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EXPLANATORY NOTE

Subject - - Comnun1catvon of the Comm1ss1on ‘to the Counc1L
) . regard1ng the pos1t1on of the Commun1ty as to’ an eventuaL 1nter-~
= o nat1onat agreement on: COPPER oo oo )

In v1ew of the thvrd UNCTAD preparatory meet1ng on copper in.
Januaty 1978 (S/1955/77), the Commzss1on presented a Communication to the -
. Council regard1ng "guidelines for 3 Community position with regard to the
preparatory work of UNCTAD for- an 1nterhat1onaL Conference on Copper ‘

. " Since that date and on. the ‘occasion of each one, of the ser1es of
UNCTAD meet1ngs on copper, - the ‘Commission reguLarLy informed ‘the Group.

~ MCommodities" " of the Council of its views on the. = very marked by now '=

" evolution of the situation {in the copper market and sector. Accord1ngLy
it does nodt consider useful again to set. out factual ‘data. Be it suff1c1ent
to recall -that. reLat1veLy t1ght suppL1es now have foLLowed a: very Long ’
.period of surpLus.i L . : ~

~

, - on the other s1de 9t s recaLLed that after numerous and reLat1veLy
',1mproduct1ve meet1ngs, the preparatory work on copper notably,set aside the
‘prospect to Limit oneself to the creation of a consultative body on copper
""in a first stage. Finally, a second. Interqovernmental Group of Experts on
Copper (2nd IGEC). will meet in Geneva from the 25th- of June and the 6th of
“July ; "its mandate: will’ be to _propose’ a reasoned seLect1on of measures :
. 'which could possibly. form the basis of an-international . agreement on copper, -
AA .seventh-preparatory meeting will meet in September 1979 at the Latest ’
“to appraise the findings and conclusions of the 2nd IGEC and make appfro=
: 'pr1ate recommendat1ons for the 1mpLementat1on of Conference ResoLut1on 93
(v w1th1n the caLendar of the Integrated Programme for Commod1t1es

‘ As is weLL known, the rev1sed twmetabLe of the Integrated Programme :
~ envisages' the ‘conclusion of the preparatory work on copper and the holding '
© of eventual negotiating: conferences of international commodity agreements .
"before .the end of 1979. It is known as well that the fifth UNCTAD presentLy
being held in Man1La will notably Look into the resuLts ach1eved by the '
'_Integrated Programme and 1nto 1ts contmuatwn° e ’

r o . oo C

. Under these c1rcumstances this pro;ect of a new Commun1cat1on on
copper proposes the outline of ‘an- agreement which,” in -our mind, should be .
" capable of being.accepted by ‘the developing producer countr1es without .
“being.in contradiction with the principles of 'market economy or 1nvoLv1ng?
-an excesswve burden for - the economy of the Commun1ty. o -

) -~ . P
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Intreduction

The'SiXth'Preparatory'Méeting on Copper set out the objectives of
intergavernmentat cooperation and ‘also estabLished a List of the. etemenis‘,‘
which mwght appear in an international’ arrangement as well as a non- .

'restr1ct1ve Ltist of relevant aspects and 1mpt1cat1ons.

In-the Light of the'above indicatjons, the Sixth-Preparatoryrﬁeeting
instruéted a second Intergovernmental Group of Experts -on-Copper (2nd
‘,IGEC)-tonCarry:out'a technical exam{nafion ofla;possibte agreement from

the'noint of view of effectiveness, cost and advantages; if the 2nd IGEC
is abte:to reaah,a‘conclusiqn.on(the most appropriate'neasures for
stabilization, at is also inﬁitéd ic éiﬁe an opinﬁon on the arrangements
“for 1mpLement1ng and adapt1ng those measures. The 2nd IGEC w1LL meet

from 26 June to 6 July and a Seventh Preparatory Meeting w1LL be heLd

"no later ‘than September®. This Llatter meeting witl have the task of .
.evaluating the results and concLusions of the-énd’iGECiand of formulating
- appropriate recommendations with a vieﬁ;fo the implementation of - _
,Resolutian 93(IV) wjthin'fheftimetable.for the Integrated Programme ‘for-. -
Comnoditfes. o . . o - R )
ce In the Comm1ss1on s op1n10n, the cL1mate and tenor of the discussions
of the Sixth Preparatory Meet1ng lead: to the concLus1on that the Commun1ty

position-in favour of s1mpLe consultat1ons between copper producers and

. . comsumers,. or even further, 1n favour of evolut1ve 1nternat1onal action

- 8. certawn to.meet with 1nsurmountabLe 1ncomprehen310n or even . host1L1ty
.whatever the merit of its ‘arguments. It should be recaLled, moreover,- S
that at the S1xth Preparatory Meet1ng the Commun1ty stated its '
read1ness to part1c1pate ina. construct1ve spirit in.a negot1at1ng

conference. if-there- was . a mutualLy acceptabte basis. for ‘an agreement

.on copper. . Lastly, the argument that- UNCTAD v m1ght eventuaLly make." e

gthe-rapid.convocat1on.of,a;conference-on copper,more.pLaus1bLe or .even- -

. politically inevitable, ‘cannot, it seems, be ruled out. ST
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' Gwven the t1metabte constra1nts, the Comm1ss1on therefore feeLs
'jthat the Communwty shoutd prepare itself now for any eventuaL1ty and ) )
ashoutd Look beyond the work of the 2nd IGEC in. Julyn It shouLd therefore,:;lv
.reach agreement on what 1t couLd regard as a pLaus1bLe formuta for an .
initial agreement on copper, that 1s a formuLa that couLd win. the supportffr,

Tﬂof the deveLop1ng country producers wh1Le at the same t1me pursuwng ‘as .

. weLL as poss1bLe the 1nterests of the Commun1ty.< C '_.‘} - _f‘

—— . - ,

To obta1n the support of the deveLop1ng country producers, it
appears to the Comm1ss1on to be unavo1dabty necessary to work from the
outset: aLong the LUines of stab1l1zat1on agreement w1th buffer stock1ng,
supported as a Last resort, by export- control.: “In counterpart to these
economic. etements, the agreement, wh1ch wouLd have appropr1ate resources
Cat 1ts d1sposaL, would owage the partwes to hold consuLtat1ons on the -

'cLosest poss1bLe bas1s and to ensure the necessary transparency of the

i

_copper sector at worLd LeveL

It 1s 1n th1s L1ght that the COmm1ss1on outL1nes here its refLex1ons

~
3

on the head1ngs 1n the nandate g1ven to the 2nd IGEC

- .. - - - B - . -

-For the sake of cLar1ty, the head1ngs of the mandate will be deaLt

wwth as foLLONS"

Market stab1L1zat1on and pr1ce range, pi 2 \,,‘:Vv ‘: e
Buffer stock1ng and pr1vate or strateg1c stocks, : ‘
.@Pract1caL arrangements and voLume of the buffer stock

1
2.
3
4, Regutat1on of exports (and/or product1on) T
5. Part1cuLar probtems of the deveLop1ng country producers,: :7‘f
6.

ObJect1ve of, and arrangements for, 1nternat1onat consuLtat1ons, ,

"1nst1tutwonat aspects;., - -;5

e .

F1nanc1at requirements; = o e T

8. Fwnanc1ng arrangements.

It w1LL be assumed that the data concern1ng the character1st1cs'

f of the copper sector and its present situation are known. The

'f,’COmm1ss1on feeLs it i's not- necessary to return to these aspects since

it recentLy reported on- them in deta1L and there have been no nptabLe‘

5ubsequent changes.' L S ~_gf T
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J 1. Market stability and price range o B : .;‘_f;

The tndicatorS'furnished'by pricesnprevaiting on the futures.

. markets, and notably the LME, are not contested in practice. In any
event, the Community would refuse to .interfere with their functioning.
"For this reason;\for the Community, market-stabitization would consist
,of the maintenance of. the price within a certain range around the Long-
term trend by. defend1ng a m1n1mum pr1ce and a max1mum price. It is a
true that the develop1ng country producers wouLd prefer the defence of a
m1n1mum price fixed on the basis of copper product1on costs, but th1s '

1dea is.-complicated by the diversity of the level "and structure of those

posts and. would therefore be o1ff1cult to appLy, 'Stab1L1zataon, in the .~

- manner in which it can be enVisaged, makes it necessary in principLe:

-~ to have a satisfactory évaluation of the price correspond1ng at a g1ven

~

moment to the Long—term trend'

- to determ1ne the quant1tat1ve reLat1onsh1p that ex1sts between the
Wwidth of the stab1L1zat1on range and the voLume of 1ntervent1on

A resources, iee. stock1ng resources, that are necessary..

it must be recogntzed that the, h1therto 1nadequate, qual1ty of -
the analysis. of the phenomena observed -on the market makes any such
evaLuat1ons very approx1mate. Quant1tat1veLy sat1sfactory evaLuattons ’

therefore seem to be a prtor condition for stab1l1zat1on.

It is neverthetess poss1bLe to avo1d th1s pr1or cond1t1on - wh1ch
would otherw1se prevent market stab1L1zat1on actuon in the present

circumstances = if:

’

- = there is no attempt to narrow the pr1ce range. excess1veLy,‘

.= a certa1n margin, of empr1c1sm and fLex1b1L1ty as regards the. management_-“

of the stab1L1sat1on resources is Left for the managtng body of the

agreement.

It is certa1nLy des1rabte that a poenbte agreement should meet
‘these two. cond1t1ons. In part1cuLar it can be maintained that to

-reduce the range below - 10% for exampte woutd depr1ve the market of Jts

o/
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roLe and accord1ngLy its s1gn1f1cance. In these circumstances, one . |
vcannot overemphas1se the need for" prec1s1on in the determ1nat1on of the

-

average stab1L1zat1on price- and the pro;ected voLume of ‘stock.

,‘,_ . - . .

o If neverthetess the f1x1ng of a pr1ce range as a reaL1st1cl
stab1L1zat10n ob;ect1ve were on exam1nat1on to appear an excess1veLy
:(deL1cate matter, thws wouLd not necessar1Ly mean abandon1ng ‘the 1deai

of action to ach1eve stab1L1zat1on, -In.order to avo1d the weLL known

: drawbacks of . a- badLy chosen or excess1vely wtde pr1ce range, ak ' '
examwnat1on couLd 1n1t1aLLy be made of the poss1b1L1ty of buffer stock'

operat1on cons1st1ng in buy1ng when the market is 4n contango (suppLy r

: -~ava1Lab1L1ty 51tuat1on) and seLL1ng when the market 1s_1n backwardat1on

'(scarcwty s1tuatwon). Thws s1mpLe rute! m1ght or m1ght not be comb1ned
: w1th the fixing of a very w1de safety range (eg --25%4). The ob3ect1ve
.wouLd in any case be to narrow the range: subsequently 1n the L1ght of

\

.the exper1ence acqu1red Co _' LT -

“5_2 Buffer stock1ng and pr1vate or strateg1c stocks

f The Commun1ty shouLd take note of the fact that, w1th pr1ce ‘ *fl
stab1szat1on as the ob;ectwve, the preparatory work has constantty
j1nd1cated buffer stock1ng as an essent1aL 1nstrument of that

stabwszat1on.-'

Iv 1s cLear that copper is part1cuLarLy su1tabLe for stock1ng and

Athat between product1on and con5umpt1on the known or est1mated stocks,,
.of whatever nature, have . aLways pLayed an- 1mportant roLe in the )
relat1onsh1p between suppLy and demand, e€a 1n the f1x1ng of the market

price.

e

) ' The Communwty shouLd therefore recogn1ze at the outset that any "
L'agreement on copper should ut1L1ze buffer stock1ng.\ Th1s be1ng said, |
buffer stock1ng pract1sed on a world scaLe does not 1pso facto remove’f27
\ “the problems Linked w1th ex1st1ng pr1vate and nat1onaL stocks but- can

’ Cin fact resuLt 1n ‘a. number of add1t1onaL problems,‘ The Commun1ty shouLd
}pay part1cular attent1on to the probLems that couLd arise from the fact

. that 1nternat1onal stock1ng, by creat1ng an 1LLus1on of secur1ty,



. might "induce private operators or. the members of the agreement»to reduce
aporeCTabty the LeveL of technwcaL or stra*eg1c stocks, and, more
.generaLLy, to pLay 1rrespons1bly w1th their stocks for specuLat1ve

purposes or s1mpLy to cope wwth ligquidity problems.

The buffer stocking arrangements wiL[ therefore need to ihcorporate
necessary Safety features to avoid the poss1b1L1ty of buffer stock1ng-
g1v1ng rise to secondary effects which are worse than those 1t is

des1gned to counteract.

7

3,‘Practical arrangements and volume of the buffer stock

- In the. course of the preparatory’work'carried out fo date, the
practical arrangements for buffer stocking have never been discussed

in deta1L.

. 1
It should be observed‘¥irst of atL‘that the'possibilities'are ejther
_international financing. and centralised stock management (international:
buffer stock) or a coordinated management of national stocks. This

‘qecond formuLa would appear at fxrst sight to’ have certain advantages,

' _notably:

- that of not, in'theory, requiring international financing;

- that of Leaﬁing to those who-run the national economies - who are in

the best poswt1on to see. how the d1ff1cuLt1es ar1s1ng from the
<1nteract1on of the ‘varieus types “of stock1ng (referred to above)’

can be avoided.in the local context - the respons1b1t1ty for fulfilling-

the buffer stock obligations incumbent upon their~country.-

However, it aLso has d1sadvantages, notabLy.

- recourse to 1nternat1onaL f1nanC1ng ‘bodies wouLd in any case be
1nev1tabLe to enable certa1n part1c1pants 1n the agreement,
part1cularLy the developing countr1es who were exper1enc1ng f1nanc1aL

'd1ff1cuLt1es, to honour the1r stock1ng obligations;

- ‘the coordwnated management of nat1onaL stocks i's necessarily

.cumbersome and . success. is. uncerta1n given a ‘market -as volatile.as,

the copper market. ,
-7.
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e Swnce the d1sadvantages seem to outwe1gh the advantages, the
Commun1ty shouLd,(1n the, Comm1ss1cn S op1n1on, decLare 1tseLf in favour
‘of 1nternat10nat f1nanc1ng and centraL1zed management of the buffer

stock

' The hypersensitivfty‘of the copper marketsimftitates, at least if-

one excludes the- hypothes1s of a structuraL‘depress1on of metaL pr1ces,

. 1n favour of non-excess1ve stock1ng, 1t be1ng understood that the

"‘,iwttl be necessary to exam1ne to what rules and\what spec1aL flex1b1l1ty

agreement should-. conta1n a prov1s1on whereby an 1ncrease 1n thesev~
resources could be con51dered 1n the L1ght of the c1rcumstances ' :
preva1L1ng. Moreover, in v1ew of the danger of the effect of 1LLusory
“;secur1ty, the buffer stock1ng mechanfsm shouLd not be g1ven excess1veLy
Large resources even to. Just1fy abandonvng recourse to any other type

-

. of measure for reasons of s1mpL1cvty or other reasons. -

,r. o - »" P ™ : _ . - g
In any event and 1n v1ew of the annuaL voLume of the 1nternat1onaL
"trade, resources correspond1ng to 500 000 tonnes. of - copper, or
‘approx1mately 10/ of that annuaL volume or 5. weeks trad1ng seem to be

approprtate if one bears 1n m1nd. u"

that buffer stock1ng 1s 1ntended to be in add1t1on to the stock1ng

: aLready pract1sed by pr1vate and pubL1c operators and not to repLace

t'/:‘.v'_:‘ :".'. -

o

that'SOO OOO tonnes in suppLementary stocks would at‘certa1n t1mes
: (eg the end of. 1973/beg1nn1ng of 1974) have been equ1valent to totaL
recorded world stocks,. ;- 1220 e : o

that 1t is. not 1ntended that buffer stock1ng should be the means of '

absorb1ng the surpLus 1n a cont1nu1ng s1tuat1on of overproduct1on,

3.
W

.

that 1t 1s~necessary to rema1n w1th1n acceptabLe f1nanc1aL comm1tment ,
L1m1ts. A . S - ‘ oo

+

The useé of the resources caLLs for .a number of comments. F1rstly, o

dur1ng ‘the runnfng in - per1od of an. 1n1t1aL agreement on copper, it Afﬂ;

(see 1. above) it wouLd be des1rabLe, or even" necessary, to: subJect
the buffer gock1ng operat1ons with a v1ew to avo1d1ng unexpected and
undes1rabLe effects.. : : ' '



Secondly, 1t will be seen that, depend1ng on the c1rcumstances,

- it might be des1rabLe to be able to take act1on to immobilize ‘or

‘mobilize stocks by means of warrantage operat1ons on pr1vate or pubL1c
stocks, part1cuLarLy 1n favour of developing’ country producers, rather
than by purchases proper.4 In the Comm1ss1on s op1n1on, if the possibility
- were provided-'for operations of th1s type, they shoutd be treated as’

buffer stock operat1ons.

With this one except1on, the Community- shouLd remain firm
regard1ng the pr1nc1pLe thatvpurchases ‘and -sales carr1ed out by the
buffer stock manager would have to be carr1ed out. on a cash basis and

on the official markets.

/

Lastty, it should be added that the copper acquired by the stock

should as far as. posswbte be d1v1ded among warehouses s1tuated close

¢ 1

" to the var1ous areas ‘of maJor consumpt1on.

Z. ReguLat1on of exports

From the preparatory work on copper,1t can be conctuded that the

-

"regulat1on of - copper product1on wouLd not be d1rectty poss1ble in the

case of certa1n maJor producers,. Moreover, the Comm1ss1on is well -

- aware that’ recourse to export reguLat1on, the only means of: ach1ev1ng

anaLogous resuLts, also would 1nv1te objections from the v1ewpo1nt

of the market economy, ~ The experience of-the per1od 19?5-78, when
'persustent product1on SurpLuses, co1nc1d1ng with a generaL1zed economic
depress1on, kept pr1ces at- abnormaLLy Llow Levels,.shows, however, that
the inertia of the product1on 1nfrastructure 1s such that the taw of
the market cannot rap1dty ensure the’ downward adJustment of supply' -

to demand. The Commission therefore considers that the poss1b1L1ty_
of having temporary recoureeto export reguLat1on must be env1saged

in the agreement to cope as a last: resort w1th c:rcumstances of this-
kind. The use; of such measures shouLd in any- case. be cond1t1onaL on!'

a) the- exhaust1on of the buffer stock1ng resources, - R '“{

b). a. negat1ve resuLt in consuLtat1ons w1th1n the bodies of the =~ - N
agreement on a self- 1mposed and’ 1nd1v1duaL d1sc1pL1ne at the

; product1on stage to. brwng pr1ces to an acceptable LeveL

. / ..[ -‘ " A".l/.
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.,flc) a consensus w1th1n the manag1ng body of. the agreement not only on thel
. arrangements for export reguLat1on but aLso ‘on ‘the ob;ect1ve of

market recovery, i e,'on the des1red pr1ce r1se,

. ; Furthermore, the Commun1ty couLd nd1cate now that in- 1ts v1ew, and.
'”s1nce copper 1s traded din four forms - concentrates and mattes, bl1ster,
ref1ned and scrap - the quota for any part1c1pant shouLd be: appl1ed to »":
the overaLL copper content of 1ts exports, 1rrespect1ve of- the products
‘rexported} NaturalLy, it wouLd also be necessary to env1sage prov1s1ons
towpreventspart1c1pants from m1sappLynng(the quotas,by.exportwng semi~ -
4 fiﬁished.products'Or via‘thefr tradedwith‘non-participatingzcountrﬁes.
Under such cond1t1ons, the reguLat1on of - exports couLd be expected
to have an effect1ve and necessary~1nfluence on product1on and couLd
ravo1d in part1cuLar the formatwon of Large scaLe and uncomm1tted stocks
by the producers, the very ex1stence of wh1ch would “in, the Long run ]
Alwe1gh heav1ly on pr1ces. ‘f" o "v“‘P.f:~ RN
LastLy, and 1n v1ew of the fact that the mandate of the 2nd IGEC
Ament1ons them expL1c1tLy,,a word couLd ‘be. said here on the. 1mpL1cat1ons
'of the stab1L1zat1on measures concern1ng the co-products -of copper and
'icopper scrap.d As,far as the Latter 1s concerned, the . Comm1ss1on does _
\:not cons1der that copper scrap poses any sbec1al probLem w1th regard :
.. to market stab1L1zat1on, except that it w1LL be necessary to. take 1t’7
‘1nto account 1n the event of export regutat1on, as sta*ed above. In
A.pract1ce, scrap and, ‘more part1cuLarLy, recLa1med metaL aLready pLay
‘a stab1l1z1ng roLe, s1nce h1gH’pr1ces st1muLate recovery and the-‘

'market1ng of scrap and Low pr1ces have the oppos1te effect.

As regards the numerous co- and by—products of copper metaLLurgy \‘f_p d

1,(cobaLt, n1ckeL, moLybdenum, z1nc, goLd, s1Lver, etc ), it. 1s

T to’ ar1se because of the 1nteract1ons between the markets 1n quest1on.

part1cuLarLy when the market is depressed for copper, poss1bLy mak1ng j}'u
'the reguLat1on of copper product1on 1nev1tabLe, that probLems are L1keLy t .

'The question aLso ar1ses of mak1ng aLLowances for these products Hn. the

.Losses in. earn1ngs from copper exports susta1ned by certa1n deveLop1ng ’ _'5':

'.countr'les 1f such LOSSES were tO constftute a cr1ter1on fOP the

‘appL1cat1on of p0331bLe measures specnficaLLy concern1ng them (see

f5 above). : ':x:';i . s e - N \{/nl



_ .The-prouemsyin question are,‘however, too Varied,in tmportance:
~and nature, depending on'the co-product('the country and even the ore
: depostts,‘for it'to‘be posstbLe atathi3~stage'to say whether and how

" an arrangement on copper could provide a solution. .

/

5. Part1cuLar probLems of the deveLop1ng country producers

M1neraL and metaL product1on exposes operators to uncerta1nt1es
that are.normally the resuLt ‘of .the market economy. The Commission

wouLd stress ‘that in the case of deveLop1ng countr1es that are

“econom1caLLy vulnerable and in addition very dependent on copper

(notabty Zaire, Zamb1a, Ch1Le, Peru and Papua Neéw Guinea) these
uncerta1nt1es can resuLt in an econom1c d1saster of unacceptabte
'proport1ons for the countries concernéd and also, because of the invest-
‘ment shortfalls cumuLat1veLy 1nduced, can resuLt in .the unexpected and
.excess1ve Less of product1on capac1ty that by 1ts nature shouLd in no

way be conswdered as economically marg1naL

The copper-consum1ng industrialized countries cannot remain

- jAdifferent to such problems and correct1ve measures must be adopted.
A f1rst quest1on on th1s subject 1nvoLves d1scr1m1nat1ng between those
correct1ve measures to be 1ntroduced -in the-.copper agreement 1tseLf

and those that should be 1ncLuded among deveLopment aid measures.

It is logical of course.to incLude in the agreement on copper
corrective measures'to deal with the effects of the measures proyided"
for in the arrangement itself. Thts appL1es in part1cuLar to the
_measures referred to.in 4 above: measures which refer to the -
c1rcumstances where the deveLop1ng country producers‘would be obliged
to swmuLtaneousLy put a ce1L1ng on their exports and'recewve Less
remunerative prIces.- The Comm1ss1on therefore feels that with copper
stabilization 1n view, an examination should be made in such cases of
the ways of. aLLev1at1ng the d1ff1cuLt1es faced by’ certain producer :
.developing. countries in honouring their comm1tments under the agreement;‘
‘where such d1ff1cuLt1es are due in part1cuLar to Losses 1n earn1ngs

from copper exports.



.; It 1s cLear morevover that the probLem of prov1d1ng compensat1on
. as such for the deveLop1ng countr1es' Losses in earn1ngs from commod1ty
~'exports will cont1nue to be stud1ed both as a generaL deveLopment f
..probLem and in connect1on w1th the baLance of payments p?obLemcvf'-

—ThefprobLem-facing the Eommunity“is‘speciaL7and‘deLﬁcate bécausé'

S certain of 1ts members. cons1der that the compensat1on of - the deveLop1ng

: countr1es' Losses in commod1ty export earn1ngs shouLd be conswdered as a

soLutvon 1nstead of commod1ty agreements and part1cuLarLy, 1n the spec1f1c

'case of copper, as a soLut1on that is preferabLe to market stab1L1zat1on

— - Y

measures. - SR -‘L-:
. For, the Comm1ss1on, 1t is therefore .of. the utmost 1mportance to
”.remove an obstacLe wh1ch 1n 1ts v1ew is. reaLLy rather art1f1c1aL iThe'_

_Comm1ss1on wouLd recaLL in” fact. o

.a) that 1t 1s not "on” poL1t1caLLy to propose the bas1ng of a copper
agreement on export earn1ngs compensat1on for certa1n deveLop1ng

;.=countr1es, T »m-“_ o R

b) fuLL compensat1on couLd prove much more costLy than a stab1L1zat1on_

'agreement and the commun1ty, the Largest worLd consumer 1mport1ng

h'copper ma1nLy from the deveLop1ng countr1es that “are most d1rectLy
concerned,. mwght f1nd it d1ff1cuLt to avo1d mak1ng\a very costly :

_contr1but1on, » L ’"; S

-

4Ic)‘1t 1s cLear that the. Commun1ty vaL aLready be mak1ng a. cons1derabLe

“-'effortzwn-favourlof certa1n of the deveLop1ng countr1es -most. d1rectLy L

concernediin‘the.context of the new ACP EEC - Convent1on,
L

: dé,the Commun1ty 1s in any event aLready 1nvoLved in the d1scuss1ons A
concern1ng “hor1zontaL"»soLut1ons to th1s problem in the IMF, UNCTAD

",etc., - - "_ B T L -

~ - . c . -~

e) as far as the concept of the system is concerned,‘compensatwon for
' Losses in export earn1ngs cannot rema1n w1th1n acceptable L1m1ts

unLess. T oLl R S R s

- it appL1es to a group of products,

- the markets of the mavn commod1t1es, 1ncLud1ng copper, are ;

-

- . .. ~

su1tabLy stab1L1zed



TheiCommissiOn therefore.hopes that,the Community“wjtt be able to
agree to 'its proposaL and declare itself inﬁfavoor,ot thelprinciote:of
"adjustments to the stabjtfzation measures —7to be'written into§any »
agreement - in favour of the most vulnerable developing countries. It
should be prepared\to study suchvadjustments“without prejuduce and leave
aside,.as regards .a copper agreement; the guestion of compensation
proper for losses ot export earnings from copper. '

'6,.ObjectHVe of ‘and arrangements for international consultations,

. institutional aspects
In the Commission's view, the success -of an .agreement on -copper:will

be dependent to-a very great extent on a speciat effort to: -

- administer the measures wh1le payvng ctose attent1on to the development

of the- s1tuat1on -in the copper sector,

- takexnto account the pract1caL exper1ence and probLems of industrial

: --and commerc1at operators, - : o o

"= ensure transparency, particularly as regards: the technological,
economic‘and financiat aspects of prodUction and consumption; the
-futures markets, the 1nternat1onat trade and the pr1ces actually

Aappl1ed the foreseeabte trend of such data,

- cLar1fy and encourage the consistency of the oLicies'of the‘

part1c1pants in ‘the agreement with the ob;ectuves of . that agreement'

~

S - make 1t possible. to def1ne, w1th a view to the devetopment of subsequent
I1nternat1onat act1on, the most su1tabLe measures for market
‘stab1that1on and more generatty for an 1mprovement in the funct10n1ng
0f the copper sector in the medium and tong-term. '
Given the‘interaction in aLL'these fields the Community witl
"‘therefore neeo-to insist very firmly'that the‘institutiona[ structure *
of the agreement make it.possible for close and effective consultations °
to.be held beteeen the participants. The Community will therefore pay:
".particular-attention to the powers of the governing body in the various
‘areas covered by the agreement, to the dec1s1on-mak1ng process, and to.
.the L1nkage and 1mportance of the techn1caL resources g1ven to the ';\'

agreement.
./.’
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: Among'these resources the agreement must estabL1sh a" mon1tor1ng
~serv1ce to’ ensure the—coLLect1on, eLaborat1on, and, under thel' : f ;;
,respons1b1L1ty ‘of the manag1ng body of the agreement, the c1rcuLat1on '

of. the 1nformat1on to ensure the des1red transparency.'\The obt1gat1ons~

‘~_of the part1c1pants reLat1ng to- the commun1cat1on of the necessary

_data must be set out expL1c1tLy 1n any agreement

The prev1ous exam1nat1on of the measures to be env1saged shows
»'(that it wouLd be necessary as a matter of priority’ to d1rect the stud1es'
~ .and consuttat1ons towards certa1n subJects._ In the Commnss1on s view

'these wouLd 1ncLude 1n parttcutar' B 1,3 ~

- an anaLys1s of market phenomena, pam1cularLy the contango-backwardat1on .

Ta{ movement and 1ts s1gn1f1cance in relat1onrto the evaLuat1on of -the

Long—term pr1ce trend LT Lo _t<33V

- the reLat1onsh1p between the pr1ce trend ‘and. the trend of factors

determ1n1ng product1on costs, partvcularLy 1n the L1ght of technolog1caL

deveLopments, .‘ AP .7

- the reLat1onsh1p between the w1dth of a pr1ce range and the necessary

buffer stock resources," - ." . ', D “h;

,

iﬂ— poss1bLe 1nteractwons between commerc1aL stocks, techn1caL stocks,

strateg1c stocks and buffer stock1ng, B ’ R

N

- the foreseeabLe trend of product1on and consumpt1on capac1ty.

™ . vos ~

‘h The number and 1mportance of these top1cs, more deta1led knowledge

'of which const1tutes a pre-cond1t1on for the effect1ve management of the

‘1'agreement and 1ndeed for any 1mprovement of the measures An subsequent

'agreements, also shows that _the Commun1ty w1LL need. to pay part1cutar T

attent1on to the determ1nat1on of the durat1on of the agreement and
. to the cond1t1ons governwng its renegot1at1on or adaptat1on. If an -

‘agreement of f1ve years (or more) were proposed, e1ther there wouLd

oL

’»need to be prov1swons enabL1ng 1ts manag1ng body to adjust the
measures 1n accordance w1th c1rcumstances or else there would need to bev

‘provws1on for the poss1b1L1ty of m1d-*erm renegotuat1on.

- P : . PR 4 . . .. - e .

™

-
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On this latter po1nt it must be stressed, 1n the Comm1sswon S v1ew,”
'that unless an effort is made to -achieve a better reguLat1on of 1nvestment*
and of production capac1ty in the Llight of known and foreseeabte
requirements, the stab1L1zat1on measures provided for in any agreement
..are in danger of frequentLy and perhaps permanently be1ng 1nsuff1c1ent
to meet the needs of the«moment One of the main merits of the
‘consuLtat1ons pursued in 'the context of an agreement on - copper wouLd
therefore be to promote a seLf-1mposed and 1nd1v1duat d1sc1pL1ne as

-regards 1nvestment and capac1ty. : . -

" In conclusion, ‘it shoutd be recafled'that'eXperﬁence'has shown’
Athat 1t ‘will be 1n the. Communwty s interest to ensure the best: means
of be1ng abLe to exerc1se effectwve controL over the act1on carr1ed out
in the context of the agreement, parttcularLy regarding the basis of
the vot1ng r1ght5'm be allocated to the Commun1ty and its 1ntr1ns1c
parttcxpat1on in the agreement.' From this v1ewpo1nt, the Comm1ss1on
"wouLd recall its- position-on the form of the Commun1ty 5 part1c1pat1on 1n
- commodity agreements, a position. on wh1ch the Court of Justice was. asked
- for an op1n1on regard1ng the negot1at1on of the agreement on natural

rubber.

8. Financial requirements

The requirements can be considered under three headings:

LD Management of the agreement E ,

‘The scaLe of the annual expenses m1ght reasonabty be as foLLows.

; ‘.- o . T .‘ . -; o ::Vmio ECU
secretariat‘of the agreement S .. D.25
Copper monitoring service L o - 0.5
‘Management of the buffer stock and'of D B
~poss1bLe export regulat1on measureés Lo 0.25
Meet1ngs of the organs of the agreement - - . 1.00
2.0

‘ A-fiee-yeariagreement uoutd therefore cost 10Amillion:ECU.

t

The buffer stock is not, Gt shouLd be remembered Lost expend1ture,"

but rather 1nvestment to be made in stages, ‘even if such stages and
_ 3 - /e

-



the correspond1ng voLume are not foresseabte in deta1[ at the outsetnvat
th1s stage it is onLy poss1bLe t0o say that SOD 000 tonnes of copper ‘at a
pr1ce of probabLy Less than 2 OOO ECU per tonne wouLd 1nvoLve at the ]'“

very max1mum an 1nvestment f1gure of 1 OOO m1Lt1on ECU

-

ALL op rat1ons effect1ng stocks and the ava1Lab1L1ty of the product and

therefore the suppLy (warrantage poss1bLe f1nanc1aL a1ds to the _copper

o sector in certa1n develop1ng countr1es and under certa1n cond1t1ons - see

5) shouLd be brought under buffer stock1ng and be capable of be1ng‘i-

i - -

f1nanced under th1s head ?_V,‘ S “j: {\ i

(111) Other measures._(Second W1ndow of the Common Fund) “

[

';w1thout excLud1ng the poss1b1l1ty of copper benef1t1ng from act1v1t1eshﬁ

'f( in technotog1cat research trade promot1on, etc., it is unLikeLy that

stress Will be La1d on this type of act1on.; It wouLd nevertheLess be

‘reasonabte to make prov1s1on, under this: category of measures, for the‘_”-

resources needed to carry out spec1aL stud1es on "the copper 1ndustry gg

“N?_and trade amount1ng for exampLe ‘to an, annuaL f1gure of around 0. 5 SRR

m1LL1on,ECU. S oL

;2?. F1nanc1ng

There are two theoret1caLLy opposed methods of f1nanc1ng. ‘that

4_:~of Lev1es on 1nternat1onaL trade ‘and that -of nat1onaL contr1but1ons. L ,
The advantage of the f1rst method is 1ts reLatwveLy simple’ nature and the -

;7fact that it makes it poss1bLe to avo1d the’ budgetary probLems reLat1ng if.

Ato nat1onaL contr1but1ons. However, thws method g1ves rise to two o

7

' cr1t1c1sms.-j c~"" - g{j. ! )

,'a) It 1gnores the USA whose 1nfLuence on the copper market at wortd

- level greatLy exceeds the’ extent of. 1ts 1nvoLvement in 1nternat1onal

trade. LY T ':w" B o o

Vbi Th1s method 1s open to quest1on as regards 1ts aLLocat1on - d1ff1cuLt
tfto evatuate 1n obJectwve terms - of the f1nanc1aL burden between f

- consumers and producers.~ Producers 1ns1st w1th some truth that in.
{ a depressed market the Lev1es wouLd amount to an equ1vaLent

.o 4
- N "

"g-reduct1on dn the1r earn1ngs.)~

- . . . . .. . o - -

C



In.any event, the prospect ‘of the forthcom1ng estabL1shment of the
Common Fund will doubtless tend to exert an 1nfLuence in favour of
nat1onal contr1but1ons.» On this assumpt1on, any agreement on copper
would accede almost 1nev1tably to the Common Fund This wouLd mean, "
in ‘5o far as can be foreseen at present, the 1n1t1aL payment to the-
4'Fund of one-th1rd of the max1mum amount envisaged for the financing of the

buffer stock or. 333 m1LL1on ECU as a rough estvmate. B

The 1n1t1al contr.butfon of the Commun1ty, assum1ng equal
part1c1pat1on of producers and. consumers, would therefore amount to some
45~55 melxon ECU. The obL1gat10ns of the Commun1ty, under the
uagreement, woutd 1nvoLve compLementary f1nanc1ng amount1ng to some

A90 110 m1Ll1on ECU.;

The Commun1ty part1c1pat1on in the current expend1ture of the .f. .
Aagreement ~_some 0. 45=0.55 m1LL1on ECU annuaLly - whatever the method

-of f1nanc1ng shouLd not of. course pose any. part1cular problems.





