


The world 
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Canada is the leading producer of 

nickel in the capitalist world. It is 

also the host country for two of 

the largest nickel TNCs, Inco and 

Falconbridge. In this perspective 

developments in the Canadian 

nickel industry are of crucial 

importance to the future of 

the world nickel markets. 

Peter Warrian analyses the 

background to the current deep 

crisis in the nickel industry, looks 

at the strategies adopted by the 

Canadian government, the 

companies and suggests a way 

out of the crisis. 

This paper was first presented as a Research 

Report, prepared by the Research Department 

of the USWA for the North American Nickel 

Conference in Sudbury, October 28-29 1982. 

Peter Warrian is Research Director of the 

United Steelworkers of America (USWA), 

Canadian Division. 

Address: USWA National Office, 55 Egling­

ton Ave. East, Toronto, M4P !BS, Ontario, 

Canada. 
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The deterioration of nickel prices has 

been caused by the world recession trig­

gered last year by the high interest rate 

and restrictive economic policies led by 

the Reagan administration in the United 

States, and endorsed by the Canadian 

government and others throughout the 

industrialized countries. The level of un­

employment, fear and uncertainty has 

caused consumers to hold back and save 

their money, with the result that we have 

an all time record savings rate of 13 per 

cent. If people don't buy, then companies 

don't invest, with a result that there has 

been a 12 per cent drop in overall busi­

ness spending on investment and a stag­

gering 25 per cent drop in investment in 

manufacturing. This is the heart of the 

downward spiral in the Canadian, and 
North American economy. 

In addition, prices have been under­

mined and held down by actions of cer­

tain foreign producers such as Botswana 

and the Philippines which sell nickel be­

low cost to earn foreign currency and 

maintain employment. The indebtedness 

and threat of default on loans to interna­

tional banks, has created pressures on 

these countries to almost virtually produce 

at any price. Further, increased sales by 

the Soviet Union and Cuba at low prices 

have resulted, in the view of a number of 

analysts, in the USSR displacing Inco as 

the largest nickel deliverer into the Euro­

pean market. The USSR also needs for­

eign currency to pay for the Pipeline and 

grain purchases. 

Inco and Falconbridge dug in at their 

official producer price of 3 .20 USD in the 

first half of 1982, while spot prices drop­

ped dramatically. As a result the Cana­

dian producers lost a critically important 

share of the market. Inco, which 1981 

accounted for 32.5 per cent of total world 

nickel consumption, is estimated now to 

be producing 20 per cent. Falconbridge, 

which last year had 10 per cent of the 

world market, has watched its share drop 

to 5 per cent. 

At a price of 2.40 USD per lb, analysts 

believe Inco's operating costs would be 

covered, without taking into account de­

preciation and financial changes. Falcon­

bridge's costs would not be met. Even at 

these price levels, markets have been dis­

rupted by dumping. The interventions of 

the Soviet Union and Cuba have been re­

ferred to above. Amax has dumped up to 

100 million pounds onto the market, un­

dercutting all other prices. The phenome­

non of social subsidization continues and 

expands, one of the latest examples being 

the decision of the Philippine's govern­

ment to assume the costs of Marinduque's 

interest of foreign debt this year. 

In summary, it is not too much to say 

that the nickel market has been 'politi­

cized'. The more obvious examples are 

the interventions of the Socialist coun­

tries in to the international market and 

the political decisions in Third World 

countries to continue and subsidize pro­

duction regardless of price and cost. Tak­

en together, these have created the down­

ward spiral of nickel prices an end to 

which is not yet in sight. It is a situation 

of 'beggar thy neighbour' competition for 

shares in a contracting market. To tum 

the market around toward growth requires 

a reversal in economic policies in the in­

dustrialized countries away from high in­

terest rates and cutbacks, and onto a path 

of economic stimulation and growth. Giv­

en the sheer size and importance of the 

US market, the policies of the US admin­

istration is pivotal. Politics is in fact de­

termining the head and the tail of the 

market. 

Long term market situation 

The long term view of the world nickel 

market has become unpredictable and er­

ratic. However, the more pessimistic views 

have been more often right than wrong. 

For much of this century there has 

been a steady, but slow growth in nickel 

consumption. As the lower left section of 

the following graph shows, there was a 

sharp rise in nickel consumption from the 

early 1930s to the early 1940s, associated 
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Fig 3 
World nickel prices and consumption 
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when the molybdenum market began to 
fall, Amax moved to cut nickel prices in 
an effort to reduce inventories. At that 
time their inventories stood at 60 million 
lbs. of matt and 50 million lbs. of finish­
ed nickel. 

Hanna has put its operations in Riddle, 
Oregon on a standby basis until a signifi­
cant upturn in the price of nickel has oc­
cured. 

The importance of social costs m 
crisis decision making 

Communities which rely on nickel mar­
kets are continuing to be squeezed as shut­
downs are extended and jobs are perma-
nently lost. Governments must begin to 
place more emphasis on the social costs 
of alternative policies selected to deal 
with this crisis as governments in other 
countries have done. It is unacceptable to 
view the crisis from a balance sheet per­
spective which doesn't include the wasted 
resources that are part of unemployment. 

1900 1910 "1920 1930 1940 

of copper refining all as means for gener­
ating cash. 

Unlike Inco, Falconbridge has not em­
barked on a major diversification strategy 

during the 1970s. However, in November 
1981, the company borrowed 171,4 M 
USD to maintain liquidity through the 
recession. Long term debt jumped from 
286 M USO in 1980 to 465 M USO in 
1981. Since then the company has also 
been experiencing low metal prices, high­
er operating costs and dramatic increases 
in interest and exploration costs. As Ta­
ble 4 indicates the interest expense has al­
most doubled since 1977 and the explora­
tion expense has almost quadrupled over 

the same period. 

1950 1960 1970 1980 1990 

ployees, demanded concessions from 
hourly-rated production workers and ex­
tended shutdown notices. 

2000 
Much more is at stake in Canada than just 
lost jobs in the nickel industry. By stand­
ing idly by while other governments are 

actively involved in maintaining their do­

mestic nickel producers, we lose jobs, 
taxes and foreign exchange as well as see­

ing unemployment insurance and individ­
ual dislocation expenses rise dramatically. 
It is time to develop comprehensive short 
and long term strategies which recognize 
the importance of nickel to many large 
communities in Canada and to Canadians 

generally. 

Falconbridge's total costs of produc­
tion have been estimated to be 3.50 USD/ 
lb. Placed against the estimated 2 USO/lb 

that most producers expect to receive, 
those costs are still high and the company 
expects to cut these costs even further. 
To meet these cost objectives, Mr. Wil­
liam James, president and chief operation 
officer will not discuss whether any fur­
ther workforce cutbacks will be necessary. 
To date the company has announced that 
fourteen hundred jobs have been trimmed 
from the production workforce leaving a 
total of 2 ,600 workers. 

In response to these pressures, the com­

pany has embarked on a program similar 
to other major nickel producers. It has 
· deferred certain development projects,
mothballed its unit in the Dominican Re­
public (although recently it has reactivited

its facilities there), reduced its workforce,

imposed salary freezes for non-union em-
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Amax's recent moves to discount its

price for nickel is a significant shift for 
the company's traditional posture in nick­
el markets. Since it was a producer, it has 
supported the producer price. When nick­
el markets began to turn sour, the compa­

ny supported its shortcomings from prof­

its in the molybdenum market. However, 

In the last nickel report, a number of 
short and long term strategies were pre­
sented for discussion. Some of these have 
become more urgent in respect of present 
market conditions. A brief summary of 
these is presented below for review and to 
help in developing a collective approach 
to our present problems. 

Short term strategies 

• Government should initiate a respite
order or stockpiling subsidy program.
• Negotiate longer notification periods
for lay-offs and shutdowns.
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• Upgrade SUB to reflect the needs of

the current unemployment levels. Table 1 The supply /demand balance in primary nickel ('000 tonnes) 
• Advancement of 1983 vacation pay.
• Enforce no contracting-out.
• Upgrade retraining and relocation ex­
penses for workers who are unavoidably
permanently laid-off.
• Upgrade pension benefits to encourage
early retirements. (Pensioners likely will
stay in a community and add to the local
economy. Young workers will move else­
where).
• Lay-off time should be fully credited
for pension purpose.
• Upgrade severance benefits.

• Investigate worksharing.

Long term strategies 

• Tax Exempt Corporate Savings Fund

Governments should be pressed to amend 
the tax laws to allow companies to estab­
lish a tax exempt savings fund so that 
capital is available for measures to reduce 

or eliminate the negative consequences of 
lay-offs. During boom periods, companies 

must be encouraged to set aside part of 
their profits in counter-cyclical investment 

reserves. These funds would be used dur­
ing periods of declining demand to pay 
for such things as retraining and reloca­
tion expenses of layed-off workers, work 
relief projects or for regional develop­
ment purposes. Companies would have to 
apply to the government for permission 
to use the funds in any proposed program. 

These tax exempt funds were initiated 
in Sweden in the late 1950s and research 
and evaluation indicate that these funds 
have promoted a more even development 
of investment through the business cycle. 
During the 1975 recession, more than 1 
GUSD was released from the Swedish 
funds for investment purposes. 

With such a fund, resources would be 
available when they are most needed. The 
political game of industry crying poor 
during periods of declining demand would 
no longer be an impediment to establish­
ing needed relief programs. 
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1980 1981 1982 

Production Jan-Dec Jan-Dec Jan-Sept 

Canada 145.7 107.8 61.4 
Japan 110.4 96.3 67.3 
Europe 97.9 95.1 51.4 
Other Non-Socialist Countries 191.S 189.9 116.1 

Total 545.5 489.1 296.2 

Change in producers' stocks +59.3 +26.9 -0.9
Change in official stockpiles 
Net Imports from Socialist 36.3 30 35 

Total supply 522.5 492.2 332.1 

Change in LME stocks -1.2 -1.7 -0.4
Change in consumers' stocks -15.6 +16 -5.5

Total Non-Socialist real 

consumption 539.3 477.9 338.0 

Notes: 
1 Production figures are defined to avoid double counting of smelter and refinery 
products. 
2 'Non-Socialist World' includes Yugoslavia but excludes USSR, Cuba, China and all 
COMECON countries. 
Sources: 
1 Production: WBMS, Company and National Statistics 

Consumption: USBM, USC, WBMS. 
CRU Nickel Database. 

2 Figures underlined denote CRU estimates. 
Forecast (July-Sept period) 

Table 2 Inco Ltd 
Six years financial review 

Year 

1977 
1978 
1979 
1980 
1981 
1982 1 

Revenue 

1,953,328 
2,083,094 
2,488,543 
3,036,099 
1,885,900 
2,033,000 

Net Income 
(000 USO) 

99,859 
77,809 

141,725 
219,407 

(497,000)2 

(66,400) 

1 For the nine month period ending Sept. 30th. 

Shareholders' 
Equity 

1,914,829 
1,918,348 
2,006,255 
2,162,341 
1,632,945 

Return on 
Shareholders' 

Equity 
per cent 

5.2 
4.1 
7.1 

10.2 
(30.4) 

2 Of this amount, 464.6 M USD represents extraordinary losses including 245,000 
M USD in provision for losses on disposal of discontinued operations and a 219,638 
M USD loss on revaluation of investment in Exmibal. The actual operating loss for 
1981 was 4,880 M USD. 
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Fig 4 
Percentage distribution of world nickel production 
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2. Policies to enable our members
to influence the process of techno­

logical change itself, to deal with

change before the consequences
have developed.

These were translated into bargaining 
priorities to insure our members are in­
fonned about the introduction of techno­
logical change, that they participate in 
the evaluation, selection and adaptation 
of new technologies and finally that job 

security is guaranteed before, during and 
after technological change. 

The policy also recognizes that politi­
cal action is necessary if all workers are to 
be afforded the necessary protection 
against technological progress which can 
be destructive in the short run. 

Through this policy on technological 
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YEAR 

change, it is essential that a balance is 
struck between the need for progress and 
the need for economic security of our 
members; and between protecting our 
members from the effects of technology 

and enabling them to participate in the 
control of the process. 

• Corporate Disclosure

Corporate disclosure should be upgraded 
to include more access to corporate finan­
cial plans for the future; public auditing 

of ore bodies; reporting of stockpiles; and 

the expansion of FIRA to review pro­
posed exports of capital to detennine net 

economic benefits to Canadians. 

• New Economic Policy Directions

Pressure should be continued to get gov-

ernment to move off policies which sup­
port high interest rates and the consolida­
tion of wealth among fewer individuals 
and corporations. 

Instead, we should continue to demand 
an economic program which has job crea­
tion as its central theme. The stimulation 
of the economy through tax cuts and cap­

ital spending makes more sense than the 
concerted policy to precipitate and main­
tain a recession/depression economy. 

Sources: 

Globe and Mail 

Financial Post Services 

Financial Times 

Northern Miner 

Metalsweek 

Moody's Industrials 

CRU Reports ■ 
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