












tempt to purchase a smelter in the USA 

was rejected by the Justice Department. 17 

It imports bauxite from Guinea, Guyana, 

Sierra Leone and Surinam to produce 
alumina in Quebec. It imports alumina 

from Queensland Alumina Limited (QAL) 

at Gladstone and from Jamaica. 

Despite its extensive interests through­

out the world, Alcan operations are not 

always profitable. The Canadian opera­

tions in particular have been character­

ized by prolonged strikes which have 

greatly reduced output. In 1976, it only 

returned 3 per cent on assets of over 3 

GUSD. 18 Low profitability comes partly 

from the operation of small-scale facilities 
aimed at servicing small domestic markets. 

This has been the case in Australia in the 

past. 

A lean Australia and A lean Queensland 

These two companies, which operate sep­

arately, are subsidiaries of the Alcan. 

Alcan came to Australia in 1936, when 

Australuce was formed by Alcan, British 

Aluminium and EZ Industries, each with 

a third of the shares. By 1963, Alcan had 

bought out its partners and offered the 

Australian public a 35 per cent sharehold­

ing in Alcan Australia. 19 It established a 

small smelter at Kurri-Kurri, in New South 

Wales, to supply both its own and local 

fabricators. Recent plans have existed to 

double its capacity to 90 kt to service the 

export markets to Indonesia and Japan. 

However the recent downturn in world 

demand has led to postponement of these 

plans. 

Alcan obtains alumina from QAL 
(Queensland Alumina Ltd), in which it 

has a 21.4 per cent equity. This equity is 
held by Alcan Queensland Pty. Ltd. which 
is wholly owned by Alcan. Alcan Queens­
land also has a bauxite lease at the Wen­
lock River, next to the Weipa deposit. 

This company has announced plans to 
build a new smelter of 100 kt at Glad­

stone, then Bundaberg, in Queensland. 

This plan is now shelved. 

S4 

KAISER 
ALUMINUM 

Kaiser Aluminum and Chemical 
Corporation 

Kaiser remains a family company. It was 

originally set up by Henry Kaiser and is 

now controlled by his son, Edgar Kaiser, 

who is chairman of all the major Kaiser 

companies. The family owns over 40 per 
cent of the share capital. Unlike Alcan, 

Kaiser has extensive interests besides alu­

minium. They are also heavily involved 

in steel, chemicals, refractories, real estate 

and energy; the Kaisers run a large inter­
national trading company, dealing in met­

als, minerals, fuel, oil, coal, fertilizers, 

petrochemicals, paper and forest products. 

Between 1961 and 1971, the company 
went through a period of further diversifi­
cation. However, many of these new areas 

were not profitable and precipitated a ser­
ies of management changes, beginning in 

1970, which saw many of the unprofit­

able divisions shut down. The company 

has since moved towards the natural re­

source areas, although many areas remain 

troubled, for example, Kaiser Steel. How­

ever, Kaiser Aluminum has remained 
buoyant, earning a 13 per cent return on 

invested capital in 1979, sufficient to pro­

vide funds for future growth.20 

In the US, Kaiser operates two smelt­

ers in the North-West, based on hydro­

electric power. Kaiser also has smelters in 
Ghana, Bahrain and India. One of its 
most profitable activities had been its 45 

per cent interest in Comalco and through 
this, in QAL at Gladston. In October 

1982, Kaiser sold its share in Comalco to 

Conzinc Riotinto of Australia and an Aus­

tralian finance company (See p 43-47 

and 64 ff of this issue). 

Coma/co 

The largest presence in the industry in 

Australia is Comalco. This company was 

90 per cent owned by the association of 

the Kaiser Aluminum Company and Con­

zinc Riotinto of Australia. Comalco con­

trols the Weipa bauxite deposit, the QAL 

refinery at Gladstone, the Bell Bay smelt­

er in Tasmania, and the New Zealand Alu­

minium Smelters Company. 
Comalco is currently constructing a 

new smelter at Gladstone of 206 kt, which 

capacity could be doubled in the future. 

This smelter is a joint venture between 
• Comalco 50 per cent

• Five Japanese companies 50 per cent

Although construction is continuing
on schedule even this operation has not 

been without controversy, relating to the 

social problems in the "boom" town of 

Gladstone, the expected closure of the 

Bell Bay smelter, and the treatment of 

Aborigines near Weipa. 

Reynolds Metals Company 

Reynolds Metals Company was estab­

lished in 1928 as part of US government 

action to break Alcoa's monopoly of that 

market. Almost three-quarters (73 per 

cent) of its capacity is in the USA, and 

this is the only company, besides Akan, 
to operate in Canada. Together, its North 

American interests account for 86.5 per 
cent of Reynolds' capacity. 22 

In 1968, Reynolds formed an associ-
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They kept the price of aluminium low 
and stable but tied to long term, large 
volume contracts. In the period 1961 to 
1973, the list price of aluminium remained 
static in monetary terms at around 25 US 
cents/lb.38 However, between 1973 and 
1979 a number of price rises took place 
pushing the price to 53 US cents/lb in 
1978 and to 68 US cents/lb in 1979.39 By 
contrast prices rose to 74-78 US cents/lb 
in Europe.40 

These price increases can be attributed 
to a number of factors: 

• Of prime importance was the high level
of demand relative to capacity, which
means that all production could be ship­
ped to consumers and that plants can be
operated at efficient capacity levels with­
out the large-scale discounting that had
been common in the past.
• Secondly, the producers had been faced
with large price rises for domestic fuel as
contracts had been renewed. These in­
creases had to be covered by price rises.
• Thirdly, the energy shortages had lim­
ited expansion potential in the establish­
ed production areas, and had made the
future of these plants less secure. Compa­
nies were thus anxious to get as high a re­
turn as possible in order to cover existing
capital charges and to cover losses ac­
crued when pot-lines had to be closed.

Prices have been set in terms of the 
companies' long-term marketing strategy 
rather than as direct responses to world 
demand and supply conditions. This mar­
keting strategy has called for low, stable 
prices to facilitate growth and the pene­
tration of new markets. Until the mid­
l 970s surge, prices did not rise with fluc­
tuations in demand, although discounting 
in periods of recession was common. 

Prices in the first three stages of pro­
duction in the industry were consequent­
ly set in relation to long term goals and 
the firms' main objective was to produce 
cheap ingots for the more specialized 
fabrication stage. It is thus to be expected 
that the firms will price the output at the 
earlier stages close to costs as it is trans-
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ferred from one stage of their operations 
to the next. 

As the different stages of an integrated 
aluminium enterprise are frequently lo­
cated in different countries, this form of 
transfer pricing has international as well 
as national implications for host govern­
ments and taxation policy. 

In addition, enterprises such as QAL, 

which are owned by a consortium of dif­
ferent companies, are operated on a 'toll' 
rather than profit basis where each com­
pany takes a share of the output at cost 
rather than as a market sale. Both proce­
dures mean there is little in the way of 
surplus income available for taxation. 

Despite the decline in domestic demand 
which US producers began experiencing 
in 1980, the domestic list price was push­
ed up by price leader, Kaiser Aluminum, 
to 76 US cents/lb in October 1980 and 
to 80 US cents/lb in October 1981.42 

These prices reflected the desired level of 
profits in the industry, amd with the spot 
price at around 65 US cents/lb43 were be­
ing discounted considerably. 

The willingness of the firms to push up 
list prices against the trend in world de­
mand reflects their desire to keep long­
term profits at the postenergy-crisis lev­
els. Nevertheless, current profits are de­
clining with Alcoa experiencing a 50 per 
cent drop in profits and capacity in the 
USA cut to 76 per cent44 in 1981. 

Profit levels and taxation policy 

In the past, the policy of cheap alumin­
ium has meant the first three stages of 
production have not been especially prof­
itable. Returns on assets, ranging between 
3 and 6 per cent per annum have not 
been uncommon. The fabricating stage, 
which offered greater opportunities for 
product differentiation, has been the 
most profitable stage. New plants have 
traditionally been financed by borrowing, 
which has involved aluminium smelters in 
heavy interest charges. These charges in 
tum have meant that most plants have 
had to operate at full capacity, making 
long term contracts a necessity. 

As the future of smelting became less 
secure in the traditional areas, policy 
changed in that expansion only occurred 
if a substantial proportion could be fi­
nanced from internal funds. This meant 
that the operation had to be more profit­
able and, accordingly, home prices rose. 
In 1978 and 1979, companies recorded 
return on assets ranging from 12 to 14 per 
cent; these were twenty-year records.45 

The low levels of profit have meant 
the industry has not proved a particularly 
good source of taxation revenue; a situa­
tion which helped participate the estab­
lishment of the IBA. The specific sources 
of government revenue from the industry 
are royalties of bauxite production, ex­
port levies, and company tax on profits. 
In addition general taxes such as payroll 
tax, income tax from employees, with­
holding taxes on payments overseas, land 
tax, council rates, indirect taxes on in­
puts, etc, may be incurred. 

The international aspects of the indus­
try make it difficult to collect revenue 
from the industry. The transfer pricing 
procedure means profits and hence com­
pany tax payments will be low as well as 
facilitating the movement of profits to 
low tax countries. 

Attempts to increase revenue from 
production taxes such as royalties and ex­
port levies have not been successful. The 
IBA has been able to achieve only minor 
gains due to the ability of the companies 
to develop alternative resources in Austra­
lia, Guinea and Brazil and to reduce pro­
duction in the more militant areas. 

In Australia, aluminium facilities have 
not paid large amounts in taxes in the 
past. For example, Alcoa paid no tax for 
the first ten years of its operation in Au­
stralia.46 Royalty charges on bauxite are 
not high. In 1978, Comalco was paying 
5.33 AUD in royalties on the quantity of 
bauxite which produced a tonne of alu­
minium selling for an average 919 AUD 
cif. Alcoa's royalty payments were less 
than 1 per cent of total production 
costs.48 
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Basic expansion 
in Western Australia 

spearheads new 
initiatives abroad 
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ready rendered marginal by the market 

situation. 

International structural 
adjustments 

With the recovery of demand in the later 

1970s and projections indicating supply 

shortages at least until 1985, the major 

aluminium companies again made plans 

for expansion. Significantly, a large pro­

portion of this new capacity was planned 

for Australia, South-East Asia, and Latin 

America. 

According to Alcoa, "(t)he only reason 

for primary capacity moving offshore is 

to get more abundant, cheaper power," 56 

and to Alumax, "(t)he political risk is ap­

parently lowest in Australia, as producers 
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are concentrating there." 57 Nevertheless, 

the change in location appears to have 

meant more than a simple devise to re­

duce the costs of production of alumin­

ium. Whereas previously the main North 

American, European and Japanese com­

panies were using international sources of 

materials to meet the needs of domestic 

fabricators, the output of the post-crisis 

smelters is not necessarily so destined. 

With anticipated supply shortages, the 

American companies have been less wil­

ling to woo prospective aluminium users 

such as the automobile industry and have 

sent production overseas. Exports from 

USA rose by 300 per cent in 198058 while 

auto-makers were told that "metal would 

be available for major conversions if they 

Annual reports of the leading aluminium 
companies reflect their new global 
strategies, in which Australian resources 
play a key role. 
Reynolds' Annual Report 1980 (left) and 
Alcoa's of 1982 (right). 

Responses to Annual Report 
a Changing World for 1982 

were prepared to commit for it".59 The 

companies were thus prepared to risk ex­

pansion at home in return for a greater 

share of more rapidly expanding markets 

abroad. The internationalization of the 

industry appeared in another guise with 

the recession of 1981. In place of exports, 

the American market showed a significant 

27 per cent increase in imported ingots 

while domestic production fell to 90 per 

cent of capacity60 with the three large 

producers, Reynolds, Alcoa and Kaiser 

operating at 66 per cent, 76 per cent and 

75 per cent of capacity respectively.61 72 

per cent of these imports came from Ca­

nada where Reynolds owns capacity. Al­

coa and Kaiser both have new plants over­

seas capable of lower cost production 
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