Mali S i e r r a  Leone I n d i a  Indones ia  
Ph i l i pp ines  Turkey Costa Rica Dominican Republic H a i t i  US, 
B r a z i l ,  French Guiana, Guyana, A u s t r a l i a ,  B r i t i s h  Solomon I s l a n d s ,  
and F i j i .  

- 

. . 15.Non b a u x i t i c  Ores. The world volume of  h igh q u a l i t y  
baux i te  rese rves  i s  1"1 large;- hundreds of  yea rs  supply a t .  
p r e s e n t  r a t e s  of use The world volume of  aluminum i n  o t h e r  
o r e s  and c l a y s  i s  a hundred t imes g r e a t e r .  America i s  l a v i s h l y  
endowed wi th  t h e s e  o r e s  A s l n g l e  l easeho ld  of a n o r t h o s i t e  
which Alcoa r e c e n t l y  acqui red i n  Wyoming is  s a i d  to con ta in  
enough a l y i n u m  t o  s a t i s f y  ~ r l d  demand f o r  m o r e t h a n  5 0 y e a r s .  
Techniques f o r  e x t r a c t i n g  aluminum from a l t e r n a t i v e  o r e s  are 
w e  11 known The Sov ie t  Union produces some of  i ts  aluminum 
from one of  t h e s e  o res .  

The c a r t e l  problem i s  t h a t  such o r e s  a r e  another  l i m i t a t i o n  
on c a r t e l  a b i l i t y  t o  r a i s e  baux i te  p r i c e s  wi thout  l o s i n g  market. 

U n t i l  t h e  r e c e n t  doubl ing o r  t r e b l i n g  o f  baux i te  p r i c e s ,  
baux i te  had a c l e a r  advantage i n  c o s t  t o  produce alumina. Th i s  
is  why t h e  MNCs have p r e f e r r e d  baux i te  o ~ e r  o t h e r  ores. NOW, 
a t  p resen t  baux i te  p r i c e s  t h e  o t h e r  aluminum o r e s  a r e  becoming 
compet i t ive  i n  c o s t  A l l  of t h e  companies are now developing 
knowledge on t h e  economics of  r e f i n i n g  alumina from a l t e r n a t i v e  



. I n  a d d i t i o ,  t h e  US Bureau o f  N:nes i s  t e s t i n g  o u t s i x  
p r o c e s s e s  i n  a  j o i n t  r e s e a r c h  v e n t u r e ,  p a r t l y  f i nanced  by t h e  
companies. S e v e r a l  o f  t h e  company e f f o r t s  a r e  a t  s i z e s  j u s t  
below s m a l l  commercial s c a l e .  A f u l l - s i z e  p l a n t  t o  produce 
400 000 t o n s  o f  a lumina a y e a r  p l u s  500 000 t o n s  o f  fertilizer Ore: 
from a l u n i t e  i s  planned t o  be p u t  i n t o  c o n s t r u c t i o n  t h i s  y e a r  
o r  n e x t .  

. . The London-based Commodities Research Un i t  (CRU) h a s  
e s t i m a t e d ,  i n  a  November 1974 document f o r  OPIC, t h a t  t h e r e  
""1 be s e v e r a l  us.;lumi; "a;: i n  opera t io ;  by "80, based  
on a l t e r n a t i v e  ores and t h a t  t h e r e a f t e r  dome t l c  non-baux i te  
c a p a c i t y  w i l l  i n c r e a s e  r a p i d l y  CRU a l s o  s t a t e d  t h a t  Pech iney . . 
w i l l  probab ly  sw i t ch  t o  alternative o r e s  f o r  a l l  new capacities 
i n  France by 1980 i f  t h e i r  d+ p r o c e s s  test  p l a n t s  ( j o i n t  w i t h  
Alcan) a r e  s u c c e s s f u l .  - 

My own o b s e r v a t i o n  i s  t h a t  f i r m s  are r e l u c t a n t  t o  make 
d e f i n i t e  d e c i s i o n s  a t  t h i s  t i n e  t o  go t o  f u l l  s i z e  p l a n t s  f o r  
u t i l i z a t i o n  o f  o r e s  a l t e r n a t i v e  t o  b a u x i t e .  I h e s i t a t e  t o  . . d i f f e r  r ; l tn CRU which has  c l o s e  communication w i t h  and deep 
unders tand ing  o f  t h e  aluminum i n d u s t r y .  But s o  it a p p e a r s  t o  
lllC . 

Whilc t h c  t echn iques  f o r  produc ing from o t h e r  o r e s  a r e  
t h e  e c o n o n ~ i : ~  o f  c ~ m m e r c f a l ~ ~ o d u c t i o n  i n  l a r p e - s c a l e .  

p l a n t s  is n o t  
"Own: 

. To l e a r n  t h i s  l t  is  necessa ry  t o  b u i l d  ve ry  
sma l l  s c a l e  p l a n t s  t h e n  l a r g e r  ones  t hen  f u l l - s l z e  commercial 
p l a n t s .  I t  i s  a  b i g  commitment. Continued ;; l iance o; baux+te,;ffer; com;anies t h r e e . b i g s t  
advan tages .  Alumina from b a u x i t e  s t i l l  seems t o  be cheaper  
even thouqh much h i g h e r  t han  b e f o r e  1974 Over a  decade or 
r 110 re , .. a s  expe r i ence  i s  ga ined w i t h  non -baax l t l c  o r e s  on t h e  
" l e a r n i n g  cu rve  c o s t  t o  produce a lumina mlght f a l l  below co 
f r o ~ . b a u x i t e .  u t  f o r  t n e  f i r s t  

- - 

g e n e r a t i o n  of o r e ,  and 
alumina f a c i l i t i e s ,  t h e  c o s t  1s l i k e l y  t o  be moderate ly  h i g h e r .  
Prov ided i t  does n o t  g e t  caugh t  i n  a  b a u x i t e  p r i c e  squeeze , t h e  
l onge r  a  f i r m  can  w a i t ,  t h e  b e t t e r ,  p a r t i c u l a r l y  i f  it can 
l e a r n  from t h e  development e f f o r t s  o f  Bureau o f  Mines Alcoa,  

, Alcan, any N a t i o n a l  ;ou;hwire Ea r th  Sc;ences: , . . 
alumina p l a n t s  and non-baux l te  f a c i l l t l e s  

cons ide rab l y  l a r q e r  inves tment  funds t han  con t i nued  
and c a p i t a l  funds a r e  s h o r t  T h l r d  t h e  

may weaken and t h e  f u t u r e  p r i c e s  and 
may n o t  o n l y  n o t  i n c r e a s e  b u t  may f a l l  and 

With r e s p e c t  t o  non-bauxi te s o u r c e s ,  my o b s e r v a t i o n  is  
t h a t  t h e  corcpanies i n  g e n e r a l  a r e  t r y i n g  t o  " s t a y  l oose "  

There a r e  v a r j a t l o n s  among them, r e f l e c t i n g  t h e i r  
b a u x i t e  p o s i t i o n s ,  geography c a p l t a l  availability t e c h n o l o g i c a l  
c h a r a c t e r  , i n d u q t r y  p o s l t l o n  and e x p e c t a t l o n s  Some a r e  
deve lop inq  mini-commercial p l a n t s ,  o t h e r s  n o t -  Some a r e  



- 

a c q u i r i n g , p r o p e r r i e s .  . Except f o r  ':"h Sc iences  N a t i o n a l  
Southwire none h a s  y e t  made a major P l a n t  i nves tment  d e c i s i o n  . . 
And i n  t h a t  case  t h e  i n t e r e s t  is a s  much i n  f e r t l l l z e r  p r o d u c t s  
from t h e  j o i n t  p rocess  a s  i n  a lumina,  and a c t u a l  c o n s t r u c t i o n  
h a s  n o t  s t a r t e d .  - - 

16.US O i l  and Coal Depos i t s .  ----- A r e s e a r c h  a s s o c i a t e  
(Benjamin Woodbury) and I have done a p re l im ina ry ,  b r i e f  i n v e s  . . 
t i g a t i o n  r e l a t e d  t o  US non-baux l t l c  o r e s  i n  t h e  Western s t a t e s .  . . 
We i d e n t l f l e d  conce:ved. some of  t h e .  t h e s e  hypo thes i s  o r e s  a s  tl;at, l o c a t e d  n e a r  cheap  Western - 

f o r  new s u p p l i e s  o f  
an  energy  c o s t  advantage o f  a d j a c e n t  cheap c o a l  f o r  . . 

r e f i n i n g  and aluminum sme l t i nq  might  overcome a c o s t  
d i sadvan tage  o f  non-baux l t l c  o r e s .  Th l s  p o s s i b l e  energy  ore 
l o c a t i o n  advantage has  been s t reng thened  by energy  changes 
( g r e a t  i n c r e a s e  I n  011 pr l ;es,  t h e  d1sa;pearan;e o f  increme;;al 
cheap h y d r o e l e c t r i c  power i n  P a c i f i c  Northwest and TVA a r e a s  
d isappearance  o f  cheap g a s  i n  t h e  Gulf  Coast a r e a ,  and l a r g e  
p r i c e  i n c r e a s e s  i n  env i ronmenta l l y  a c c e ~ t a b l e  F a s t e r n  c o a l )  
by b a u x i t e  p r i c e  i n c r e a s e s  and by increased r i s k s  i n  f o r e i g n  
i nves tmen ts  i n  LDCs . - 

. . . . I f  o r  when US f i r m s  do move t o  u t l l l z a t i o n  o f  non b a u x l t l c  
U S  o r e s ,  i t seems t o  us  t h a t  l o c a t i o n  o f  some o f  t h e  a lumina 
and aluminum f a c i l i t i e s  a t  p l a c e s  o f  f avo rab le  co  a1 ,  o r e  , and 
transpor;;:ion.will becon I e economical:; advantacjeous. I f  t h i s  
occu r red  it would be a majo; r e l a t l v c  s h i f t  O' aluminum s;ltmc~ 
f a c i l i t i e s  which u n t i l  r e c e n t l y  have been l o c a t e d  I n  t h e  P a c i f i c  
;Jorthwest Gulf Coast ,  and Ohio Va l ley  They w e r e  o r i e n t e d  t o  
cheap power and convenience f o r  r e c e i p t  o f  A u s t r a l i a n  and 
Car ibbean b a u x i t e  o r  a lumina O p t i r  1 locations f o r  l n c r e  
menta l  f a c i l i t i e s  i n  t h e  aluminum i n d u s t r y  a r e  changing.  

', 

17. Summar2 --- 7 . n i t h o u t  formal  c a r t e l  a c t i o n ,  b u t  w i t h  c a r t e l  
communication and s p i r i t ,  t h e  LDC members have s t r o n g l y  Eollowed 
J ; m a i c a l e a d e r s h i p  new economic o r d e r  measures i n  revisi:g b a u x i t e  t a x e s  u y a r i  a n d I n  o t h e r  . The r e s u l t  has  been t o  doub le  
d e l i v e r e d  b a u x i t e  p r i c e s  and douSle t o  t r e b l e  f . o . b. p r l c e s .  
T'I? l e v i e s  and o t h e r  measures now r e t u r n  t o  t h e  governments 
amounts e q u a l  t o  "0% t o  200' o f  t h e  costs o f  p r o d ~ c t i o : ~ ~  
I ~ r t h e r ~ t l ~ e t a x i s  " indexed ( proport i0n;d) t; a Dc. ; n d u s t r i a l  
goods p r i c e  (aluminum i n q o t )  and i n  p r i n c i p l e  p r o v i d e s  some 
i n f l a t i o n  p r o t e c t i o n .  I n  e f f e c t ,  a  parameter  o r  convention l n  
t h e  b a u x i t e  market p l a c e  has  been changed Formerly 
conven t i ona l  t a x  w a s  $1  o r  $2 a t o n  o f  b a u x i t e  Now lt h a s  
become $6 t o  $12: e x c e p t  i n  A u s t r a l i a .  - O v e r a l l ,  t h l s  would 
appesr  t o  be a s l g n l f l c a n t  c a r t e l  group success .  

However, t h e r e  a r e  c l ouds  on t h e  c a r t e l  ho r i zon  . The 
absence o f  l evy  i n  A u s t r a l i a  has  moved A u s t r a l i a  from compe t i t i ve  
disadvanta:e because o f - t r a n s p o r t  d i r t a n c e t o  advantage i n  supp ly  
o f  alumina . . Guinea a l s o  h a s  a c q u l r e d  com.pet l t lve advantage by 
ic~poslncj  a s m a l l e r  l evy  Both A u s t r a l i a  and Guinea a r e  



i n c r e a s i n g  s a l e s  and r"ative 'ha; :' "he ~ r k e t ,  w h i l e  t h e  
Car ibbean members have approxin-rately c o n s t a n t  s a l e s  and 
d e c l i n i n g  ~ r ~ a r k e t  s h a r e .  F u r t h e r  very l a r g e  new r e s e r v e s  are 
be ing  developed f o r  s u ~ p l y  i n  3 r a z i l  which i s  n o t  a me~her of  
t h e  c a r t e l  and whose o b j e c t i v e  is  l a r g e  expans ions  o f  m i n e r a l s  
c a p a c i t i e s  and s u p p l i e s .  And.i: t l ~ e , w i n g s  i s  Cameroon: a 
p o t e n t i a l  Guinea-type compe t i t o r  I n  t h e s e  c i r cums tances  
Car ibbean d e s i r e s  f o r  f u r t h e r  i n c r e a s e s  i n  l e v i e s  and expans ions  
o f  o u t p u t  a r e  l i k e l y  t o  be f r u s t r a t e d  and marke ts  f o r  some o f  
t h e  c o u n t r i e s  may even d e c l i n e  Under t h e s e  p r e s s u r e s  l e v i e s  
may e r o d e ,  i f  t h e  c o u n t r i e s  t r y  t o  ho ld  o r  improve s a l e s .  . . 

I n  summary, l e v i e s  a r e  l i k e l y  t o  s t a y  where t h e y  a r e  . I f  
t hey  do n o t ,  it i s  more p robab le  t h a t  t h e y  w i l l  d e c l i n e  t han  
i n c r e a s e .  C a r t e l  o r  o l i g o p o l y  p r i c e  d i s c i p l i n e  seems very  weak 
The c a r t e l  may have a l r e a d y  had i t s  g r e a t  days .  

1 8 .  Conc lus ion.  - - The e s s e n t i a l  q u e s t i o n  is a s  fo l l ows :  
( i) assume t h e  p r e s e n t  c a r t e l - l e d  l e v i e s  

and p r i c e s ;  

(ii) assume growth i n  demand; 

(iii) assume f r i n g e  s u p p l i e r s  and some 
c a r t e l  members who a r e  i n c r e a s i n g  
o u t p u t  a;d! l f  necessa ry ,  

and 
shade; p r i c e  s i c n i f l c a n t l y  i n  o r d e r  to se l l  

( i v )  assume c a r t e l  l e a d e r s  who a r e  t r y i n g  
to  main ta i n  t h e  p r i c e ,  and a r e  w i l l i n g  
to  reduce o u t p u t  t o  do s o .  

W i l l  t h e  c a r t e l  l e a d e r s  reduce o u t p u t  s u f f i c i e n t l y  ( i v )  s o  t h a t  
t h e  f r i n g e  and o t h e r  member s u p p l i e r s  c a n  c l e a r  t h e i r  o u t p u t s  
w i t hou t  shad ing  p r i c e  s i g n i f i c a n t l y  ( i i i ) ?  

o I f  t h e  answer i s  yes ,  t h e  p r i c e  and 
t h e  c a r t e l  w i l l  ho ld  f i rm.  

o I f  t h e  answer is no ,  t h e n  c o m p e t i t i v e  
p r i c e  d e c l i n e s  w i j l  occur ;  and,  i f  n o t  
r e c t i f i e d  w i t h  a more s t a b l e  p r i c e  i n  
a r easonab le  t i m e  c a r t e l  power and 
i n f l u e n c e  w i l l  d i s s o l v e .  

I n  t h e  petro leurc c a s e ,  it has  been t r u e  f o r  s e v e r a l  yearIUt 
and appea rs  l i k e l y  f o r  ' , f e w  more t h a t S a u d i  Arab;, Kuwa:t and 
o t h e r s  are w i l l i n g  t o  reduce  o u t p u t  s u f f i c i e n t l y  ( i v )  t o  pe rm i t  
o t h e r  o i l  supp ly  and c o m p e t i t i v e  f u e l s  t o  se l l  o u t  a t  p r e s e n t  
c a r t e l  p r i c e s  or o n l y  moderate ly  lower I n  f a c t  t h e  c a r t e l  
r e a l  p r i c e  o f  o i l  has  been e roded  by a t h i r d  by i n f l a t i o n  
t h e  c a r t e l  i s  ho ld i ng  a t  t h e  money p r i c e .  

-- I n  t h e  b a u x i t e  c a s e ,  a l r e a d y  o t h e r  s u p p l i e r s  Guinea, 



A u s t r a l i a ,  B r a z i l ,  Guyana, and Indonesia--have undercut  Jamaica. 
And a l ready  Jamaica has apparent ly  reduced i t s  l evy  i n  an e f f o r t  

The prospec ts  a r e  f o r  ;re S U ~ P ~ Y  incre:ses 
than  t h e  l e a d e r s  can absorb i n  ou tpu t  reduc t ion  There i s  t o o  
much baux i te  rese rve ,  a t  t o o  many p laces  produc ib le  a t  t o o  low 
c o s t s  ""t i n  O1"'eo t o o  many na t i ons  which want revenues--to c o n t a i n  
supply a t  Jamaica 's  announced t a x  l e v i e s  I t  is beginn ing t o  
appear t h a t  t h e r e  may be t o o  much baux i te .ava i1ab le  even t o  
conta in  supply a t  moderately lower l e v i e s  And looming i n  t h e  
background are t h e  mammoth resources  o f  non-baux i t ic  aluminous 
o r e s ,  some of them l o c a t e d  near  low c o s t  energy resources .  

I n  conc lus ion,  t h e  baux i te  yroducing c o u n t r i e s  aye b e t t e r ,  
o f f  than they  w e r e  formerly i n  t h a t  improved t a x  l e v i e s  have 
now become somewhat convent ional  The cartel  i t s e l f  however 
seems t o  be r e l a t i v e l y  i n e f f e c t i v e  and poss ib l y  crumbling. 
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