








copper markets generally and concentrate 
markets in particular. In recent years, 
concentrate and metal markets have tend
ed to move together, reflecting the im
pact on both of trends in mine produc
tion and metal consumption. However, it 

should be noted that particular market 
factors may affect concentrate and metal 
markets to varying degrees. A high pro
portion of world concentrate production 
is 'tied' to vertically-integrated compa
nies; the quantity of concentrates enter
ing international trade is small ( about 1. 1 
million tonnes contained copper per an
num), and the concentrate market may 
be influenced more strongly than metal 
markets by, for example, the opening or 
closure of a single smelter. In 1979/80, 
for instance, both metal and concentrate 
markets were buoyant. However, the com
ing on stream of copper smelters in South 
Korea and Taiwan in 1980 resulted in a 
further tightening of concentrate supplies, 
assisting some producers (including BCL) 
to substantially improve their contract 
terms. 

Other factors influencing relative bar
gaining strengths are the importance of 
the individual mine as a source of concen
trates and its reliability as a supplier, 
changes in smelter technology, currency 
movements and government regulations 
(for example pollution controls), and the 
extent of tariff or other protection en
joyed by smelters in their domestic mar
kets. 

Bargaining ploys or tactics also some 
times influence the distribution of metal 
revenues, as the following example indi
cates. In 1971/72 a major Irish concen
trate producer negotiated contracts with 
seven European smelters. This company 
knew that one smelter, located in Spain, 
was desperately in need of concentrates. 
It first undertook bilateral negotiations 
with this smelter, and obtained extremely 
favourable terms. It then approached the 
other smelters individually, and demand
ed similar terms. However, they refused 
to negotiate bilaterally, joining together 
and appointing one of their number to 
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negotiate on behalf of all six, thus negat
ing the mining company's 'divide and rule' 
tactics. Partly as a result, they were able 
to obtain terms considerably more favour
able than those negotiated with the Span
ish smelter. 

Many smelting companies adopt a sim
ilar 'united front' approach. For instance, 
a single Japanese steel company (Nippon 
Steel) acts as negotiating agent for J apa
nese steel mills in their dealings with Au
stralia's major iron ore producers, while 

the six Japanese smelters and two trading 
companies which purchase concentrates 
from BCL negotiate jointly with the 
Company. 

Review and renegotiation of 
smelter contracts in the 1970s 

When BCL negotiated its sales agreements, 
it assumed that the undertakings made by 
the smelters represented hard-and-fast, 
legally-binding commitments to purchase 
the tonnages nominated on the terms and 
over the periods specified. The sales con
tracts did include a 'fair play' clause 
which provided for their renegotiation if 
either partner were 'seriously disadvan
taged' by changing circumstances,. 

But it would appear that neither party, 
and certainly not BCL, anticipated that 
this clause might have to be invoked in 
the near future, as indicated by the fact 
that in the Japanese contract it was not 
even included in the main sales contract 
but in a side letter. 5 However, in the event 
smelter costs were violently upset in 1971-
72 by a combination of new and stricter 
environmental controls, oil price increas
es, and currency disturbances. BCL's 
smelting charges were denominated in US 
dollars and after the 1971 devaluation of 
the US dollar the smelters reopened the 
contracts under the 'fair play' clause, seek
ing a significant increase in smelting charg
es in dollar terms. 

This series of events came as a very un
pleasant surprise to BCL. As mentioned 
above, the Company had expected smelt
er contracts to offer a measure of stabili
ty in an uncertain environment, but it 

now faced a substantial increase in smelt
ing costs before it had even commenced 

commercial production. However, be
cause of the crucial role of the smelters in 
its marketing and financing arrangements, 
BCL felt it had little choice but to agree 
to their demands.6 

Since 1972 BCL in common with oth
er concentrate producers has accepted 
that rapid escalation in smelting costs ( es
pecially energy and pollution control 
costs), frequent changes in the supply/de
mand situation for copper concentrates, 
and instability of currency exchange rates 
dictate that smelter contracts be reviewed 
on a regular basis. A formal agreement 
was reached with the Japanese for bi-an
nual review of their contracts; until 1982 
there was no formal provision for review 
of the European contracts (this is still so 
in NA's case), but in fact unscheduled re
negotiations occurred every 18 months to 
two years between 1972 and 1980 (Infor
mation provided by BCL). 

In general terms, it is apparent that the 
share of metal revenues accruing to cop
per concentrate producers has declined 
substantially since 1972. On the basis of a 
survey carried out in 197 8, Lewis and 
Streets estimated that the per cr�nt of the 
copper price paid to concentrate produc
ers declined by 15 percentage points be
tween 1973 and 1978, from a range of 
80-90 per cent to 65-75 per cent.7 This
decline is in large measure due to a sub
stantial fall in the real copper price over
this period. If the copper price drops and
smelter charges remain the same, the
mine's proportion of revenue declines. In
money terms, smelter charges have risen
substantially during recent years (by 135
per cent for 30 per cent copper concen
trate according to one estimate8 

), reflect
ing the passing on of rising smelter costs

to the mines, a process effected through
cost escalation clauses or contract reviews.
Given the essentially 'service' role of cus
tom smelters, it is to be expected that
cost increases should be passed on in this
way. However, the extent to which this
has actually occurred has been influenced
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by the relative bargaining strength of 
mine and smelter at particular points in 
time. When buoyant concentrate markets 
have improved the bargaining position of 
mines, smelters have been forced to bear 
a part or all of cost increases. Indeed at 
times mines have been able to significant
ly improve smelter terms through con
tract reviews. For instance, a European 
concentrate producer informed the auth
or that a review carried out in 1978 re
sulted in the mine receiving an additional 
25 USD/t, at a time when it had been re
ceiving about 300 USD/t. According to 
BCL, some of its contract reviews have 
led to changes 'of similar significance'. 
More generally, because of its position as 
a substantial and reliable supplier of high
quality concentrates, BCL may have fared 
somewhat better than concentrate pro
ducers as a whole. 

The provisions of BCL's original smelt
er contracts have been departed from not 
only as regards the terms under which 
concentrates are treated but also as re
gards the volume of concentrate sales. In 
some years the Japanese smelters have 
failed to accept the full tonnages speci
fied in contracts. In certain cases, deliv
eries have merely been deferred, with 
higher-contracted deliveries being made in 
later years. However, not all downward 
revisions have been initiated by the smelt
ers; contracted deliveries for 1982 were 
revised downwards by 10 kt on BCL's ini
tiative. 

Failure by smelters to accept full con
tracted tonnages can create significant 
costs for BCL. It adds to uncertainty in a 
business environment which has become 
increasingly unstable since the Company 
commenced operations in 1972. BCL is 
relatively fortunate in that, as a producer 
of premium concentrates, it has always 
been able to find alternative markets; 
many other concentrate producers are 
less favourable than those offered by long
term contracts. Also, such sales involve 
additional costs to BCL arising, for ex
ample, from the need to identify and ne
gotiate with potential customers and in 
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some cases to make new and separate 
shipping arrangements. On the other hand, 
it should be noted that in recent years 
BCL has at times found itself with unex
pected shortfalls in production due to ex
tremely variable ore grades, and in such 
cases it is clearly convenient for the Com
pany to have some flexibility in contract
ed tonnages. 

Thus the terms of BCL's smelter con
tracts have been subject to considerable 
change during the 1970s. Though con
tract reviews have at times favoured BCL, 
change has generally been detrimental to 
its interests. The Company has fought 
hard for its rights under smelter contracts, 
but has not attempted to prevent change 
by insisting on a rigid adherence to con
tracts terms. It feels that long-term smelt
er contracts still represent the most se
cure and stable method available of mar
keting its output, and indeed believes that 
its operations would be unviable without 
the custom smelters; consequently it 
must ensure their continued operation by 
bearing the brunt of adverse economic 
conditions in the smelting industry, de
spite the obvious inroads this makes into 
its profitability. 9 

Determination of metal prices 

The discussion so far has concentrated on 
the distribution of metal revenues be
tween mine and smelter. The size of reve-

nues available for distribution depends, of 
course, on the prices obtained for finished 
metal, in this case London metal market 
prices. Thus it is also important to exam
ine the question of whether mines or 
smelters can deliberately influence metal 
prices so as to enhance their revenues. 

Mines do of course influence prices in 
the longer term through their investment 
and production decisions, but what I 
wish to discuss here is the possibility of 
market intervention aimed at influencing 
prices. There is in fact little evidence that 
concentrate producers intervene in the 
copper market to any great extent, and 
indeed many (including BCL) have not, at 
least until recently, carried out any opera
tions on the relevant exchanges. The situ
ation as regards the smelters is more com
plex. 

It is important to distinguish here be
tween the ability of smelters to turn price 
fluctuations to their advantage and their 
ability to actually cause and control such 
fluctuations. It is clear that many Europe
an smelters do turn to advantage their 
proximity to, and intimate knowledge of, 
the London metal markets. As is the case 
with BCL's contracts, these smelters are 
usually allowed to 'back-price', i e make 
payment at prices which prevailed on a 
day of their choice during the contract 
period. Backpricing has been a traditional 
factor with copper purchasers by Europe
an fabricators, and smelters undertake 
such backpricing substantially on a back
to-back basis with declarations by their 
customers. The smelters apparently do 
form judgements as to trends in the cop
per market, and on the basis of these at
tempt to purchase as high a proportion as 
possible of concentrate deliveries on days 
of low metal prices. A major concentrate 
producer has estimated that this practice 
costs it an amount equivalent to 1-2 per 
cent of the value of sales, in comparison 
to a situation in which average metal 
prices over the payment period were ap
plied.10 In BCL's case, this :would amount 
to 3-9 million USD/year, depending on 
metal prices. The smelters are of course 
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