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INSTRUMENTS OF MINING AND ENERGY COOPERATION WITH THE ACP COUNTRIES

The proposal put forward here refer to the context of EEC-ACP relations because
of the alarming manner in which Africa in particular has lLagged behind in mineral
exploration over the past ten years and also because of the opportunity offered
by the current negotiations to define on a contractual basis the details of the
action to be taken in an area of mutual interest and to demonstrate the value of
such action. These proposals are, however, part of a policy which, at our initia-

tive, will ultimately involve other developing countries.
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I. EXPLANATORY MEMORANDUM

A. Importance to the developing countries, particularly the ACP

Clearly it is in the interests of those developing countries that are in partner-
ship with the Community for cooperation with the latter to cover the development

of their energy and mining potential.

A greater effort in this field, which has been neglected in recent years, would

favourably affect :

- the volume of external earnings, which the developing countries need to achieve

their economic development ;
- their level of employment;

- their technological and scientific development (given the advanced technology

generally needed for prospecting and the exploitation of mineral resources);

ther effective participation in the development of certain economic sectors which

are of global significance.

In particular, cooperation in developing energy potential 1 should, by alleviating
balance of payments deficits and increasing disposable income for non-energy
consumption, to some extent relieve the non-oil developing countries of the strain

imposed on their development by conventional energy imports.

L This was the subject of Communication COM(78)355 of 31 July 1978.



This analysis is akin to that of the World Bank, which recently decided to play
the part of an active ''catalyst' as regards mining and energy investment in the

developing countries 1.

B. Increasing the resource flows transferred to the developing countries

An increased commitment in the energy and mining sector of the developing coun-
tries by the industrialized countries and the Community in particular is ulti-
mately necessary in order to sustain world economic growth. The objective proposed
in this respect by the OECD is to increase considerably and rapidly the financial
flows from the industrialized and OPEC countries to the Third World in order to
stimulate world demand and thereby encourage the raising of production in the

developed countries.

Given the Llimits on increases in official aid transfers the developing countries
must above atl be helped to attract external finance under satisfactory conditions

of security.
Energy and raw materials are suitable priority sectors for such intensification
of investment provided that such investment is geared in particular to the

Long-term structural requirements of the world economy 2.

C. Community's needs

The Community's interest in increased cooperation on energy and mining matters
with the developing countries - particularly those which have close economic
relations with it - is due to its degree of dependence on outside supplies,
which is far greater than that of the United States. Japan, which is also to a
large extent dependent on other countries for its supplies, has put into effect
a supply policy that is perfectly coordinated with the private initiatives of

its industry; this has not yet been done by the Community.

See IBRD, Annual Report 1978, and Minerals and Energy h the Developing Countries,
Report No 1588, May 1977.

2 OECD, Stepped-up Investment Programme in Developing Countries, DAC/78/21

of 20 July 1978.



The developing countries provide a substantial share of Europe's supplies

and, given the distribution of world reserves, this situation could not change
in the short or medium term, except at the enormous cost of an increased depen-
dence of Europe on certain industrialized countries (South Africa, Australia,

Canada for example) and/or on global multinational producers.

Increasingly large sums of money will have to be invested in the developing
countries in order to improve or even maintain the Community's supplies of

most major metals 2.

However, according to available information the exploration and investment
policy followed by European mining companies does not seem to be consistent

with the Community's medium or lLong-term needs.

For a number of years now the mining companies have been reluctant to invest

in developing countries other than those regarded as '"stable" and are switching
their exploration effort to the industrialized countries. Thus the developing
countries share of mining firms' overall exploration expenditure, which was
around 40 % in the late sixties, fell to an average of 13 X between 1972 and
1977.

The cutback in exploration activities ir black Africa is particularly signifi-
cant; if uranium is excluded, it i< dramstic «s exploraticr expenditures in
that area has averaced only € 220 000 (1976 prices) over the last four years
(NIl in 1976) while it was twelve times as high throughout the pericde 1966-73.

(1) Cobalt: 92%; tin: 85%; phosphates: 68%; tungsten: 58%; copper. 57%;
manganese: 42%; chromium: 38%, etc.

(2) The amount of investment needed for the main mineral products (not including
0oil) for the period 1977-90 is estimated at 8 158 000 million (1975 prices),
about a third of which will be spent in the developing countries (which
means more than & & 000 millior per year for those countries) - See tables
in annex.



European capital expenditure in the mining sector in the developing
countries - whose slowdown will take a number of years before

it becomes evident - has since 1970 represented only half the American
flows; the latter have thus ensured that sources of supply will be
renewed well beyond the United States' requirements, in particular

for the benefit of Europe.

As for Japan, its participation in foreign mining developments has increased
rapidly since the early seventies; it takes largely the form of Lloans
guaranteed by long-term output rather than direct investment.

II. PROPOSALS

A. Exploration and prospecting

It has been found that a major obstacle to the development of the mineral
resources of certain developing countries is the inadequate investment 1in
prospecting and exploration (1). This is the case in particular with the
African countries, which thereby risk not being able to attract a suitable
proportion of the mining investment flows when they will be needed once

world industrial demanc improves .

It is possible to help the ACP countriestoremedy, at least partially, their
inadequacy regards prospecting by providing them with the technical

assistance needed :

to reinforce the administrative capacity of geological and mining

departments;

to enable them to exploit properly the geological and mining daty base
available presently and gear additional work that needs to be done

accordingly.

This type of activity can and should be financed by the EDF, and by
bilateral aid under national or regional programmes.

(1) Prospecting and exploration expenditure in Africa is almost nil,

except in the case of uranijum and oil.



This is only a first step, however. The main gap to be filled, at least in
Africa, is not at the level of identifying potential projects,since @ number of
these are already known and pear promising. The principal difficulty is at the
level of the intensive exploration needed to bring a potential project to the
technical stage of a "bankable'" project, provided of course that the other condi-
tions relating to the project's profitability are satisfied {(particularly from

the aspect of foreseeable demand).

Exploration investment defined in this way is relatively costly compared with

the geological inventory which makes such investment possible and it entails

considerable risks.

Traditionnally, this exploration investment has been self-financed by the mining

companies from the 'rent" accumulated while prices are high.

A present,following a long period of depressed prices, the chances of foreign firms

restoring their mining "rent" are slim in most developing countries because of the
widespread tendency of the producer countries to cream off the temporary super-
normal profits in various ways (progressive export charges, participation without
financial reciprocity in the company -apital ,etc).At any rate ,the lack of effective protec-
tion against political risks and the resulting insecurity are enough to paralyse

investment in this field.

Since a fresh impetus must be given to exploration investment both in order to
ensure the security of the Community's medium-term supplies and to develop the
ACP's mining potential, new ways must be found of reactivating European firms'

technological capacities in the field while safeguarding the host countries'

sovereignty over their natural resources.



In this respect, two complementary ideas deserve to be considered :

(a) The first is suggested by the IBRD's experience in Bolivia, where it noted

(b)

that the risk inherent in financing exploration investment is significantly
reduced if its participation is channeled via a well-conceived '"national

mining exploration fund" instead of operating on a case-by-case basis in
. . 1
particular projects .

To translate this idea into practical terms in the EEC~ACP context would
involve Community assistance for the setting up of such national funds (in
countries which are big enough and have a mining potential that is sufficient
to warrant such action) or regional funds in the ACP and the participation of
Community instruments (see below) in the financing of their operations in

conjunction with other possible providers of funds (IBRD, ADB, ABEDIA, etc).

The second idea enlarges upon the experience gained under the Lomé Convention
as regards the use of Community assistance in the form of risk capital.

In this case, assistance in the form of risk capital which will be provided
under the next EEC-ACP Convention to help in the execution of projects, parti-

cularly in the mining and energy sectors, will allow the financing of explora-
tion and prospecting investment.

Where such assistance thereby serves to finance investment preparatory
to the bringing on stream of a mining or energy project,it may be incorporated

in the capital aid which the promoting company could receive if the project
in question is carried out.

L IBRD, 5 January 1979, World Bank Role in Non-Fuel Mineral Development in

Developing Countries - 1978 Progress Report. p.7, paragraphs 3.14 to 3.17.
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The financing resources thus mobilized could be combined with national or p
Community resources, particularly those of the national mining exploration

funds referred to under (a) above.

B. Production investment

The proposals below are essentially aimed at bringing public financing bodies,
particutarly those belonging to the Community, to act as catalysts in attracting
direct investment fromEuropean mining firms initially in the ACP countries and

where appropriate, in other developing countries Later on.

fhe Community may already act in this way particularly via the EIB, within the
Limits specified in the Lomé Convention and more generally under Article 18 of

The Bank's Statute.

Three conditions must be satisfied before these resources may be placed at the
service of a Community supply and mining and energy cooperation policy with the

developing countries more systematically than they have been to date.

1. The Council must acknowledge the principle that it is in the Community' inter:
to achieve greater div:rsification of its sources of supply, particularly in
EEC-ACP cooperation, as regards certain mineral substances (the List of which
would be determined by the Council) and that the Community financing bodies shoul

act accordingly.



" It would therefore be presumed (at least for those substances and the designa-
ted non-member countries) that projects presented by the Commission [ would

! receive sympathetic consideration (1).

The EIB in particular would be called upon to play a more active part in the
financing of energy and mining projects in the ACP countries and to act as @
catalyst in attracting European capital in this sector. This could be achieved
if : ‘

(i) the EIB is permitted in the new Convention to commit its own resources
beyond the amount contractually laid down by that Convention to mining
investment in the ACP countries, provided that this is in keeping with
its statute and within the Limit of a ceiling determined annually by the
Bank in a proportion of its total commitments; this ceiling should be
agreed by the Council and the Bank before the conclusion of the EEC-ACP
negotiations to indicate the Community's willingness toplace at the disposal
of its partners financial flows which would go beyond the official develgpment

assistance (0ODA) from the EDF,and the contractual facilities offered by the

EIB;
(ii)the restrictions imposed under Article 5 (3) of Protocal No 2 to the Lomé

Convention on the granting of interest-rate subsidies on EIB loans are

dropped.

Neutralizing the non-economic risk

The non-economic risks generally involved in investment in the developing coun-
tries are particularly pronounced in the case of energy and mining investment
for such investment is usually on a large scale, has a very long gestation and
amortization period and relates to sectors which, more than any other, are
politically sensitive. Often, the risks also relate to a number of countries
(in the case of landlécked resources); they are therefore particularly signi-

ficant.

1 Article 18 of the EIB's Statute, requiring the unanimous agreement of the

Board of Governors for an external investment,



The setting up of an acreement between host country and foreign mining firms
always proves to be a delicate operation. The precariousness which, rightly or
wrongly, seems to attach thereto unfortunately increase the reluctance of

firms to invest in enerygy ard mining in the developing countries. The ACP cannot

escapte this fact, however cpen-minded their policy is towards investment from

outside (a policy independently established by each of them).

Two factors are likely to encourage the establishment of relations between

host countries and firms on a more stable basis:
- effective participation by host countries which so wish 1in the capital
of the firms involved in developing the swsoil resources of those countries;

- the existence of standard rules of conduct agreed between the public autho-

rities concerned.

The funding of large-scale mining or energy capital projects would be greatly
facilitated,and relations between host countries and foreign firms would be

placed on a better footing of mutual interest,if the host country which wishes
to acquire a share (whether a majority one or not) of the capital of the firm
to be set up were able to count on Community aid to partially cover the finan-

cing of its share of the capital.

To this end, it must be stipulated in the new EEC-ACP Convention that Community
assistance in the form of risk capital may be used for granting quasi-capital

aid to public or semi public firms 1.

In order to encourage the conclusion of agreements between host countries and
firms, and guarantee that such agreements are sound,it has become vital for

rules to be agreed upon between the public authorities concerned.

This quasi-capital aid will take the form of conditional loans, the repayment
and duration of which depend upon certain conditions peijng fulfilled which
have been laid down when the loan is made.
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The Commission has proposed that these standard rules be fixed with reference
to those generally accepted by countries which conclude bilateral investment
protection agreements among themselves but with the stipulation in the specific
case of jnvestments concerning minerals that the reciprocal advantages accorded
by each of the parties should be defined on an equitable basis (e.g. transfers
of technology, stability of the establishment agreements, stability of supply,

sharing control of the company and of profits).

The existence of such standard rules of conduct would be lLikely to promote an
easing of relations between host States and mining firm and, in the latters'
view, to neutralize the magnitude of the non-—-economic risks to which it is

exposed.

In practice, the Commission proposal in this matter would be to include these
rules in a standard type of agreement, the details of which would be established
on a case-by-case basis with the host country in the light of the specific

characteristics of the project iyn question.

The Commission proposes that such specific protection agreements might be
concluded between the Community and the host countries in addition to any
bilateral agreements that may be in force whenever 1investors of a

number of Member States of the Community take part 1in a mining
project relating to a mineral product recognized by the Council as being in
the Community's interest because, for instance, of the favourable impact it
will have on the Community's supplies, particularly in the case of substances
covered by stockpiling policies, whether national or coordinated at Community
level. This framework would permit the EIB to participate financially (viz.
above),since criteria for bringing into effect of Art. 18 of its statutes

would be acknowledged.
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3. The existence of financial guarantees against certain non-economic risks

. Explanatory memorandum

On the basis of the precedents in this field,it can be taken for granted that
it will be possible to guarantee, through the Community budget, operations
in the ACP countries financed with the EIB's own resources, without this

guarantee being Limited to ron-economic risks.

However, private investors of European origin which cofinance with the EIB

a mining or energy project in the ACP countries are at present covered very
unevenly, and in most cases very inadequately, by the national systems that
provide guarantees against non-economic risks (*).

For the Community's financial instruments to be able to act as a catalyst

in attracting European cspital in these sectors and these countries, this gap
too must be filled. '

The existence of standard rules of conduct agreed contractually with the host
country would not, however, completely exonerate foreign firms from certain
non-economic risks which may result from factors beyond the control of the

host countries' governments and/or countries used for transit purposes.

« Commission proposal

The Commission proposes that this deficiency in the Community and national

mechanisms for promoting external investment be remedied as described below,

(1) For instance, the French investment guarantee system dces not cover invest-
ment in oil. None of the national guarantee systems covers prospecting
operations.

Furthermore, the commitment ceilings existing for most of the systems

(UK : £ 250 million; DK: 500 million Dkr; NL: ceiling by host country,etc.)
are an obstacle to a satisfactory covering of large-scale projects on a
national basis.
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In the case of exploration or production projects in the mining or energy
sector on the territory of an ACP country which are recognised by the
Council as being in the interest of the Community and as therefore eligible
to be covered by a specific protection agreement between the Community and
the host country, the Community may provide European firms, if needed, with
a guarantee supplementing that provided, where appropriate, by the national

bodies.

This supplementary guarantee would cover non-economic risks not already
covered by national systems. On the basis of the guidelines recently laid
down by OPIC (American Overseas Private Investment Corporation) when it
concluded its first contract for insurance cover against political risks
in connection with an oil project (1), the following arrangements could be

made

- a ceiling could be imposed by project and by country on the Community
guarantee commitments and the guarantee (which could not be a full
one) could cover only net non-recuperable expenditure by the insured

firms;

- the guarantee could give comprehensive cover for the following political
risks in host countries, and where necessaty,in countries used for transit

purposes :

. violation of the stipulations of the specific protection agreement
. war, revolution, insurrection.

. monetary inconvertibility

.0Organization

If the above proposal were adopted for examination by the Council the
Commission would then make the necessary implementing proposals. At this

stage it is sufficient to point to the following guidelines 2 :

(1) OPIC Communiqué of R/2/77 - RJ/379
(2) See COM(78)23 of 26 January 1978.
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= The Commuhity guarantee will make it hecessary to set up a Guarantee
Committee consistingdf Representatives of the Commission , EIB and competent
authorities from the Member States, tP ensure coordination of national

\ guarantees for specific cases and examine requests for additional cover by

the Community guarantee,

= A guarantee fund will be set up at Community level and financed by the
premiums paid by the insured fi}ms; operations under this fund being
themselves covered by the guarantee provided by the Community budget.

The services of the competent national agencies shall be responsible for its'

implementation. (1)

In this way, without it being necessary to consider setting up a new
Community institution it would be possible to guarantee external investment
projects against political risks on a case-by-case basis, provided that
such projects are consistent with the Community policies of diversifying
sources of supply and of developing the mining and energy potential of its
ACP partners, and provided that they are recognized as such by the Council

of the European Communities and the host country by the conclusion of specific

protection agreements, covering specific projects and agreed at the ini-
tiative of host countries./

(1) It is understood that recourse to the guarantee of the Community
budget will take place only when the resources of the Guarantee Fund
are inadequate, as indicated in document COM(78) 23 final p. 10.
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III. CONCLUSIONS

The Commission proposals set out above are not entirely new. They have been
put forward on a number of occasions in the context of EEC-ACP relatiors or

i
in a more general context.

!
The Commission has brought these ideas t&gether here in the framework of the
current renegotiation of EEC~ACP Convention and with a specific field of
application in mind : the development of the ACP countries' mining and energy
potential and diversification of the Community's sources of supply for mineral
and energy substances. On both counts the trend of European investment in these

sectors and these countries over the pas few years gives cause for concern.,

The Commission therefore considers it essential that the Council rapidly
expresses a favourable opinion on these proposals which, it is convinced, must
be implemented to brin§ about a reversal of the trend, while substantially
increasing the resources available for the development of the ACP countries,
Moreover, it can be observed that these facilities would usefully be combined
with those of the same'nature from other international financial institutions
(IBRD and regional banks); the guarantees could equally be combined with

those of other national agencies ( the US Treasury has in principle already

expressed its interest in joint operations with OPIC).

From the aspect of their sectoral scope (mines/energy) and geographical scope
(ACP countries) these proposals forms a coherent whole even if the various

aspects may each be considered on their individual merits.

The effectiveness of measures to promote external investment

depends upon the Community interest
as reflected in the conclusion of a specific protection agreement. Similarly,
the EIB's effectiveness as a catalyst in attracting European capital in sectors
with a high risk coefficient, though important for the industrial future of the
Community and the developmeht of the ACP, would be significantly reduced if

there were no serious financial guarantee against non-economic risks.



I1I1/G/2 ANNEX

Extract of '"Perspectives d'évolution structurelle d'ici 1990"

Introduction

It is not the purpose of this document to engage in the uncertain business of
forecasting in order to reach conclusions which would at any rate be speculative.
There are hundreds of raw materials that are subject to different trends and
developments. Such an exercise would make it difficult to see the wood for the

trees.

The aim of this study is in fact to outline a few of the main predictable

trends that are likely to take shape over the next ten years and to propose
guidelines of a general nature that might channel those developments. This
analysis is by no means exhaustive, first of all because certain developments
cannot be foreseen, but also because a meticulous examination of all the possible
problems in as varied a field as this would be counterproductive. The aim of

the study is to underscore the main ideas that might help in the framing of a
guaranteed supply policy, on which the survival of our industrial activities

depends.

A. The physical availability of raw materials

1. A comparison between known resources and reserves and total requirements

for the next two decades leads to the conclusion that a general physical

shortage of industrial raw materials as a result of exhaustion of reserves
and resources is not very probable. This conclusion was reached inter alia
by the OECD "Interfutures' Group. Table 1 in the annex compares known

reserves with total demand as far as the year 2000.

Some figures may appear low when the ratio of reserves to demand approaches
or drops below 1, i.e. when reserves do not cover the needs of the next

twenty years.

However, known resources are on average two to three times greater than
reserves. The reserves figure inevitably reflects the prospection policy
of the mining companies which are understandables content with having
potential exploitable resources that will ensure a continuation of their

activities over the next twenty to thirty years.



In addition, chance has it that there are possible substitutes for some of
the rarest materijals (silver, bismuth) and there are growing obstacles to

the use of others for ecological reasons (mercury, asbestos).

2. The geographical distribution of known reserves across the world could

raise problems.

At first sight, the distribution among the various groups of countries is

fairly balanced

44 % of the reserves are held by the developed countries,
33 % by developing countries and

23 % by state-trading countries.

However, Wwithin each group the reserves are heavily concentrated in a very

small number of countries

- 90 % of the industrialized countries' reserves are to be found in the

United States, Canada, Australia and South Africa ;

- the Soviet Unijon possesses 82 % of the reserves in the state-trading

countries (1) ;

- seven developing countries hold 77 % of the reserves in this group
(Brazil 25 %, Chile 19 %, New Caledonia 8 %, Indonesia 7 %, Zaire, Guinea

and India 6 % each).

Table 2 in the annex shows that 75 % to 100 % of the reserves of seven raw
materials (chrominon, columbium, manganese, molybdenum, vanadium, platinum

and asbestos) are concentrated in only three countries.

Between 75 % and 100 % of the reserves of fifteen products out of a total
of twenty are located in only five countries. There are only four products
(copper, lead, zinc and bismuth) in which the first five countries hotld

less than 65 ¥%.

This geographical distribution of reserves means that the industrialized
countries other than the United States, Canada, Australia and South Africa
are heavily dependent on outside sources for their supplies of industrial

raw materials.

(1) However, it should be noted that prospecting work on Chinese territory
has only just begun.



3. The Community's degree of external dependence for tis supplies of raw

materials has been estimated (1) at 75 % overall as against 90 % for Japan
and 15 % only for the United States. Table 3 in the annex compares the degree

of dependence of the three groups for a number of raw materials.

A high degree of dependence is not necessarily a source of concern when the
sources of supply are sufficiently varied and when they offer lasting

guarantees of access to the resources.

However, the fact of the Community's high degree of dependence for most of
its raw materials coupled with the concentration of reserves in a very small

number of third countries should occupy our attention.

In particular, a very high degree of dependence on a very small number of
sources represents a real underlying danger when those sources are for

example state-trading countries that are liable to change their policies

at short notice on the basis of non-commercial criteria, competing industrial-

jzed countries or regions which might be hit by domestic troubles or conflicts.

The following short List has been drawn up by way of example :

Community's degree of . . .
u 4 9 Distribution of known reserves

dependence

Manganese 100 % Republic of South Africa (RSA)
45 %, Soviet Union 38 %

Chrominon 100 X RSA and Rhodesia 96 X

Cobalt 100 % Zaire and Zambia 38 X, Soviet
Union and Cuba 21 %

Platinum 100 X RSA 82 %, Soviet Union 16 X

Tungsten 99 % China 47 %, Soviet Union 11 %,
North Korea 6 %X

Vanadium 99 % Soviet Union 75 %, RSA 19 X.

(1) Council on International Economic Policy in a special report entitled
"Critical Imported Materials' - December 1974.



This degree of dependence is not necessarily at the level of the unrefined
product. Thus, in the case of titanium, the diversity and scale of known
reserves of ilmenite and rutile allows for considerable diversification.
However, as it lacks production capacity for titanium sponge, the Community
will have to depend almost exclusively on Japanese producers for its supplies
as the Soviet Union has withdrawn from the market. However, Japanese suppliers
are its main competitors in the field of titanium strip and tubes used in

the construction of nuclear power stations and desalination plants, both

of which products have a very large potential market.

4. The prospects for improving the Community's self-supply rate in order to

reduce the risks outlined above are Limited.

There are definite possibitities of improvement for lead and zinc in Ireland
and Greenland. Enlargement of the Community may improve the situation, to a
substantial degree in some cases (e.g. Spanish mercury). An improvement in
prospection methods and recycling and more economic use, which often depend
on research, are likely to produce sufficiently tangible results to justify
operations in this direction. But it is clear that these results will not
bring about any fundamental change in the Community's heavy dependence on
external supplies of raw materials. The Community, which is a large consumer
and an important processor for other countries, has almost exhausted its

own subsoil.
On the other hand, bottlenecks at the first-stage processing level (e.g.
titanium) could be cleared by coordinated action between the private and

public sectors.

The balance between supply and demand in the 1980s

1. The volume of investment needed to guarantee a balance between supply

and demand in raw materials between now and 1990 has been the subject of

a number of studies by the World Bank and the United Nations Centre for

Natural Resources.



For six metals only (iron ore, copper, aluminium, zinc, nickel and lead),
the annual investment that would be necessary in the world, outside the

state~trading countries, is estimated at US $ 12 000 million (1975 prices)
per annum. Table 2 in the Annex gives the figures for each metal assuming

a low average and high level of economic activity.

These six metals represented more than 95 % of the value of mining produc-
tion in 1974 and account for about 80 % of the total value of the deve-
loping countries' exports of minerals not linked to the production of

energy.

2. The inadequate volume of investment resources committed over recent
years has been a source of concern to various international institutions

and a number of governments.

In 1976, the United States Government proposed the setting up of an
International Resources Bank in order to remedy this situation. More
recently, Chancellor Schmidt has, in various speeches, expressed his

deep concern over this problem. The World Bank Group has decided to devote

a much greater part of its operations than in the past to mining projects.

The OECD has set up a sub-committee with the job of colleding the data
needed for a clearer idea of these problems. However, statistics in this
particular field are almost non-existent. The sub-committee has therefore

been unable to carry out its tasks satisfactorily up to now.

However, the Engineering and Mining Journal conducts an annuel survey on
proposed mining investments for the following five years. Total investments
planned in respect of the six metals mentioned in section 1 above is

US 8 49 900 million over the five year period 1979 to 1983, i.e. about

£ 10 000 million per annum. The United Nations estimated that & 12 000
million was required. In view of the fact that the price of commodities is
extremely volatile, it is not difficult to imagine the impact on price
levels of a 17 % gap between supply and demand nor is it difficult to ima-
gine the consequences as regards the trend towards cartel formation in the

producer countries.



The survey arrived at a total figure of 8 68 000 millbn for all mineral

raw materijals (see Table 4 in the annex).

The survey also reveals that since last year the volume of planned investment has
declined by 8 4 000 million despite the fact that there have been record

investments in respect of uranium.

Over the last ten years or 20 the cost of mining investments has increased
considerably as a result of the need to begin exploiting more remote or
poorer grade deposits and the fact that the cost of capital goods has increased

considerably.

In addition, the Engineering and Mining Journal figures are expressed in current

dollars.

Taking these factors into account, the decline in absolute figures observed over

the last feW years give cause for concern.

A group of the main mining compagnies in the Community has established investment

statistics for the years 1966 to 1977 inclusive (see Table 5 in the Annex).

Their annuel investment varies between 5 400 and 500 million. If this figure

is related to the 8 12 000 million required for the world as a whole, excluding
the state-trading countries, and in view of the fact that the Community is the
largest world consumer of imported raw materials and that some of the investment
projects of our mining companies are not designed to ensure Community supplies
but rather the supplies of other consumers such as Japan, it would not appear out

of place to ask questions about the security of our future supplies.

3. The decline in the mining companies wealth is currently the main reason
behind the lack of mining investments. Despite a few sharp increases, the
prices of most raw materials have stagnated since the Korean war. Investment
costs have shot up and non-commercial risks have become prohibitive in both

the industrialized and the developing countries.



For some wears now the mining companies have been suffering considerable
losses. To mention but two examples that have appeared in the press,
Inco and Kennecott have had to make drastic cuts in their budgets.

In 1978, the turnover from nickel dropped by two-thirds and the
Community's zinc industry lost about one-third of its own funds in

the same year. Copper producers in Zaire and Zambia no longer have the

means of maintaining their machinery.

4. The role of international finanéing bodies is lLimited of necessity

by the availability of worthwhile projects. The UNDP, for example,

has done excellent work on its limited budget, but cannot hope at present

to fill the vacuum in project formulation left by the mining companies, with
the result that the efforts of the international financing bodies have become
all the more ineffective. The good will of those bodies cannot fill the vaccum
created by the inactivity of private circles either in the formulation of
projects or in the raising of the volume of the finance to ensure a balance

between world supply and demand.

C. The geographical imbalance in investment and prospection expenditure

1. The geographical distribution of world mining investment requirements,
excluding the state-trading countries for the period 1977 to 1990 is estimated
by the United Nations Centre for Natural Resources at a litte over % 100 000
million in the industrialized countries and at about £ 50 000 million in the
developing countries. This reflects annual investment requirements amounting
to 8 8 000 million dollars in the industrialized countries and & 4 000 million

in the developing countries (see Table 3).

2. The geographical distribution of mining investment projects is, according
to the Engineering and Mining Journal, 40 % in North America, Europe,
Australia and Oceania, as against 60 % in Africa, Latin America and Asia.
These percentages obviously do not correctly reflect the disparity between
industrialized and developing countries since Southern Africa, Australia

and Japan would have to be transferred from one group to the other.

The Community mining companies' investment statistics are more explicit
in this respect. Investments over the last few years are broken down as
follows : about 75 % in industrialized countries as against 25 % in the

developing countries (see Table 5 in the annex).



8.

The gestation period for mining investments is eight or more years so that the
flow of investment funds often reflects the completion of projects decided

on previeusly rather than future intentions.

3. The geographical distribution of prospection expenditure is therefore
much more revealing. The United Nations Centre for Natural Resources
estimates that more than 90 % of the mining companies' prospection expendi-
ture has been concentrated over the last few years in the industrialized

countries almost exclusively in the United States, South Africa, Australia

and Canada.

The remaining 10 % invested in the developing countries relates mainly to

Brazil, Chile, Indonesia and the Philippines.

In 1966-67, Community mining companies’' prospection expenditure was broken
down as follows : 60 % in the industrialized countries as against 40 % in

the developing countries. In 1976-77, the breakdown was 85 % and 15 %.
Tables 6 and 7 in the Annex show that prospection expenditure in the deve-
loping countries in Africa fell sharply from 1973 onwards and dropped to

zero in 1976 of uranium is excluded.

The geographical distribution is roughly as follows

Industrialized Developing

countries' share countries' share
Known reserves 60 % 40 %
Investment requirements 66 7% 33 %

Expenditure on prospecting 90 % 10 %



4, The causes of the geographical imbalance that can be expected in the
future are fairly clear. Over the last decade, the non-commercial risks

have become prohibitive in many developing countries. Nationalizations,
rejection of installation agreements, political or financial instability

and a climate of antagonism towards the big western companies have inevitably

prompted those companies to seek more condusive locations for their operations.

In addition, the companies were no Longer able to find the bank financing
needed for large mining investments operations when those operations were
located in countries which were not even in a position to service their

foreign debt.
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