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e THE INTERKATICNAL SITUATION REGARDING METALS,———~ —~——="= ="
IN PARTICULAR LEAD AXD ZINC

BY J. R. V. Duncea
Managing Director

The Rio Tinto-Zine Corp., IAA.
London, England

, I am pev to the lead/zinc industry and therefore it !
pidation that I accepted the invitation to address you today.
like me to do RO doubt i to forecast the course of prices
the pear future, If I vere to attempt to predict these future trends and tend-
I vould indeed need a very poverful crystal ball, but novertheless I will
Ry best to give you scme vievs co the internaticoal situstion of ocur industry.
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pression in the markets in recent years are relatively small vhen cazpared with
the vorld level of consunption. For instance, although the lead market price has
been undatisfactory to yroducers in recent years, nevertheless the surplus from
1959 onvards has been vell inside five per cent of world consumption, even in the
most unsatisfactory years.

Ve have not heard very much adbout shortages in recent years, dbut I
firaly believe that the planners vho vent around forecasting severe shortages are
not vithout blame for the present state of affuirs. Ja xy viev it is & majar fale-
lacy to talk of shortages in lead and zinc. It is true that there bave been, and
vill continue to be, texporary fluctuations in supply and 8emand, but the record
shows that a corresponding fluctustion in metal prices is sufficient to restore
equilidbrium to the market in the long run. I am firaly convinced that, given the
correct conditions, adequate surplies of leed and zizc vwill alvsys be availadlis to
meet requirements, and I consider that the advocates of gloam who forecast shortages
of the metals 45 & great Alsservice tO the industry by the effect vhich they
have on cansueer thinking. 1f consumers of leed snd zinc become reclly camvinced
that there 1s a shortare caming I have no doudt that they will redoudble their ef-
forts and research to find and adopt & satisfactory alternative material.

You will see fram vhat I have just saild that I 4o not consider that the
troudbles of the lead and zinc industry arise from any chronic state. I believe
that they are the result of texpursry imbalances and I vould like to examine the
reasons vhy such fluctuations appear to affect our industry in particular. It
seexs to me that the following reasons are importast:

Unlike the operation of certain manufscturing processes, there is a
very considerable time-lag betveen the discovery of an ore deposit and the produce
tion of refined metal. Many years are needed to develop & aine and to conastruct
ancillary milling and sametizes smelting plants, and in xy viev this is one of the
most important reasons leading to the tezporary imbalances vhich ve suffer. To de-
tide to bring a nev mine into operation is really an act of faith in the long term
grovih potential of the industry, as it may well happen that, when the nev facil-
ities come into operation same years hence, the date will coincide with & tempo-
rary trough in demend. MNining, ailling and smelting on & large scals call for
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considerable capital outlay, and once & decision has been taksn to embark ocn &
project and work has actually commenced, 1t is & fact that the project will alscet
certainly go ahesd vhatever tesyorary changes may occwr in conditions in the
meantime. From this you will see that producticn of lesd end ginc s not very easy
to sdjust to tesporary changes in demand.

A furtber factor causing tesmporary isbalances and coansequent price
fluctuations {s the fact that many metals, and certaizly the lead and ginc with
which we are primarily coacerned, are truly internationsl commodities. Very large
toonages Of lead and zinc oTres, concantrates and refined metals move across the
world and the pipelines for these products can be said 0 extend worldvide. This
in 1tself leads to a lack of flexidbility because if, for instance, & decision wvers
0 be msds today to change the rate of mine productioca in Australia it would -
prodably take six mooths, and maybe longer, before this decisioa would bDe reflected
ia the physical metal Lecoming available in the largs consuming markets. This lack
of flexidility which arises from long pipelines is further complicated by the fact
that many snelters and metal consumers choose tO cover the bulk of their require-
ments on forvard coztracts At unknown prices, and these contracts are often made
for periods of aix or tvelve months, and sometimes years shead, ani are relsted to
the sarket prices ruling at the time of delivery. A producer entering into such a
contract forfeits considerable flexibility in sxchange for a secure outlet, and it
seems to me that the extent to vhich lead and zinc are sald msny soaths forward on
aversge price coatracts has an important effect on the speed at vhich producers can
react tc market circumstances.

On the other hand, nvil.lbomutre-elybnvtmfoolhwwum
vho attempted to "beat the average”™ by selling hie whole productico at fixed prices
for prompt delivery. Itildmmt.miucmmwwonw
of selling should be schieved.

It 1s i{ndeed difficult to comsenton this Question of temporary imbalances
without discussing further the mariket prsctices in our industry, although I realize
I an treading on dangercus gruund. The london Metal E«change price 1s vidaly used
as the basis for prices of both metal and cre 1o many parts of the world, and it
seeas to be true that this terminal market in 1condon, in current circumstances, s
parrov and cften reflects purely local U.K. conditicas. If bDusiness is bad in the
U.K. and stocks build up ia L.N.X. varehouses, the sarket prices oo the L.K.K. are
likely to be depressed and this influences the price of hundreds of thoussnds of
tons of lead and zinc which are sold by producers oa aversge price contracts. I do
not pretend to know vhat the ansver is to this particular protles and many of you
bsve no doudt devoted consideralle time to the study of alternative methods of
msrketing outside the U.S.A. It is, however, trus that no one has yet evolved &
workable alternative, but we should perhaps avoid beling too defeatist in owr

approach,

In this coanectioa I would like t0 refer for s moment to other metals. I
knov that certain other metals 4o not present quite such & coxplex problem as lesd
and gince You are all well svare that there {s in existence an International Tin
Schene and in quite s different wvay the aluminus producers of the world have
succeeded in large measure to date in maintaining price etability by being villing
to aflust sugply €0 demand, 1o the fleld ¢f copper ve have all been following with
great interest the events of the last year or so ia the copper markst. This
exjeriment vhich is being carried out {n copper has cvnunly proved successful at
least in the short term.
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Nov I would like to say a word adout Russis. When talking of copper and
) thinking of possible action in lesd and xinc I know I 6o not have to point out the
fundamental difference so far as Russis is concernel. In the case of copper Russia
1s & pnet importer, vhereas in the case of lead and gint it would really dbe very -
Afficult to schieve any form of interpational arrangenent to sdjust supply to
dezand without the full cooperation of the exporting countries behind the Iron
Curtain and notably Russis. I 4o believe that if idess fOr an internstiomal schems
for leed and zinc vere to be developed the Russians would give the proposals thedir
very earnest and serious considerstion. In considering Russian exports in current
circumstances, however, it 4oes appear from time t0 time that transactions by the
4 U.S5.5.R. are motivated by specific reasons such as & need for foreign exchange.
Barter treassctions invelving the export of Russien metal can be particularly
depressing in their market effect, as & merchant vho may have made & good profit
at one leg of the barter transaction can afford to sell his lead or zi:c at &
discount, 4f the need be, in order to close out the deal. This is purticularly
true wvhen such metal is imported into the U.K. rether than the Buropean Continent
and s delivered oo the L.N.X., a8 has recently been the case with Russian lesd,

Perhaps bere I should refer to the International Lesd and Ziac Study
Group whichk bas been meeting nov for seversl years wvithout any conspicudus success.
1 do feel that this Study Group provides a forum in wvhich wve can all meet and
discuss the problems of ow industry and furthermore it i: & meeting place vhich ig
acceptable to certain countries vho would otherwise be j-ecluded by Anti-Trust
considerations from taking part in such discussions. ‘!oreover, the Study Croup
jTovides & common ground on wvhich discussions can take place with Russia and,
despite the fact that the Study Group does not appesr to have made any great
progress, 1 would strongly counsel that ve continue to spport such mectings.

I would nov like to say & word about Government stockpiling es I am Quite
sure that many of the i{lls of the lead and zinc industry stem froc the activiiies
of Govermments. I will of couwse admit that my Group, in commoa with nany others,
Las participated in Government programmes to purchase and accumulete larpe stocks
of ginc, 1l.:% and other metals. I question, hovever, vhether Covernment stockpiling
has beer. for the true good of our industry and we are nov faced vwith a situation
wvoere the Government of the U.S.A. is bholding very large stocks of lead and zinc
vhich x.'¢ overbanging the world market. The very anncuncement early {n 1952 of the
enormous Quantities of bLoth metals that were dubbed "surplus to stretegic require-
pests” was sufficient at the time to depress open merxet prices bty several pounds s
ton. 1 knov that many of you have given much thought o the problem. The first
essential is certainly that before any disposal is even contesplated & further
assessaent should be made of what i{s truly surplus to the strstecic requirements of
the U.S A. Until this point has been properly resolved one cannot begin to get to
grips vith the real problem. I fully appreciate thct the rulesfor U.8. stockpile
disposals are governed by U.S. legislation, but I do feel that this 1s & mstter of
concern not just to the U.S. lead/tinc industry alone but to our industry throughe
out the wcrld. The vhole situation requires very careful handling and no one vith
any knovledge of the markets can pretend that tonnages of the size held in the U.S,
stockpile can possidbly be disposed of under normal circumstances without seriously
endangering the stadbility of the market.

I would nov 1ike to turn to another aspect of our industry which is
causing great difficulty st the present time. I refer to the protectionist
wlicies of certain countries who, for local and political reesons, subsidise
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domestic wining and smelting operations vhich are not truly economic by world
standards., I am fully convinced that the world cas odtain sufficient quantities of
lead end zinc at economic prices and I an sure it is quite wrong to swpport
uneconomic production for local and political ressons. The world is not perfect,
hovever, and we must face the fact that Governments vill not abandon these

policies overnight. I am sure, howvever, that we must strive to ensure that Govera-
ments have positive plans to decreass the support of uneconomic production and move
gradually towvards a point where the international laws of ecooomics apply. Im this
connection 1t is interesting to note reports regarding the Italian situation. You
all knov that the Italian market for lead and ginc {s protected by & very high
artff until 1966, but I understand that the X.E.C. have empbasized to the Italians
that the purpose of the tariff is certainly pot to allov thea to continue to
subsidise uneconomic production until 1966, I believe thay have been told that
they are to use the time to put their house im order and it is reparted that the
Italians are developing important plans to open up deposits of lead and zinc and
establish mines and satlters which vill be truly economic and sbls to cpersts st
world prices. I feel that here ve have an examxple of the right sort of thinking
and some other Governmsats would be well advised to take & 1saf from the same book.

All those countries who have resorted to protection of their lsed and
tinc industries should be in @0 doudt that protectioniss tends to snovball in its
effect. Ay country vhich establishes & high level of local protection bty meens of
tariffs, Quotas or subsidies should bear in mind that it ia setting an extresaly
bad exarple to the rest of the world and most bad examples tend to be followed., I
bave no doubt vhatsoever that the high level of protection in, for instance, the '
U.S.A. and Japan has lent strength to the argpumsnts of the Burvpsan Economic
Community for & correspooding protectioa.

There may, of course, be some justification for domestic reasons for
seeking temporary protection and here I feel I should refer to the U.K. vbere you
bave & prite example of the snowballing effect of protectionisa. In viev of the
proximity of the U.K. to RBurope {t bas bdeen necessary for the U.K. zinc smslter to
seek parallel tariff protection with the Six countries of the Commoe Market so that
it may compete on equal terms for its rav materials. This does not mean that I am
in favor of high tariffs oo zinc but merely that, in order to reamsin {n existencs,
the important and long-established U.K. zinc smelting industry sust bave parity of
tariff treatment vith Purope. I would indeed be perfectly happy 1if the U.K. zinme
tariff were nil, provided 1t vas also nil into the countries of the E.E.C. and other
potected markets of the world, )

A further development in our industry vhich is causing & fundamental
change in the pattern of trade is vhat I might refer to loosely as a trend towards
"do it yourself.” For reasons of nationalisa you are well ewvare that countries
ovning sufficient mine deposits are tending to Build smelters in their owmn
countries and usually as close as possidle to the mine. This moders trend towards
processing matsrials as close as possible to the source is in {tself leading to
problems for our industry. There 1s a positive encouragesent from Governments in
many countries t0 increase smelter capacity and coopete for supplies of ore at a
time vhen petal productica §s already shoving & surplus. You may well feel that it -
is strange that I dare refer %o this problem i{n viev of the fact that the .
vith vhich T an sssocisted has developed and 1s engaged {n licensing & nev uujw
Smelting Process throughout the world. I would merely say that I firaly believe
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that the trend towards local smslters and refinsries is an established fact, and I
ax ocoavincted that as industrialitation progresses throughout the vorld many moTe
ocountries vill duild these plants.

The trend towvards local smelters i{s, of cowrve, causing & major change &
1o the pattern of ore supply in the world and in particular there is a curreat
trend towards a scarcity of supplies to smelters vhich have been long astadlisbed {
in certain industrial areas such as the RBuropeen Common Market and the United States.

Y am sure you would not wish me to oxit from ay speech some comments on
the sarket outlook for lead and zinc as I see it.

There is no doudt that vith the repidly expanding economies of the
emerTgent nations, and with the extremely valusble work which is being 4one through
the Expanded Research Program to develop and extend nev uses for lead and zinc, ooe
can foresee & steeady and apprecishle increase in world consumption of both metals.
In addition, the velcome improvement in the U.8. consumption figures, in line with
8 general upturn in the economy in your country over the last year or so, may be
folliowved -- a8 1t s0 Often 18 -- by & sixilar improvesent in Burope in the oot too
distant futwe. As far as zinc 1s concerned, provided producers exercise a certain
amount of self-coatrol in bringing any incressed supplies of metal cato the market,
there seems nO reason vhy the Iinc market should not maintains 1ts recent improvement,
In the case of lesd I aa hopeful that the mors belanced statistical positiocn which
has recently become apparent will have a beneficial effect on prices.

Before I finish I hope you will allov me to ride a favorite hoddy horse
of mine coocerning freedom of trede.

When the imposition of U.S. quotas was first discussed those opposing
thes pointed out the danger that world surpluses of production would be throwa
upon the only free market, namely the London Metal Exchange, and theredy have a
disproportionata effect on world prices outside the U.S.A. This, of course, bas
cooe about and the spread betwveen the U.8. price and the L.N.E. price bas videsed
very consideradly, to an extent far greater than woculd have been caused by aa
increase in U.8. import tariffs. Beuce the wvhole burden of carrying unvanted
stocks has been transferred to one center of the free world's economy, leaving the
greatest ares of industrial consuegtion protected by an insurmountable barrier.
This 1s indeed an unfortunate situation becsuse most of the productica that is
suffering from this fors of victimisation originates from the nevly developing
nstions of the world. Exports from these countries play a significant part in
their balance of payments and serve to incresse the growth of the standard of
living which is 80 important for the pesce and prosperity of the free world.

If I vere & dictator today in leed and zinc I would bave no hesitation in
scrapping all the duties, quotas and subsidies that are at present in existence and
I confidently believe that, vheress tLere might be some Jocal nardships of &
lizited nature, the rise in prices on the L.M.E. that would snsue would give an
adequate revard to all other producers throughout the world.

If I vere asked to guess at vhat price level equilibrium betwveen supply
and demand would be reached, I can see no reason wvhy this should not be in the
region of nine cents for lead and 1l cents for sinc. I appreciate that it is




impossitle, even by inter-governmental action, to remove all the tariffs, subsidies
and quotas that are at present in operation, dut if by such agreement their
operation could be suspended for s period of say two years, it would not oaly be
dnteresting but, I belisve, moet exciting to see vhat effect this would bave on the
mrket price of the two metals.

In coociusion I vould 1ike to etress sa strongly as I can that, although
I belisve that the lead/xine industry 1s ectitled to & fair retuwrn oo capitel -
iovested, ve must never become greedy and seek 0 make an unreasonabls profit.
This would be Quite senseless and againet the long term interests of our industry
because {n the end 1t would be the customers who suffered. And if the customer
once decided that he wvas being taken for & ride 1in lead and xinc he would devots
all his research and snergies to the use of alternative matarials, which would
obviously be to the ultimste dissdvastage of all lesd/sinc producers hare today.




