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INTRODUCTI'ON 

The purpose of this supporting analysis is to provide a 

foundation for developing a model, an international or multi- 

national institution capable of accomodating the back end of 

the fuel cycle, while meeting U. S . nonproliferation goals. The 

analysis is based on a review of selected, defunct and extant 

institutions which, although not necessarily concerned with non- 

proliferation, have faced a trade-off between acceptability and 

'effectiveness in meeting their objectives. 

Discussion of the various institutions is divided into three 

categories, international organizations, multinational consortia 

and cartels or producer associations. 

Examples of international organizations include the International 

seabed Authority, Intelsat, the United Nations and the International 

Atomic Energy Agency (IAEA) . The International Seabed Authority is 

discussed in detail in Section 1.1. 

Multinational consortia are organizations.that have been devel- 

oped -primarily to meet common commercial objectives. Membership 

includes at least three member nations. Examples include the 

Scandinavian Airline System (SAS) , URENCO,  nile ever , Royal Dutch 
Shell, Eurochemic, Eurodif, Euratom, European Coal and Steel Comm- 

unity, and Serena. SAS and URENCO are outlined in detail in Sections 

2.1 and 2.2, respectively, 



C a r t e l s  o r , p r o d u c e r  a s s o c i a t i o n s  a r e  m u l t i n a t i o n a l  agreements 

t h a t  r e s t r i c t  market f o r c e s ;  'vi'z, p roduc t ion ,  market s h a r e ,  custom- 

e r s  o r  p r i c e s .  Examples i nc lude  t h e  Intergovernmental  Council o f  

Copper Export ing Countr ies  ( C I P E C ) ,  t h e  Organizat ion of  Petroleum 

Exporting Countr ies  ( O P E C ) ,  and t h e  F i f t h  I n t e r n a t i o n a l  Tin Agree- 

ment ( I T A ) ,  a s  w e l l  a s  agreements governing diamonds and uranium, 
* 

baux i t e  and co f f ee .  OPEC, C I P E C  and I T A  a r e  d i scus sed  i n  d e t a i l  

i n  Sec t ions  3.1,  3 . 2 ,  and 3 . 3  r e s p e c t i v e l y .  

* 
See Addendum A ,  "Major Trade AgreementsAf 



1.0 INTERNATIONAL ORGANIZATIONS 

1.1 INTERNATIONAL SEABED AUTHORITY 

1. I.. il Description 

Form and Charter. The proposed International Seabed Authority 

is the international regulatory and operating body of the proposed 

Law of the Sea Treaty.* The Sixth Session of the Third United 

Nations Conference on the Law of the Sea** issued the Informal 

Composite Negotiathq Text (ICNT) *** which details the overall 

regime, the powers and functions of the Authority and the system 

for seabed exploration and exploitation. 

The Authority is modeled after the United Nations (UN) and 

would be of comparable size and composition. In two important 

respects, however, it differs from the UN. First its supreme organ, 

the Assembly, would have general legislative powers, including 

enactment of rules binding on its members. Second, the Council's 

members would have no veto powers. The Authority would be comprised 

of an executive branch, the Council; a leqislative branch, the 

Assemblv: an administ'rative branch, the Secretariat; a j~~dicial 

mechanism, the Seabed Disputes Chamber of the Law of the Sea Tri- 

bunal (SDC); and finally an operating company, the Enterprise. 

The following section outlines the composition, voting procedures, 

and powers and functions of the above organs, including .the Au- 

thority itself. 

*Also known as the "Law of the Sea Convention," (see the History 
and Evolution section for a discussion of the status o f  the pro- 
posed agreement). 

**Held in New York, 23 May to 15 July 1977. 
***Sixth Session of the International Law of the Seas Convention. 

A1 Conference 62,'Working Paper no. 1U. May 23 - July 15, 1977. 
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~ r q a n i z a t i o n a l  S t r u c t u r e . *  The Authori ty  i s  t h e  o rgan iza t ion  

through which S t a t e s  P a r t i e s  organize  and c o n t r o l  t h e  a c t i v i t i e s  

undertaken i n  t h e  Area. I t  i s  based on t h e  p r i n c i p l e  of t h e  so- 

vereign e q u a l i t y  of a l l  members. The p r i n c i p l e  organs of t h e  

2 Authori ty  a r e  t h e  Assembly, t h e  Council and t h e  S e c r e t a r i a t .  The 

secondary organ i s  t h e  E n t e r p r i s e  through which t h e  Authori ty  d i -  

r e c t l y  c a r r i e s  o u t  i t s  func t ions .  The func t ions  of t h e  Author i ty  

inc lude  : 

.o Exercise  . c o n t r o l  over  a c t i v i t i e s  i n  t h e  Area** and 
t ake  any measures a s  necessary t o  secure  compliance 
with Convention; 

o  Promote, coordina te ,  c a r r y  o u t  and/or c o n t r a c t  f o r  
marine s c i e n t i f i c  r e sea rch  i n  t h e  A.rea; 

o  Acquire technology and s c i e n t i f i c  knowledge r e l a t i n g  
t o  a c t i v i t i e s  i n  t h e  a rea ;  

o  Promote t h e  t r a n s f e r  of such technology s o  t h a t  a l l  
S t a t e s  b e n e f i t  therefrom; 

o  E s t a b l i s h  a  system f o r  e q u i t a b l e  shar ing  of b e n e f i t s ;  

o  Regulate production of minera ls  from t h e  a r e a ;  

o  Take measures necessary t o  achieve growth e f f i c i e n c y  
and s t a b i l i t y  of markets f o r  commodities produced from 
t h e  Area; 

o  Enhance o p p o r t u n i t i e s  f o r  a l l  S t a t e s  P a r t i e s  t o  par- 
c i p a t e  i n  development of Area ' s  resources  and prevent  
monopolization o f  exp lo ra t ion  and e x p l o i t a t i o n .  

* See ~ j g i ~ r e  1. 
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The Assembly is composed of all Authority members. Each 

member has one vote. Questions of substance are decided by a two- 

thirds majority of the members present and voting. Questions of 

procedure are decided by a majority of members present and voting. 

As the supreme organ of the Authority,the Assembly sets the 

general policies of the Authority and considers problems of a general 

nature. Other functions of the Assembly include: 

o Elects Council, Secretary General, 11 judges of 
SDC,appoint Director General of Enterprise and 
Governing Board of Enterprise 

o Establishes appropriate subsidiary organs 

o Assesses members contributions to Administrative 
budget 

o Adopts financial regulations 

o Approves budget (submitted to Council) 

o Adopts rules or procedure 

o Examines Council and Enterprise and special 
reports 

o Studics and iecu~turlends re promotion of interna- 
tional cooperation in Area and encouragement of 
development of international law; 

s o Adopts rules, regulations, and procedures for . 

equitable sharing of financial and other economic 
benefits; 5 

o Considers problems of a general nature; 

o Establishes a system of compensation upon recom- 
mendation of the Council on basis of Economic 
Planning Commission's advice; 

o Suspends members; 

o Final adoption of rules, regulations and proce- 
dures provisionally adopted by the Council. 



The Council is composed of thirty-six members elected by the 

Assembly. The members are elected according to the following 

representation formula: 

o Four countries making greatest contributions, 
including one State from Eastern (Socialist) 
European region; 

o Four countries,-major importers, including 
one State from Eastern (Socialist) European 
region; i 

o Four countries, major exporters; 

o Six developing countries representing special 
interests: 

o Eighteen countries to ensure equitable geogra- 
phical distribution of seats. 

The Council is further divided into the Economic,Planning, and 

Rules and Regulations Commissions. 

The Cpuncil is the executive orqan with powers to establish' 

specific Authority policies. Other functions include: 

o Supervise and coordinate implementation of 
Convention and invite the Assembly's attention 
to cases of noncompliance; 

o Provide Assembly with candidate lists for Secre- 
tary-General, Governing Board, Director-General; 

o Enter into agreements with UN or other intergovern- 
mental organization, subject to Assembly's approval; 

o Issue directives and exercise control over Enterprise's 
activities; 

o Make recommendations to and.implement those accepted 
5y Assembly based upon advice of Economic Planning 
Commission; 

o Review collection of all payments to Authority; 

o Submit budget to Authority; 

o Make recommendations to Assembly re suspension of , 
privileges and rights of membership for qross and 
persistent violations upon a findinq of Seabed 
Disputes Chamber. 



The Secretariat is comprised of a Secretary-General ..(S-G.) , the 

Authority's Chief administrative officer, and necessary staff. 

The Secretariat appoints the Authority's staff and submits an 

annual report to the Assembly regarding the Authority's activities. 

The S-G,' with the Council's consent, makes arrangements for consul- 

tation and cooperation with other nongovernmental organizations. 

The Enterprise carries out the exploration and mining activities 

in the Area directly in accordance with the general policies laid 

out by the Assembly and subject to the directives and control of the 

Council. The treaty provides for the necessary funding and specifies 

the legal characteristics and functions of the Enterprise. 

See the following section for a complete description of the 

Seabed Disputes Chamber of the Law of the~Sea Tribunal. 

Mechanism for Resolution of Disputes Within the Institution. 

The ICNT established a Special Chamber of the Law of the Sea Tri- 

bunal, the seabed Disputes Chamber (SDC), so that settlement of 

disputes would be integrated into the Law of the Sea Treaty's - -  ..- 

general systeal wf dispute settlement. The link between the Autho- 

rity and the Law of the Sea Tribunal is maintained whereby the 

Assembly elects the SDC's eleven judges (.of the Tribunal's 21 judges) . 

Important characteristics and functions of the SDC are the 

following: 

o its jurisdiction is confined to the application of 
the Authority's rules, regulations, and procedures 
to individual cases; 

o the SDC does not have the authority to question the 
discretionary and legislative powers of the Authority; 

o the Technical Commission represents the Authority 
before the SDC; d 

A- 8 



o the Council may invite the attention of t'he Assembly 
to cases of noncompliance; 

I o the Assembly must accept the recommendations of the 
Council re suspension of members' rights and privi- 
leges based upon a SDC finding; and finally, 

o the decisions of the SDC are enforceable in the States 
Parties' territories in the same manner as judgments 
of their highest courts. 

The question of the choice of procedure for settlement of 

disputes may be complicated by provisions that a State Party may 

choose among the following procedures: 

- The Law of the Sea Tribunal 
- The International Court of Justice - an arbitral tribunal - a special arbitral tribunal, e.g., the SDC. 

On the other hand, submission of disputes to the SDC is mandated 

for all disputes between States Parties'and/or their nationals and 

the Authority. 

Provisions for Raising Capital, Operating Funds, and Addressing 

Related Financial Issues. Provisions regarding the Authority in 

.general are : 

o the Assembly assesses the contribution of members 
to the Authority's Administrative budget; 

o the Assembly to establishes a General Fund to be 
comprised of all receipts of the Authority arising 
from the Area's activities, including a proportion 
(to be determined) of the Enterprise's excess revenues; 

I 

o members may voluntarily contribute to an Assembly's 
Special Fund; 

o khe Council may exercise borrowing powers on behalf 
. of the Authority; 

o and furthermore, as an example of the source of con- 
tributions to the General Fund, Article 82 states 
that Coastal States Pdrties* must make contributions 
in payment or in kind with respect to exploitation 
of the continental shelf (beyond 200 nautical miles 
from the baseline of the territorial sea). 

* With the exemption of net importer developing countries. 
. A-9 



Provis ions  r e l a t e d  t o  f i nanc ing  t h e  E n t e r p r i s e ' s  o p e r a t i o n s  

a r e  among t h e  most c o n t r o v e r s i a l .  The E n t e r p r i s e ' s  o p e r a t i o n s  aim 

t o  be s e l f - suppor t ing  through t h e  e x p l o r a t i o n  and e x p l o i t a t i o n  o f  

t h e  Area ' s  nonl iv ing  r e sou rces .  The ICNT c a l l s  f o r  a  " p a r a l l e l -  

system" of e x p l o r a t i o n  and e x p l o i t a t i o n ;  i . e . ,  o p e r a t i o n s  would be 

undertaken by both t h e  E n t e r p r i s e  and S t a t e s  P a r t i e s  (o r  t h e i r  re- 

p r e s e n t a t i v e s ,  e . g . ,  p r i v a t e  companies) j n  a s s o c i a t i o n  wi th  t h e  

Author i ty .  

The e x p l o r a t i o n  and e x p l o i t a t i o n  of  t h e  Area, thereby  r a i s i n g  

' c a p i t a l ,  would be undertaken through a  complex, j o i n t  arrangement 

between a  " c o n t r a c t o r "  and t h e  E n t e r p r i s e .  For example, a c o n t r a c t o r  

r e p r e s e n t i n g  a  S t a t e  P a r t y  must o b t a i n  a  c o n t r a c t  p e r m i t t i n g  h i m  t o  

mine a  s p e c i f i c  a r e a .  However, i n  o r d e r  t o  o b t a i n  t h e  c o n t r a c t ,  t h e  

c o n t r a c t o r  must t ende r  two mine s i t e s  t o  t h e  E n t e r p r i s e ,  which w i l l  

keep one ( t h e  b e t t e r  of t h e  two) .  I n  a d d i t i o n ,  t h e  E n t e r p r i s e  would 

be au tho r i zed  t o  impose a  f i x e d  annual  charge p l u s  a  product ion charge 

r e l a t e d  t o  volume of p roduc t ion ,  and t o  t a k e  a  s h a r e  of  t h e  n e t  pro- 

ceeds .*  Other powers enab l ing  t h e  E n t e r p r i s e  t o  r a i s e  c a p i t a l  i n c l u d e  

t h e  power t o  impose product ion and marketing c o n t r o l s  and t o  r e q u i r e  

t h e  t r a n s f e r  of t h e  c o n t r a c t o r ' s  technoloqv t o  t h e  E n t e r p r i s e .  The 

E n t e r p r i s e  would a l s o  have t h e  l e g a l  a u t h o r j t y  t o  borrow funds.  

I n  t h e  event  t h a t  t h e  E n t e r p r i s e  could no t  cover  i t s  c o s t s  of 

e x p l o r a t i o n ,  development, and e x p l o i t a . t i o n ,  t h e  S t a t e s  P a r t i e s  must 

guaran tee  d e b t s  i ncu r r ed  t o  f i nance  such c o s t s .  To t h e  e x t e n t  

necessary  f o r  secur ing  such l o a n s ,  S t a t e s  P a r t i e s  must advance a s  

*After  s e v e r a l  yea r s  of n e g o t i a t i o n  t h e  amounts s t i l l  remain 
i n  ques t ion .  



refundable paid-in capital up to an, as yet, undetermined percent 

of the liability incurred. 

Provisions for Establishing Pricing Policy. The Economic 

Planning Commission (EPC) of the Council initiates recommendations 

re the Authority's pricing policy which would be submitted to the 

Council upon an affirmative vote of two-thirds of members present 

and voting. The Council then recommends a pricing policy to the 

Assembly which in turn adopts such a policy. 

important to note that the ICNT calls for the Economic 

Planning Commission to consult the competent organs of the United 

Nations in the process .of developing financial policies particularly 

with regard to the prices of raw materials to be obtained from 

the Area. The EPC must bear 'in mind the interests of both importing 

and exporting countries, and in particular the developing countries 

among them. 

Provisions Governing Market-Sharing. The ICNT has taken a 

position re market-sharing. The ICNT* states the Enterprise's 

policy: 

While the inclusion of a 
provisions appears to be 
its detailed formulation 
negotiated. 

quota or anti-monopoly 
acceptable in principle 
has yet to be fully 

Provisions fern- - -- Accession to a Law 

of the Sea Treaty (the necessary condition for establishment of 

the Authority) would necessarily preclude competition. Article 136 

states "The Area and its resources are the common heritage of man- 

kind". Furthermore, "All rights in the resources of the Area are 
. . . .  . . .  . 

* ICNT, Article 140. 



. - 

vested in mankind as a whole, on whose behalf the Authority shall 

act. These resources are- not subject ,to' alienatiori. " 

Further strengthening the regime against any competition is 

the UN Resolution 2749 (XXV) of 17 December 1970, "Declaration of 

Principles Governing the Seabed and the Ocean Floor, and the Sub- 

soil Thereof." Resolution 2749 affirms that the Seabed and its 

resources, beyond the limits of national jurisdiction, are the "common 

heritage of mankind". 

Provisions for Dealing with Member Infractions of Rules. The 

competence of the SDC for establishing that a member has violated 

the Authority's provisions is outlined in the section on the Mecha- 

nism for Resolution of Disputes, p.8, 

If the DC has found that a State Party has grossly and persis- 

tently violated the rules, the Assembly may' suspend that State Party's 

privileges and its rights of membership. 

A State Partv mav not vote in the Assembly if it is in arrears 

in ~avment of its financial contributions to the Authority. 

Staff infractions of the Authority's rules are considered to 

be a "grave disciplinary offence", and entails personal liability' 

for damages (such as the disclosure of industrial state or secrets). 

Penalties are to be set by the SDCand executed by the Secretary 

General. 

Mechanism for Planning New Facilities and Services. Although 

the Enterprise conducts the Authority's operations and the Governing 

~oard is directly responsible in these matters, the Enterprise is 



subject to the general policies laid down by the Assembly and 
C 

the directives and control of the Council. Within the Council 

the Technical Commission would have the responsibility for review 

of work plans re planning new facilities and services. Proposed 

work plans would be developed between the Enterprise and the Contrac- 

tor. 

( 

Mechanism for Regulating, Auditing and Assuring Accountability. 

All records, books and accounts of the Authority would be subject 

to an annual audit by a recognized, independent auditor. 

In addition, the Technical Cominission of the Council is empo- 

/ 
wered to undertake the following internal control and,inspection 

procedures: 

o supervise on a regular basis all of the Authority.'~ 
operations; 

o inspect and audit all books, records and accounts 
related to financial obligations; and 

o direct and supervise a staff of inspectors to 
inspect all activities in the Area. 

Provisions for Staffing. See the section on Organizational 
. . . . 

structure, P.4, for composition and election. procedure for the Autho- 

rity's staff members. 

With regard to the Authority's staff the following principles 

govern : 

o the Authority must be composed of the necessary 
qualified scientific and technical personnel to 
carry out its administrative functions; 

o the staff shall be kept to a minimum; 

o the parari~uunt considerations shall be the highest 
standards of efficiency, competence and integrity; 
and finally, 



o due regard shall be paid to recr,uiting staff on 
as wide a geographical basis as possible. 

With regard to the Secretariat's staff, the Secretary General 

shall ensure its "international character". "International charac- 

ter" refers to the fact that the staff shall not seek or receive 

instructions from any government or source. external to the Authority 

nor shall it have any financial interest whatsoever in activities 

relating to the exploration or exploitation of the Area. 
4' 

Facilities and Siting for Initial Formation of the Institution. 

The section on Provisions for Raising Capital, p.9, details.the 

procedure for providing the facilities and services necessary to 

make both the Authority and the Enterprise viable institutions at 

the outset. 

Equally important are the ICNT'S provisions for compensation 

of the States Parties. 

The governing principles re the Authority's compensation policy 

are the following: 

o the Authority would establish a system for the . 
equitable sharing of benefits derived from the 
~rea, taking in.to. .sp.eci.a.l '~on'side'r~tion the 
interests'and needs o f  

- developing countries and in particular land- 
locked and geographically disadvantaged 
developing countries; 

- countries which have not attained full 
independence; 

o the Authority would establish a compensation system for 
developing countries suffering' from. adverse effects on 
their export earnings or economies. 



The specific system, yet to be developed, would be the responsibility 

of the Council's Economic. Planning Commission. 

Initial Participants and Initially Planned Expansion of Par- 

ticipants. The Law of the Sea Convention would remain open for 

accession by any State. 

Provisions'for Adjusting to Future Conditions, Alterations 

in Membership, Addition of New Services. The ICNT contains several 

provisions which outline a procedure to aajust to the dynamics of 

international relations and the state-of-the-art. 

First, a review process would be initiated by the Assembly 

five years from the-entry into force of the LOS Convention. In 

light of the review, the Assembly may adopt those measures which 

would lead to the improvement of the Authority's operation. 

Second, the ICNT mandates establishment of a "Review Conference" 

twenty years from the entry into force of the LOS Convention. The 

aim of the Review Conference as stated in the ICNT would determine 

whether the aims of the Authority have been achieved. 

In particular, the Conference shall consider,whether, 
during the 20-year period, a balance has been main- 
tained between the area reserved for the Authority 
and developing countries, and the contract areas ex- 
ploited by the States, States entities, natural or 
juridical persons in association with the Authority.* 

l.l,2History and Evolution. Zr'l November 196.7 the United Nations 

General Assembly first turned its attention to the international 

exploration and exploitation of ocean mineral resources of the high 
2 

" ICN1.L', Article 152. 



seas beyond the limits of national jurisdiction'. Since that time,, 

the proposed. institutional framework, the International Seabed Au- 

thority, has undergone several major changes. 

Between 1970 and.1972 eleven draft treaties or outlines for the 

international seabed area were submitted in the course of the procee- 

dings before the U.N. Seabed Committee. From 1972 onward, efforts 

were made to narrow the differences or at least to establish pre- 

cisely where points of difference lay. In 1973 when the Seabed 

Committee held its last session, a lengthy text was produced that 

brought to light the range of alternatives posed under the various 

headings.. The task has been continued at the LOS Convention. The 

following chronology summarizes the milestones relevant to the major 

developments in the International Seabed Treaty negotiations: 

17 December 1970 
1974 Caracas 

1975 Geneva 

1976 New York 

1977 New York 

1978 New York 

UN Resolution 2749 
UN Conference on the Law of 
the Sea Convention 

UN Conference: Informal 
Single Negotiating Text (ISNT) 

UN Conference: Revised Single 
Negotiating Text (RSNT) 

UN Conference: Informal Composite 
Negotiating Text (ICNT) 

UN Conference: ICNT still ope'ra- 
tional, minor changes proposed 

1974 Caracas Conference - Three approaches were proposed for 
the establishment of the Seabed ~uthority. One school advocated an 

authority with five organs: 1) an Assembly with plenary functions; 

2) a Council to,serve as the executive branch; 3) an Enterprise as 

the..operational. organ; 4) a Tribunal for the settlement of disputes; 



and '5) a Secretariat to carry out administrative duties. A second 

group of delegates believed that the Authority should be.composed 

of only four organs, but could not concur on which ones were most 

important. The third school favored only three principal organs, 

the Enterprise, Tribunal and Secretariat. 

In the formative stages of the Caracas session, the differences 

in the basic approach between developing and developed country posi- 
... 

tions were evident. The developing nationas (Group of 77) viewed the 

Assembly as the supreme organ of the Authority and the Council as 

the body to execute and implement the Assembly's policies. The Council 

would be in permanent session; yet its membership would be limited 

with geographical position. as a major factor .in deciding who should 

sit. 

The position of the developed countries at the Caracas Session 
\ 

differed radically from the Group of 77. The industrialized states 

favored a system whereby the technologically advanced states with the 

financial means would be privileged to special rights to improve their 

mining methods and technology. In addition, the developed states 

pressed for weighted or cumulative voting both in the Assembly and the 

Council. The industrialized nations did not view the Assembly as 

the superior organ; they saw no hierarchy among the components of the 

Authority. Hence, the industrialized states called for a check and 

balance relationship among the organs of the Authority. 

1975 Geneva Conference - The institutional changes in the 
structure of the Authority were merged into one document, known as - 
the Informal Single Negotiating Text (ISNT). The developing nations 



continued to support .an Authority composed of five main organs, 

and stressed the point that the Authority's responsibilities would 

"deal with - all activities related to the exploration and exploitation 

of the common heritage of mankind..." Furthermore, the Group of 77 

pressed for a "single" system of exploitation whereby the authority 

could directly or indirectly govern the exploitation of the Area, 

either through "State Parties to [the] Convention, or State Enter- 

prises ..." 

The ISNT established five organs to perform the dutles related 

to exploration and exploitation of the seabed and ocean floor: an 

Assembly, a Council, a Tribunal, an Enterprise, and a Secretariat. - 
The Assembly was designated as the superior organ by the Group of 77. 

The Council was established as the other decision-making organ. It 

was the Enterprise's role to explore and exploit the Area on behalf 

of the Authority. Thus, the ~nter~rise became the active vehicle 

. through which the Authority would exercise its right to mine the sea- 

bed and ocean floor. The Tribunal was the organ responsible for 

settlement of.disputes on issues of interpretation, disputes between 

States, and also between a State or private contractor and the Autho- 

rity. Finally, the Secretariat of the Authority would handle the 

Administrative responsibilities. 

1976 New York Confe'r'ence - At this session several major textual 

alterations emerged in the new version, the RSNT. An important change 

in the RSNT's wording referred to the Authority as "the organization 

through which States parties shall organize and control activities 
. . 

in the area". The previous text described the Authority as the orga- 

nization "through which States parties should administer the area and 



manage its resources". 

In the RSNT, the power of the Authority was reduced by de- 

emphasizing its role as the organization responsible for direct 

exploitation of the seabed. Instead of relegating sole jurisdiction 

of mining activities to the Authority, the RSNT envisaged participa- 

tion by State enterprises, or a combined effort of the ~uthority. 

and States Parties in seabed exploitation. This approach, known 

as the "parallel .systemu, was unacceptable to the Group of 77. That 

Group favored a "unitary system", whereby the Authority would remain 

the principal actor in contracting rights to exploit the Area. 

Additional shifts in the functions and policies of the Authority 

were those which described the  assembly.'^ and Council's responsibili- 

ties. For example, the Assembly was no longer planned as the executive 

policy making body; instead, its role would be, related to legal ques- 

tions of proposed action in mining activity. 

On the subject of dispute settlements, there was no general 

agreement on the nature and scope of a Seabed Tribunal. Some countries 

favored a Tribunal with extensive duties, including the power to 

review the decisions taken by the other branches of the Authority 

and settlement of contractual disputes. Others viewed the Tribunal 

as a tool for settlement of dis~utes only for DurDoses of the Law 

of the Sea Convention. \ 

The followina 'accomodatians were made by the Group .of 77 by the 

end.of the 1'976' Session in New York: 

o Acceptance of representation of special interests 
in the Council, so long as no veto or weighted 
voting cnu ld ,  preclude the Council's decision- 
making function; 
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.o Agreement to include State enterprises and States 
to enter joint arrangements with the Authority 
to. mine the Area. 

1977 New York Conference - The ICNT represents the diverse 

positions expressed by member countries in the creation of the Sea- 

bed Authority. In the ICNT, the functions of the Authority are clearly 

described; the roles of the Authority's organizations defined, and 

a method of settling disputes is proposed. 

One major change institutionalized by the ICNT was the decision 

to integrate settlement of disputes regarding the Authority into the 

Convention's Tribunal system as a whole. 

In the ICNT, progress was made on the questions of who should 

conduct mining activities in the Area, and how those activities should 

be carried out. The ICNT established the "parallel system", under 

which activities would be conducted in the Authority's~behalf by 

the Enterprise and States parties. A review provision for interna- 

tional mining activities was instituted in the ICNT. The enhanced 

role of the Assembly was a means of sweetening-the idea of "parallel" 

mining to the Group of 77, whose view had consistently supported a 

superior Assembly function. 

As for the Council, the ICNT adopted a voting formula which 

represented a compromise between the positions of the industrialized 

nations and the Group of 77. The voting system would not be weighted, 

nor would it require a two-thirds majority. The members were permitted 

one vote, while only susbstantive issues would require a three-fourths 

majority ul: Lliose present and voting. 



.2.0 MULTINATIONAL CONSORTIA 

2.1.1 D e s c r i p t i o n  

Form and C h a r t e r  o f  I n s t i t u t i o n .  The S c a n d i n a v i a n  A i r l i n e  

System (SAS) c o n s o r t i u m  i s  founded on two c o n s t i t u e n t s ,  t h e  SAS 

Concess ions  and t h e  Consor t ium Agreement. Of t h e  f i r s t ,  t h e  

r e s p e c t i v e  governments  have  g r a n t e d  t h e  t h r e e  p a r e n t  Companies 

DDL (Dan i sh  Ai r l i nes ) ,DNL (Norwegian a i r l i n e s ) ,  and ABA (Swedish  

a i r l i n e s )  o r  Concess ions  which. i n  t u r n  form t h e ' b a s i s  f o r  SAS.* 

P r i m a r i l y ,  t h e  Concess ions  s t a n d a r d i z e  t h e  l e g a l / r e g u l a t o r y  frame- 

work o f  t h e  p a r e n t  companies  by e x t e n d i n g  t h e i r  i n d i v i d u a l  r u l e s  t o  

e a c h  o t h e r .  I n  a d d i t i o n ,  p r o v i s i o n s  l i m i t  t h e  a c t i v i t i e s  o f  e a c h  

company which migh t  c o n f l i c t  w i t h  c u r r e n t  o r  f u t u r e  i n t e r n a t i o n a l  

ag reemen t s  ' s i gned  by t h e  t h r e e  companies .  

Second,  t h e  Consor t ium Agreement d e f i n e s  t h e  o p e r a t i n g  

c o n d i t i o n s  f o r  SAS. The m u l t i n a t i o n a l  ag reemen t  p l a c e s  t h e  

c o n s o r t i u m  i n  a  p r i v a t e  v e n t u r e  s i t u a t i o n  t o  be  managed a c c o r d i n g  

t o  s t a n d a r d  b u s i n e s s  r u l e s .  I t  d e l i n e a t e s  g e n e r a l  management 

p r i n c i p l e s  and r e s p o n s i b i l i t i e s  i n  such  a r e a s  a s :  t h i r d  p a r t y  

l i a b i l i t y ,  b u s i n e s s  a l 1 o c a t i o . n ~  among p a r t n e r s ,  e q u i t y  c o n t r i b u -  

t i o n s  f o r  e a p i t a l  f o r m a t i o n ,  d i ~ t r i b u t i o n  of b e n e f i t s ,  t h e  

dec i s ion -mak ing  s t r u c t u r e  (Board o f  D i r e c t o r s ) ,  and t h e  manage- 

ment c o n t r o l  p r o c e d u r e s  (Assembly o f  R e p r e s e n t a t i v e s ,  Board o f  

R e p r e s e n t a t i v e s ,  a c c o u n t s  and a u d i t  p r o c e d u r e s ) .  F i n a l l y ,  

* DDL -- D e t  Danske L u f t f a r t s e l s k a b  A/S; DNL -- De- t  Norske t u f t -  
f a r t s s e l s k a p  A/S. 



s o l u t i o n s  a r e  i d e n t i f i e d  f o r  t y p i c a l  s i t u a t i o n s  such a s  t h e  wi th  

drawal o f  p a r t i e s  from t h e  consor t ium,  l i q u i d a t i o n ,  .and a r b i t r a -  

t i o n .  

Organ i za t i ona l  S t r u c t u r e . *  The a f f a i r s  of  t h e  Consortium 

a r e  managed by an Assembly o f  Rep re sen t a t i ve s ,  a  Board of  

D i r e c t o r s ,  and a  ~ i n e r a l  Manager ( ' p r e s i d e n t )  a s s i s t e d  by s e v e r a l  
/ - 

Managers. Cont ro l  f u n c t i o n s  (See  t h e  s e c t i o n  on Mechanism f o r  

Regula t ing  Audi t ing  and Otherwise Assur ing Accoun t ab i l i t y ,  p . 3 0 ,  

f o r  f u r t h e r  d i s c u s s i o n  o f  t h e  a u d i t i n g  team.)  

The Assembly of  Rep re sen t a t i ve  

The Assembly of Rep re sen t a t i ve s  c o n s i s t s  o f  the.members of  

t h e  boards  o f  t h e  t h r e e  p a r e n t  companies ( A B A ,  DDL, and D N L )  . No 

more than  e i g h t  r e p r e s e n t a t i v e s  from each p a r t y ,  however, may t a k e  

p a r t  a s  v o t i n g  members (F igu re  2, p 2 3 ) .  A quorum is  formed wi th  a t  

l e a s t  f i v e  members p r e s e n t  from each o f  t h e  p a r t i e s .  Each v o t i n g  

member i s  e n t i t l e d  t o  one v o t e  o n l y  when p r e s e n t  a t  Assembly 

meet ings .  A d e c i s i o n  i s  t aken  upon e i t h e r  by a  m a j o r i t y  of  t hose  

v o t i n g ,  o r  i f  t h e  v o t e  i s  e q u a l ,  by t h e  op in ion  o f  t h e  Chairman. 

The powers and f u n c t i o n s  of  t h e  Assembly o f  Rep re sen t a t i ve s  

i nc lude :  

o  E l e c t  Chairman, Vice Chairman, and Deput ies ;  

o Annually appo in t  members o f  t h e  Board of  D i r e c t o r s ;  
a p p o i n t  t h e i r  Deput ies ;  

.o Approve t h e  r e p o r t  p r e sen t ed  by t h e  Board o f ' D i r e c t o r s  
f o r  e a c h . f i s c a 1  year  on t h e  management o f  Consortium 
b u s i n e s s ;  

* See F igu re  2 ,  p.23. 
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o  Approve t h e  y e a r l y  a c c o u n t s  and a u d i t s  o f  t h e  Consor t ium 
a s  p r e p a r e d  by t h e  ' A u d i t o r s ;  

o  D e f i n e  t h e  r u l e s  o f  a u t h o r i t y  f o r  t h e  Board o f  D i r e c t o r s ;  

o  D i s c h a r g e  from l i a b i l i t y  a s  a g a i n s t  t h e  Assembly t o  
t h e  Members o f  t h e  Board f o r  t h e  p e r i o d  c o v e r e d  by 
t h e  a n n u a l  r e p o r t s ;  

o  Decide  on any  m a t t e r  r e f e r r e d  t o  t h e  Assembly by 
t h e  Board o f  D i r e c t o r s ;  and 

o  Decide  on any  m a t t e r  r e f e r r e d  t o  t h e  Assembly by 
f o u r  members o f  t h e  Assembly. 

The Board o f  D i r e c t o r s  

The Cons.or t ium's  Board o f  D i r e c t o r s  c o n s i s t s  o f  s i x  members 

w i t h  s i x  d e p u t i e s  a p p o i n t e d  by  t h e  Assembly; t h e  C o n t r a c t i n g  

P a r t i e s  p r o p o s e  two members and two d e p u t i e s .  A quorum i s  

formed w i t h  a t  l e a s t  f o u r  members p r e s e n t  r e p r e s e n t i n g  e a c h  o f  

t h e  p a r t i e s .  I f  t h e . B o a r d - i s  n o t  complete . ,  a  v a l i d  d e c i s i o n  

c a n  be  r e a c h e d  o n l y  i f  a t  l e a s t  t h r e e  members p r e s e n t  a g r e e .  I n  
I 

s u c h  a case,  a  d e c i s i o n  may n o t  be  made a g a i n s t  t h e  w i sh  t o  a n y  

member p r e s e n t  i n  a  m a t t e r  which was n o t  i n d i c a t e d  i n  t h e  N o t i c e  

o f  t h e  mee t ing .  I 

The powers and f u n c t i o n s  o f  t h e  Board o f  D i r e c t o r s  a r e  s i m i l a r  

t o  t h o s e  n o r m a l l y  a s s i g n e d  t o  a  boa rd  o f  a  C o r p o r a t i o n .  O the r  

d u t i e s ,  a s  s p e c i f i e d  i n  t h e  Consor t ium Agreement,  i n c l u d e :  

o  a p p o i n t  t h e  General Manager and o t h e r  Managers;  and  

a d e c i d e  which p e r s o n ( s )  s h , a l l  have t h e  a u t h o r i t y  
t o  r e p r e s e n t  and s i g n  f o r  t h e  Consort ium.  

The G e n e r a l  Manager 

I 
The G e n e r a l  Manager, appointed by the Bvard i s  , t h e  Ch ie f  

E x e c u t i v e  O f f i c e r  o f  t h e  Consort ium and h a s  t h e  same powers  and 



L d u t i e s  a s  a r e . n o r m a l l y  h e l d  by a  G e n e r a l  Manager o f  a  Company. 

Mechanism f o r  R e s o l u t i o n  o f  D i s p u t e s  Wi th in  t h e  I n s t i t u t i o n .  

Any d i s p u t e s  r e g a r d i n g  t h e  i n t e r p r e t a t i o n  o r  a p p l i c a t i o n  o f  

t h e  Consort ium Agreement c a n n o t  b e  made t h e  s u b j e c t  o f  a  l a w  s u i t ,  

b u t  must  b e  r e f e r r e d  t o  a r b i t r a t i o n  f o r  f i n a l  and c o n c l u s i v e  

d e c i s i o n .  I f  t h e  p a r t i e s  c a n n o t  a g r e e  on t h e  appo in tmen t  o f  one 

o r  s e v e r a l  a r b i t r a t i o n s  t o  d e c i d e  t h e  d i s p u t e ,  a n  A r b i t r a l  

T r i b u n a l  (composed o f  t h e  P r e s i d e n t s  o f  t h e  High J u s t i c e .  C o u r t s  

i n  t h e  t h r e e  c o u n t r i e s )  makes a  d e c i s i o n .  The A r b i t r a l  T r i b u n a l  

would t h e n  e l e c t  i t s  own Chairman and s e t t l e  i t s  own r u l e s  o f  

p r o c e d u r e ,  i n c l u d i n g  t h e  q u e s t i o n  o f  which n a t i o n a l ' s  l e g a l  r u l e s  

a p p l y  i n  t h e  c a s e .  F i n a l l y ,  t h e  T r i b u n a l  would see . t h a t  t h e  

d e c i s i o n  i s  e x e c u t e d  i n  a c c o r d a n c e  w i t h  t h e  a p p l i c a b l e  n a t i o n a l  

l aw .  

P r o v i s i o n s  f o r  R a i s i n g  C a p i t a l ,  O p e r a t i n g  Funds ,  and A d d r e s s i n g  

R e l a t e d  F i n a n c i a l  I s s u e s . *  The t h r e e  p a r e n t  companies  a r e  owned 

50 p e r c e n t  by p r i v a t e  s h a r e h o l d e r s  and 50 p e r c e n t  by t h e i r  r e s p e c t i v e  

n a t i o n a l  governments .  I n  t u r n ,  t h e  c a p i t a l  s h a r e s  f o r  t h e  e q u i t y  

f i n a n c i n g  o f  t h e  Consor t ium a r e  3/7 f o r  ABA (Sweden) and 2/7 e a c h  

f o r  DDL (Denmark) and DNL (Norway) .  The a s s e t s  and l i a b i l i t i e s .  

a s s i g n e d  and t a k e n  o v e r  by t h e  Consor t ium i n c l u d e :  

o  A l l  p r o p e r t i e s ,  r i g h t s  and l i a b i l i t i e s  j o i n t l y  
i n c u r r e d  by t h e  p a r t i e s ;  

o  A l l  a i r c r a f t  owned, and o t h e r  p h y s i c a l  a s s e t s  
( i . e . ,  a i r c r a f t s ,  b u i l d i n g s ,  o t h e r  equ ipmen t ,  

-- 

* See  F i g u r e  3 ,  p.  26. 
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e t c . )  which t h e  p a r t i e s  own i n d i v i d u a l l y ,  
e x c e p t  r e a l  e s t a t e  l o c a t e d  i n  t h e  t h r e e  c o u n t r i e s ;  

o  S p e c i f i c  l i a b i l i t i e s ,  a g r e e d  t o  by t h e  p a r t i e s  
fl on  a  case-by-case  b a s i s ,  f o r  which any  o f  t h e  

C o n t r a c t i n g  P a r t i e s  i s  r e s p o n s i b l e ;  and 

o  Cash f u n d s  needed by t h e  Consor t ium t o  s a t i s f y  
t h e  r e q u i r e m e n t s  o f  r e s p e c t i v e  e q u i t y  s h a r e s  
and/or  f o r  new, needed c a p i t a l .  

One o f  t h e  most  i m p o r t a n t  f i n a n c i a l  f e a t u r e s  is  t h a t  t h e  

o w n e r s h i p  o f  a s s e t s  and p r o p e r t y  a s s e t s  r e m a i n s  i n  t h e  hands  

o f  t h e  p a r e n t  companies ,  and i s  t h e r e f o r e  r e t a i n e d  a t  t h e  

n a t i o n a l  l e v e l .  Accord ing  t o  t h e  Consor t ium Agreement w i t h  

r e g a r d  t o  t h i r d  p a r t i e s ,  however,  t h e  Consort ium c a n  e x e r c i s e  

owner sh ip  r i g h t s  p e r t a i n i n g  t o  t h e  c o n t r o l ,  u s e ,  l e a s e ,  and 

d i s p o s a l  o f  a s s e t s .  S p e c i f i c a l l y ,  a c c o r d i n g  t o  t h e  t e r m s  o f  

t h e  Consor t ium Agreement: 

.... a l l  t h e  a s s e t s  and p r o p e r t y  a s s e t s  s h a l l  i n t e r - .  
n a l l y  among t h e  p a r t i e s  b e  r e p o r t e d  a s  owned by  t h e  
Consor t ium which . . .  s h a l l ,  w i t h  r e g a r d  t o  t h i r d  par -  
t i e s  e x e r c i s e  any  and a l l  t h e  powers  a p p e r t a i n i n g  t o  
o w n e r s h i p  ... i n c l u d i n g  - w i t h o u t  l i m i t i n g  t h e  g e n e r a l i t y  
h e r e o f  - t h e  power t o  c o n t r o l ,  use . . . and  l e a s e ,  a s  
w e l l  a s  t o  d i s p o s e  o f  some by s a l e  o r  o t h e r w i s e . *  

From a  p a r t n e r s h i p  s t a n d p o i n t ,  t h i s  d i s p o s a l  a l l o w s  maximum 

f l e x i b i l i t y  and s i m p l i c i t y  o f  t r a n s a c t i o n s  i n  e l i m i n a t i n g  a l l  t h e  

complex p r o c e d u r e s  o f  i n t e r n a t i o n a l  t i t l e  and o w n e r s h i p  t r a n s f e r s  

t o  and from t h e  Consort ium.  

A l l  f i n a n c i a l  d e c i s i o n s  a t  t h e  Consor t ium l e v e l  a r e  made 

i n  p r i n c i p l e  i n  a c c o r d a n c e  w i t h  sound b u s i n e s s  p r i n c i p l e s ,  which 

e l i m i n a t e s  p r o v i s i o n s  o rbexempt ions  f o r  t h e  a p p l i c a t i o n  o f . s u c h  

* Consor t ium Agreement (,as amended March 26; 1962 ,  r e s p .  A p r i l  1, 
1 9 7 4 ) ,  Ar t i c le  4,  p a r a g r a p h  3 .  
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p r i n c i p l e s  t o  p a r t i c u l a r  a c t i v i t i e s  on the bas i s  of publ ic  

management.requirements or o ther  adminis t ra t ive  c r i t e r i a .  

Dis t r ibut ion  of b e n e f i t s ,  payments on account t o  the  p a r t i e s ,  

and fu tu re  con t r ibu t ions  a r e  l ikewise governed by the  r u l e  of 

p r i v a t e  business p rac t i ce .  

Provisions for  Establ ishing Pr ic ing  Pol icy.  The governing 

p r i n c i p l e  regarding pr ic ing  pol icy  i s  t h a t  a l l  a c t i v i t i e s  of the  

Consortium s h a l l  be governed by sound business cons idera t ions ,  

p r a c t i c e ,  and pol icy .  The Consortium Agreement does not address  

p r i c ing  policy s p e c i f i c a l l y .  

Provisions Governing Market Sharing and Res t r i c t ions .  The 

SAS ' s  p a r t i c i p a t i o n  formula represents  the Consor.tium's market 

sharing scheme. The 2-2-3 formula, w i t h  Sweden's ABA holding the  

l a r g e s t  share ,  r e f l e c t s  the i n i t i a l  con t r ibu t ions  a s  well a s  the  

super ior  resources,  and experience held by Sweden. Such a  formula, 

however, r ep resen t s  more t h e i r  share of c o s t s  and p r o f i t s  r a the r  

than an area of the  market t o  which each p a r t i c i p a n t  would be 

e n t i t l e d .  

SAS a l s o  opera tes  under an i n t e r n a l  "market sharing" prin- 

c i p l e  i n  t h a t  the  Consortium makes every e f f o r t  t o  a l l o c a t e  i t s  

business a c t i v i t i e s  among Lho t h ree  p a r t i c i p a n t s .  For example, 

although r a t i o n a l  operat ions f o r  f l e e t  maintenance would c a l l  f o r  

concentrat ion i n  one p lace ,  each country is very conscious of the 

na t iona l  importance of having a  t ra ined  and s k i l l e d  corps of  

a i r c r a f t  mechanics. Therefore, t h e  Consortium Agreement bows 

t o  the  expression of na t iona l  i n t e r e s t  and encourages a  2-2-3 

distribution of a c t i v i t i e s .  



The s u c c e s s  i n  a l l o c a t i n g  workshop a c t i v i t i e s  i s  a p p a r e n t .  

However, a  commit tee  a p p o i n t e d  by t h e  Scandanav ian  governments  

c o n c l u d e s  t h a t :  

I t  a p p e a r s  t h a t  t h e  Consor t ium h a s  s u f f e r e d  from 
a  tug-of-war between t h e  t h r e e  p a r t n e r s  on a l l o c a -  
t i o n  o f  t h e  C o n s o r t i u m ' s  a c t i v i t i e s  i n  t h e  member 
c o u n t r i e s .  The Committee w i s h e s  t o  s t ress  a s  
s t r o n g l y  a s  i t  c a n  t h a t  t h e r e  is  no r e a s o n  whatso- 
e v e r  why n a t i o n a l  p r e s t i g e  and p a t r i o t i s m  s h o u l d  
e n t e r  i n t o  s u c h  minor q u e s t i o n s  a s  t o  where t o  
p l a c e  head o f f f i c e  workshops and o t h e r  a c t i v i t i e s . *  

r, 

P r o v i s i o n s  f o r  D e a l i n g  w i t h  C o m p e t i t i o n .  The Consor t ium 

Agreement d o e s  n o t  c o n t a i n  p r o v i s i o n s  f o r b i d d i n g  o r  e n c o u r a g i n g  

c o m p e t i t i o n .  G r a d u a l l y ,  t h e  gove rnmen ta l  a u t h o r i t i e s  h a v e  

g r a n t e d  t r a f f i c  c o n c e s s i o n s  t o  o t h e r  c a r r i e r s  on d o m e s t i c  r o u t e s .  

I n  t h e  c a s e  o f  Sweden and Denmark, SAS and/or  one  o f  i t s  p a r e n t  

companies  own a t  l e a s t  5 1  p e r c e n t  i n t e r e s t  i n  t h e  d o m e s t i c  c a r r i e s .  

A l l  c a r r i e r s '  r o u t e s  a r e  w e l l  c o o r d i n a t e d  and work towards  e a c h  
I 

o t h e r s '  mutua l  b e n e f i t .  

P r o v i s i o n s  f o r  D e a l i n g  w i t h  Member I n f r a c t i o n s  o f  R u l e s .  See  

s e c t i o n  on Mechanism f o r  Resolllti-on o f  D i s p u t e s  p . 2 6 ,  

Mechanism f o r  P l a n n i n g  N e w  F a c i l i t i e s  and S e r v i c e s .  The 

p l a n n i n g  f u n c t i o n  i s  t h e  r e s p o n s i b i l i t y  o f  t h e  Board o f  D i r e c t o r s  

and t h e  Assembly. The C o n s o r t i u m ' s  p r o c e s s  i s  s i m i l a r  t o  t h a t  o f  a  

c o r p o r a t i o n .  The Assembly r e c e i v e s  p e r i o d i c  f o r e c a s t s  o f  a c t i v i t i e s  

and t h e  Board h a s  t h e  p l a n n i n g  and dec i s ion -mak ing  d u t i e s .  

* p. 9 1  Scandanav ian  A i r l i n e s  System,  The Making o f  
SAS: A T r i u m v i r a t e  i n  World A v i a t i o n .  A/S N .  & F :  
Os lo ,  Norway; 1973 .  



Mechanism f o r  Regula t ing ,  Audi t ing ,  and Otherwise Assur ing 

Accoun t ab i l i t y .  The accoun t s  o f  t h e  Consortium a r e  a u d i t e d  by 

s i x  a u d i t o r s :  Con t r ac t i ng  P a r t i e s  appo in t  two of  t h e s e  a u d i t o r s  

and a  deputy  f o r  each  of  t h e  a u d i t o r s ,  whi le  two d e p u t i e s  who 

have been e l e c t e d  a t  t h e  P a r t i e s '  Genera l  Sha reho lde r s '  Meeting. 

The ' a u d i t o r s  a p p o i n t  a  Chairman among themselves f o r  one y e a r ;  

he  a l t e r n a t e s  among t h e  Con t r ac t i ng  P a r t i e s . '  The Assembly reviews 

t h e  A u d i t o r ' s  Report  and approves  t h e  f i n a l  accoun ts .  

P r o v i s i o n s  f o r  S t a f f i n g .  I t  i s  t h e  r e s p o n s i b i l i t y  o f  t h e  

Consortium t o  h i r e  a l l  s t a f f  members. (Refe r  t o  t h e  s e c t i o n  on t h e  

H i s to ry  and Evolu t ion  o f  SAS, p. 33, f o r  a  d e t a i l e d  d i s c u s s i o n  

over. accep tance  o f  t h i s  p r i n c i p l e . )  The Board and General  Manager 

must t ake  i n t o  cons ide . ra t ion  t h e  fo l lowing  c o n s i d e r a t i o n s  when 

appo in t i ng  pe r sonne l  : . 

o  ach i eve  an  o r g a n i z a t i o n  which i s  as  r a t i o n a l  
and a s  e f f i c i e n t  a s  p o s s i b l e ;  and 

- 

o  ach ieve  a  r e a sonab l e  p r o p o r t i o n  between Danes, 
Norwegians, and Swedes 

' F a c i l i t i e s  and ' S i t i n g  f o r  I n i t i a l  Formation o f  I n s t i t u t i o n .  

The Consortium Agreement a d d r e s s e s  c o n s i d e r a t i o n s  o f  compensa- 

t i o n ,  d i s t r i b u t i o n ,  payment on account  t o  t h e  P a r t i e s ,  and 

f u t u r e  c o n t r i b u t i o n s .  F i r s t ,  a  c a sh  payment c l e a r i n g  mechanism 

was i n s t i t u t e d  among t h e  p a r t i e s  s o  t h a t  t h e  c o n t r i b u t i o n s  made 

by t h e  P a r t i e s  ( va lued  a s  agreed upon among t h e  P a r t i e s )  w i l l  

become a d j u s t e d  t o  t h e  s h a r e s  de f i ned  i n  t h e  i n t e r n a t i o n a l  agree-  

ment. Second, t h e  Assembly d e c i d e s  t o  what e x t e n t  p r o f i t s  w i l l  



b e  d i s t r i b u t e d  among t h e  p a r t i e s  o r  remain i n  t h e  c o n s o r t i u m .  

F i n a l l y ,  t h e  Assembly d e c i d e s  i f  and t o  what e x t e n t  c a s h  f u n d s  

c a n  be  p l a c e d  a t  t h e  d i s p o s a l  o f  t h e  p a r t i e s .  

I n i t i a l  P a r t i c i p a n t s ;  ' ~ n i t i a l l y  P lanned  Expans ion  o f  

P a r t j c i p a n t s .  Not a p p l i c a b l e  

P r o v i s i o n s  f o r  A d j u s t i n q  t o  F u t u r e  C o n d i t i o n s .  The c o n d i t i o n s  

and p r o c e d u r e s  r e l e v a n t  t o  a  change  i n  membership o f  SAS, f o r  

example ,  w i t h d r a w a l  o f  a  p a r t y ,  a r e  d e f i n e d  w i t h i n  t h e  Consor t ium 

Agreement. . 

The SAS Agreement s p e c i f i e s  t h e  c i r c u m s t a n c e s  under  which 

t h e  v a l u e  o f  a s s e t s  o f  t h e  w i thd rawing  p a r t y  c a n  be  e s t i m a t e d  a t  

a  normal and p r o p e r l y  c a r r i e d  o u t  l i q u i d a t i o n .  T h e s e  i n c l u d e :  

o  The f a i l u r e  o f  one o f  t h e  p a r t i e s  t o  f u l f i l l  i t s  
o b l i g a t i o n s  ( u n l e s s  f a i l u r e  is o f  minor i m p o r t a n c e ) ;  

o  A s i t u a t i o n  where t h e  f i n a n c i a l  c a p a b i l i t y  o f  one  o f  
t h e  p a r t i e s  becomes s o  weakened t h a t  i t  b u r d e n s  t h e  
g r o u p ' s  j o i n t  l i a b i l i t i e s  t o  t h i r d  p a r t i e s ;  

o  A - s i t u a t i o n  where one  o f  t h e  p a r t i e s  would n o t  be  
w i l l i n g  t o  j o i n  a d e c i s i o n  o f  t h e  Consor t ium,  o r  
c o n v e r s e l y  t o  s u b s t a n t i a l l y  r e d u c e  t h e  f i e l d  o f  
i ts  a c t i v i t i e s ;  

o  A s i t u a t i o n  where a  p a r t y  w i thd raws  due  t o  c i rcum- 
s t a n c e s  beyond h i s  c o n t r o l  ( i . e . ,  government  
i n t e r v e n t i o n ,  f i n a n c i a l  c r i se s  i n  t h e  p a r t y ' s  
own c o u n t r y )  . 

I n  o t h e r  c a s e s ,  t h e  g e n e r a l  r u l e  o f  a s s e t s  v a l u a t i o n  s t i l l  

a p p l i e s ,  b u t  t h e  e s t i m a t e d  v a l u e  o f  t h e  a s s e t s  o f  t h e  Consor t ium 

can 'no t  exceed  t h e  n e t  v a l u e  o f  t h e  a s s e t s  s p e c i f i e d  i n  t h e  l a s t  

approved  b a l a n c e  s h e e t  o f  t h e  Consort ium u n i e s s  t h e  a s s e t s  o r .  

l i a b i l i t i e s  a r e  computed s o l e l y  on t h e  b a s i s  o f  c u r r e n t  o f f i c i a l  

q u o t a t i o n s .  
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Two o f  t h e  p a r t i e s  may r e q u e s t  t h e  w i t h d r a w a l  o f  t h e  t h i r d  

o n e ,  b u t  o n l y  i n  a  s i t u a t i o n  a r i s i n g  due  t o  c i r c u m s t a n c e s  

beyond t h e  t h i r d  p a r t n e r ' s  c o n t r o l ' .  The t h i r d  member would t h e n  

b e  e n t i t l e d  t o  r e - e n t e r  t h e  Consort ium a t  a  l a t e r  d a t e  when t h e  

c i r c u m s t a n c e s  which c a u s e d  i t s  wi thd rawa l  have  c e a s e d  t o  p r e v a i l .  

I n  t h e  e v e n t  t h e  p a r t i e s  d b  n o t  a g r e e  whether  a  member i s  

o b l i g a t e d ,  o r  e n t i t l e d ,  o r  s h o u l d  be r eq .ues t ed  t o  wi thdraw from 

t h e  Consort ium a c c o r d i n g  t o  t h e  p r o v i s i o n s  o f  t h e  Agreement,  t h e  

a r b i t r a t i o n  c h a n n e l  would be  used when a  d i s a g r e e m e n t  o c c u r r e d  

a b o u t  t h e  v a l u a t i o n  o f  t h e  s h a r e  o f  t h e  n e t  a s s e t s  o f  t h e  Consor- 

t i um,  o r  s imp ly  a b o u t  t h e  a l l o c a t i o n  o f  p r o p e r t y  i n  t h e  s e t t l e -  

men t . 

When t h e  Consor t ium is l i q u i d a t e d  f o r  o t h e r  r e a s o n s  t h a n  t h o s e  

ment ioned  i n  t h e  c a s e  o f  w i t h d r a w a l ,  a  f i n a l  s e t t l e m e n t  c a n  b e  

made on t h e  b a s i s  o f  t h e  r e s p e c t i v e  i n i t i a l  s h a r e s  i n  t h e  Consor- 

t i um u n l e s s  t h e  p a r t i e s  a g r e e  on a n o t h e r  a l l o c a t i o n ,  o r  app rove  

t o  s e l l  t h e  a s s e t s  f o r  j o i n t  a c c o u n t .  An i n t e r e s t i n g  f e a t u r e  i s  

a l s o  p r o v i d e d  by t h e  Agreement f o r  l i q u i d a t i o n  d u r i n g  t h e  f i r s t  

f i v e  y e a r s  o f  t h e  Consor t ium.  Dur ing  t h i s  p e r i o d ,  e a c h  o f  t he .  

p a r t i e s  h a s  t h e  r i g h t  and o b l i g a t i o n  t o  r e c e i v e  a l l  t h e  p h y s i c a l  

' a s s e t s  which t h e  p a r t y  had c o n t r i b u t e d  t o  t h e  Consor t ium i n  

c o n n e c t i o n  w i t h  i t s  f o r m a t i o n .  The a s s e t s  t h u s  r e c e i v e d  a r e  t o  

be  e s t i m a t e d  a t  t h e  same v a l u e ,  minus t h e  normal  d e p r e c i a t i o n  

p l a c e d  on them when t h e y  were c o n t r i b u t e d .  Any l i t i g a t i o n  t h a t  

o c c u r s  d u r i n g  and f o r  t h e  l i q u i d a t i o n  p r o c e s s  o f  t h e  Consor t ium 

would a l s o  be s o l v e d  t h r o u g h  t h e  a r b i t r a t i o n  p r o c e d u r e  se t  up by  

t h e  Agreement. 



2.1.2 H i s t o r y  and Evol .ut ion o f  SAS - 

The c r e a t i o n  o f  SAS i n  1946 was t h e  endeavor  o f  t h r e e  men: 

Per  Kampmann, o f  Denmark; Thomas S.  F a l c k ,  J r . ,  o f  Norway; and 

Dr. Marcus Wal lenburg ,  o f  Sweden. The d a t e  and p l a c e  o f  t h e  

f i r s t  mee t ing  which i n i t i a t e d  Scandanavian  c o o p e r a t i o n  on t r a n s -  

A t l a n t i c  f l i g h t s  was on F e b r u a r y  2 ,  19'46 i n  Copenhagen. 

P r e l i m i n a r y  d i s c u s s i o n s  p a s s e d  t h r o u g h  two s t a g e s .  I n  t h e  

f i r s t ,  t h e  Swedes m a i n t a i n e d  t h a t  t h e  Svensk I n t e r k o n t i n e n t a l  

L u f t t r a f i k  A/B (S ILA)*  s h o u l d  b e  w h o l l y  i n  c h a r g e ,  a t  l e a s t  

i n  t h e  i n i t i a l  p e r i o d .  On t h e  o t h e r  hand ,  DDC and D N L  f a v o r e d  

a  p o o l  a r r angemen t  a c c o r d i n g  t o  which t h e  p a r t n e r s  would e a c h  

f l y  t h e i r  own a i r c r a f t  under  a  j o i n t  emblem and s h a r e  t h e  inGome 

i n  p ropor  t i o n  t o  t h e  c o n t r i b u t i o n s '  made. 

N e g o t i a t i o n s  e n t e r e d  i n t o  t h e i r  second  p h a s e  a f t e r  Wal l enbe rg  

announced t h a t  t h e  Swedes would a c c e p t  a  poo l  a r r a n g e m e n t .  

(Denmark had warned t h a t  i t  would p u l l  o u t  o f  t h e  n e g o t i a t i o n s  

if t h e  Swedes m a i n t a i n e d  t h e i r  p r e v i o u s  p o s i t i o n . )  

G r a d u a l l y  t h e  i d e a  o f  fo rming  a  c o n s o r t i u m  matured .  The 

Consort ium i n  i t s  f i r s t  s u b s t a n t i v e  form ( d i s c u s s e d  J u n e  7 ,  1946)  

c o n t a i n e d  t h e  f o l l o w i n g  main p o i n t s :  

u p a r t i c i p a t i o n  fo rmula  o f  2-2-3; 

o  t h e  Consor t ium would b e  a n  i n d e p e n d e n t  economic 
u n i t  w i t h  i t s  own Board and P r e s i d e n t ;  

o  a l l  s t a f f  would be  a p p o i n t e d  and p a i d  by t h e  
Consor t ium;  

* The SILA was l a t e r  t a k e n  o v e r  by t h e  ABA. 
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' o  t h e  a i r c r a f t  f l e e t  would be  p l a c e d  a t  t h e  
. C o n s o r t i u m s ' s  d i s p o s a l  by t h e  t h r e e  a i r l i n e s  
on a  p r o - r a t a  b a s i s  and t h e  a i r l i n e s  would,  
i n  r e t u r n ,  be  p a i d  f o r  t h e i r  u t i l i z a t i o n ;  and 
f i n a l l y ,  ' 

o  p r o f i t s  and l o s s e s  would be  d i v i d e d  among t h e  
p a r t n e r s  a c c o r d i n g  t o  t h e i r  s h a r e s .  

I n  t h e  e n s u i n g  d i s c u s s i o n s ,  t h e  major  i s s u e s  and c o n f l i c t i n g  

p o s i t i o n s  were t h e  f o l l o w i n g :  

o  T r a n s p o r t a t i o n  a c t i v i t i e s .  The Swedes wanted 
SILA t o  r u n  t h e  c o m p a n y ' s ' a c t i v i t i e s  on 
b e h a l f  o f  a l l  th ree  c o u n t r i e s .  T h e  Danes and 
t h e  Norwegians i n s i s t e d  on one  o r g a n i z a t i o n  
and on a ' c o n s o r t i u m  which would i t s e l f  b e  
r e s p o n s i b l e  f o r  a l l  t r a n s p o r t a t i o n  a c t i v i t i e s .  

o  P a r t i c i p a t i o n  fo rmula .  The Danes and t h e  
Norwegians wanted t h e  t h r e e  c o u n t r i e s '  s h a r e s  
t o  b e  2-2-3, c o r r e s p o n d i n g  t o  28.5 p e r c e n t  
e a c h  t o  Denmark and Norway and 4 3  p e r c e n t  t o  
Sweden. The Swedes demanded t h a t  t h e i r  s h a r e  
s h o u l d  p r o p e r l y  r e f l e c t  t h e i r  c o u n t r y ' s  r e -  
s o u r c e s  and p o p u l a t i o n .  

o  P e r s o n n e l .  The Swedes wanted DDL and DNL t o  p u t  
p e r s o n n e l  a t  t h e  d i s p o s a l  o f  SILA. The two o t h e r s  
wanted t h e  p e r s o n n e l  t o  b e  a p p o i n t e d  by a  SAS 
c o n s o r t i u m  i t s e l f  under  a  s i n g l e  management. 

o  Compos i t ion  o f  t h e  Board. .The Swedes wanted a  
Board o f  s e v e n  members, one  o f  whom s h o u l d  b e  
p r e s i d e n t .  The Danes and t h e  Norwegians i n s i s t e d  
on e q u a l i t y ,  w i t h  two members r e p r e s e n t i n g  e a c h  
c o u n t r y ,  f o r  a  t o t a l  o f  s i x .  

o  T e r m i n a t i o n .  SILA wanted t h e  r i g h t  t o  t e r m i n a t e  
t h e  ag reemen t  on s e r v i n g  d u e  n o t i c e .  DDL and DNL 
c o u l d  a g r e e  on t e r m i n a t i o n  o n l y  i f  v e r y  e x t r a -  

'I o r d i n a r y  r e a s o n s  w a r r a n t e d .  , 

o  Workshop s e r v i c e s .  SILA wanted a l l  r e p a i r  and 
ma in t enance  t o  be  d e b i t e d  t o  t h e  company t h a t  
owned t h e  p l a n e .  DDL and DNL wanted t h e  c o n s o r t i u m  
i t s e l f  t o  be  r e s p o n s i b l e  f o r  a l l  such  c o s t s .  

-l, 

The f i n a l  compromise was r eached  on J u l y  31,  1976.  The 

d e b a t e  on t h e  p a r t i c i p a t i o n  f o r m u l a  ended i n . a  c o m p l e t e  v i c t o r y  



f o r  t h e  Denmark-Norway p o s i t i o n .  On t h e  p e r s o n n e l  q u e s t i o n ,  t h e  

compromise was a  h a l f - v i c t o r y  f o r  each .  The p e r s o n n e l  would remain  

i n  t h e  employ o f  t h e  r e s p e c t i v e  companies  ( D D L ,  DNL, SILA) ,  b u t  t h e  

c o n s o r t i u m  would be  r e s p o n s i b l e  f o r  wages and s a l a r i e s .  The 

s t a f f  would be under  t h e  e x c l u s i v e  a u t h o r i t y  o f  t h e  c o n s o r t i u m .  

The f i n a n c i a l  t r o u b l e s  o f  t h e  SAS i n  1947  p r o v i d e d  t h e  

c a t a l y s t  f o r  t h e  t h r e e  companies  t o - t a k e  .SAS i n t o  i t s  n e x t  phase .  

Dampening p r o s p e c t s  f o r  a n  i n c r e a s e  i n  i n t e r n a t i o n a l  a i r  t r a f f i c  

and a  SAS d e f i c i t  i n  1947 encouraged  SAS p a r t i e s  t o  c o o p e r a t e  on 

@ a l l  d o m e s t i c  r o u t e s .  To t h i s  end  t h e  European SAS (ESAS),  was 

formed.  

From t h e  s t a r t ,  ESAS c o o p e r a t i o n  had been h e s i t a n t  d u e  t o  ex- 

t e r n a l  f a c t o r s .  The Scandanav ian  Defense  Union c o l l a p s e d  i n  1949 

and Sveden d e c i d e d  t o  m a i n t a i n  i t s  n e u t r a l i t y  w h i l e  Denmark and 

Norway j o i n e d  NATO; t h u s ,  r e l a t i o n s  between Sweden and i t s  two 

p a r t n e r s  became t enuous .  F u r t h e r m o r e ,  t h e  f i r s t  y e a r  o f  ESAS, 

1948 ,  ended w i t h  a  s u b s t a n t i a l  d e f i c i t  f o r  DDL. 

E v e n t s  t h e n  moved toward t h e  d i s s o l u t i o n  o f  t h e  ESAS and t h e  

c r e a t i o n  o f  a n  a l l - i n c l u s i v e  ( d o m e s t i c  and i n t e r n a t i o n a l  a i r  

t r a f f i c )  SAS. I n  Oc tobe r  o f  1950 ,  t h e  d e c i s i v e  m e e t i n g  took  

p l a c e  j u s t  o u t s i d e  o f  Os lo .  The ' ~ o r w e ~ i a n s  i n s i s t e d  on an  ag ree -  

ment e n s u r i n g  them 2 / 7 ' s  o f  t h e  ma in t enance  r e s p o n s i b i l i t i e s  

fl  and o t h e r  a c t i v i t i e s .  

Al though t h e  t e x t  o f  t h e  new c o n s o r t i u m  document c o n t a i n e d  

a  p r o v i s i o n  t h a t  a c t i v i t i e s  " s h a l l  t o  a  r e a s o n a b l e  d e g r e e  b e  



s h a r e d  among t h e  t h r e e  c o u n t r i e s , "  Norway d i d  n o t  c o n s i d e r  t h i s '  

p r e c i s e  enough. F i n a l l y ,  an  Aide Memoire was a g r e e d  t o .  I t  

s t a t e d  t h e  f o l l o w i n g  p r i n c i p l e s :  

o  c o n d u c t  a f f a i r s  i n  a  b u s i n e s s l i k e  manner;  

o  " i t  is, however,  u n d e r s t o o d . . .  t h e  p u r e l y  b u s i n e s s  
p o i n t  o f  v iew w i l l  h ave  t o - g i v e  way t o  c o n s i d e r a -  
t i o n s  r e l a t i n g  t o  s t r e n g t h e n i n g  t h e  Scandanav ian  
c h a r a c t e r  o f  t h e  c o n s o r t i u m  and t o  n a t i o n a l  
i n t e r e s t s ; "  and 

.4 . o  d i s t r i b u t e  ma in t enance  work a s  c l o s e l y  a s  p o s s i b l e  
i n  a c c o r d a n c e  - w i t h  t h e  2-2-3 f o r m u l a .  

SAS h a s ' g r o w n  markedly  i n  t h i r t y  y e a r s ,  expand ing  i ts i n i t i a l  

a i r l i n e  t r a n s p o r t  a c t i v i t y  t o  now i n c l u d e  h o t e l s ,  r e s t a u r a n t s ,  

c a t e r i n g ,  i n c l u s i v e  t o u r s ,  c a r  r e n t a l s ,  c o n v e n t i o n  a r r a n g e m e n t s ,  

and o t h e r  r e l a t e d  s e r v i c e s .  About f i f t y  companies  a r e  t o t a l l y  

o r  p a r t i a l l y  owned by SAS. C l o s e  t o  h a l f  o f  t h e s e  s u b s i d i a r i e s  

and a s s o c i a t e d  companies  a r e  a c t i v e ;  t h e  r e s t  may be  h o l d i n g  

companies ,  r e a l  e s t a t e  companies ,  o r  s i m p l y  : r e g i s t e r e d  names t h a t  

a r e  dormant  f o r  t h e  .time b e i n g .  

. 
I n  c o n c l u s i o n ,  SAS is g e n e r a l l y  acknowledged t o  b e  one  o f  

t h e  w o r l d ' s  major  a i r l i n e s .  I t  i s  among t h e  w o r l d ' s  t o p  t w e n t y  

i n  many c a t e g o r i e s ,  i n  p a s s e n g e r s ,  i n  a i r  f r e i g h t ,  i n  f l e e t  

s i z e ,  and i n  employment.  

2.2 URENCO/CENTEC CENTRIFUGE ENRICHMENT O R G A N I Z A T I O N  

2.2 .1  D e s c r i p t i o n  

Form and C h a r t e r  o f  I n s t i t u t i o n .  Urenco/Centec i~ a '  t r i -  

p a r t i t e  o r g a n i z a t i o n  o f  B r i t i s h ,  Dutch ,  and German compan ie s ,  



t h a t  i s  d e v o t e d  t o  d e v e l o p m e n t . a n d  e x p l o i t a t i o n  o f  g a s  c e n t r i f u g e  

t e c h n o l o g y  f o r  t h e  e n r i c h m e n t  o f  u'ranium. The s i g n i n g  o f  t h e  

T r e a t y  o f  Almelo i n  1970 and i t s  s u b s e q u e n t  r a t i f i c a t i o n  i n  1971  

marks t h e  c o n c e p t i o n  o f  t h e  Urenco/Centec o r g a n i z a t i o n . *  

The f i v e  g o v e r n i n g  p r i n c i p l e s  and p u r p o s e s  o f  t h e  C o n t r a c t i n g  

P a r t i e s '  c o o p e r a t i v e  ag reemen t  a r e :  

0. t o  c o l l a b o r a t e  w i t h  t h e  v iew t o  t h e  e n r i c h m e n t  
o f  uranium by t h e  g a s  c e n t r i f u g e  p r o c e s s  and t o  
t h e  m a n u f a c t u r e  o f  ' ga s  c e n t r i f u g e s ;  

0 t o  e s t a b l i s h  and o p e r a t e  j o i n t  i n d u s t r i a l  e n t e r -  
p r i s e s  t o  b u i l d  e n r i c h m e n t  p l a n t s  and t o  o p e r a t e  
s u c h  p l a n t s  on a  commerc ia l  b a s i s ;  

o t o  promote i n t e g r a t i o n  o f  r e s e a r c h  and deve lopmen t  
c a r r i e d  o u t  by t h e  j o i n t  i n d u s t r i a l  e n t e r p r i s e s ,  
w i t h  a  v iew t o  a c h i e v e  and m a i n t a i n  a  c o m p e t i t i v e  
p o s i t i o n ;  

o t o  e x e r c i s e  a p p r o p r i a t e  gove rnmen ta l  c o n t r o l  of  
s e n s i t i v e  p o l i t i c a l  i s s u e s ;  and f i n a l l y ,  

o t o  keep  p r o c e s s  i n f o r m a t i o n  s e c u r e  i n  t h e  i n t e r e s t  
o f  t h e  n o n p r o l i f e r a t i o n  o f  n u c l e a r  weapons. 

O r q a n i z a t i o n a l  S t r u c t u r e .  ( S e e  F i g u r e .  4 on n e x t  p a g e ) .  

Urenco is  e q u a l l y  owned, o n e - t h i r d  e a c h  by t h e  t h r e e  Con- 

t r a c t i n g  P a r t i e s  t h r o u g h  f o u r  o r g a n i z a t i o n s ,  U r a n i t * *  (Uran- 

I s o t o p e n t r e n n i n g s  G e s s e l s c h a f t  mbH), BNFL ( B r i t i s h  Nuclear  F u e l s ,  

* S p e c i f i c a l l y  t h e  ag reemen t  i s  t i t l e d ,  ?Agreement 
Between t h e  U n i t e d  Kingdom o f  G r e a t  B r i t a i n  and 
N o r t h e r n  I r e l a n d ,  The F e d e r a l  R e p u b l i c  o f  Germany 
and t h e  Kingdom Of The N e t h e r l a n d s  On C o l l a b o r a t i o n  
I n  The Development And E x p l o i t a t i o n  Of The Gas 
C e n t r i f u g e  P r o c e s s  For P roduc ing  Enr i ched  Uran i  um. " 

** P r e u s s e n  E l e k t r a  A G ,  West Germany's second  l a r g e s t  
u t i l i t y  h a s  r e c e n t l y  j o i n e d  RWE, t h e  l a r g e s t  u t i l i t y  
and p r e v i o u s l y  o n l y  u t i l i t y  p a r t i c i p a n t .  
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L t d . ) ,  UCN ( U l t r a - C e n t r i f u g e  Nede r l and ,  N.V.)  and GnV (Gesell- 

s c h a f t  f u r  Nuk lea re  V e r a h r e n s t e c h n i k  mbh).  U r a n i t  ( F R G )  i s  made 

up  o f  p r i v a t e  companies  o n l y ;  BNFL ( U K )  i s  e n t i r e l y  owned by t h e  

U n i t e d  Kingdom Energy A u t h o r i t y ,  t h u s  i s  g o v e r n m e n t - c o n t r o l l e d .  

UCN (The  N e t h e r l a n d s )  i s  a  c o m b i n a t i o n  o f  p u b l i c  and p r i v a t e  

companies .  S t a a t  d e r  Neder landen  Reac to r  Cent r  um Neder land  and 

S t a a t s m i j n e n  a r e  government  companies  w h i l e  t h o s e  r e m a i n i n g  a r e  

p r i v a t e .  GnV ( F R G )  o w n e r s h i p  i s  d i v i d e d  e q u a l l y  between two 

p r i v a t e  companies .  

F i g u r e  5 be low,  i l l u s t r a t e s  t h e  dec i s ion -mak ing  o r g a n i z a -  

t i o n s  o f  Urenco/Centec.  - 

FIGURE 5 
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F u n c t i o n s  o f  Urenco L t d .  and Cen tec  GmbH. Urenco Ltd  and 

Cen tec  Gmbh p r o v i d e  t h e  c e n t r a l  s e r v i c e s  r e q u i r e d  by t h e  c o l l a b o r -  

a t i o n .  They a r e  c o n t r o l l e d  by t h e i r  r e s p e c t i v e  b o a r d s ,  b u t  r e g u l a r  

j o i n t  m e e t i n g s  a r e  h e l d  t o  d i s c u s s  mu tua l  p roblems.  Both compan ie s '  

a c t i v i t i e s  a r e  based  a t  Marlow, England ,  under  t h e  d i r e c t i o n  

o f  a  common management. 

The r e s p o n s i b i l i t i e s  o f  Urenco Ltd .  a r e :  

o  t o  p r o v i d e  a  c e n t r a l  m a r k e t i n g  s e r v i c e  a s  t h e  
a g e n t  o f  t h e  p r o d u c t i o n  e n t e r p r i s e s ;  

o  t o  a s s i s t  i n  m u t u a l  s c h e d u l i n g  o f  p r o d u c t i o n ;  and 
f i n a l l y ,  

o  t o  r e p r e s e n t  t h e  s h a r e h o l d e r s  i n  r e s p e c t  o f  
i n v e s t m e n t  i n  e n r i c h m e n t  p r o j e c t s  w i t h  ' p a r t i e s  
o u t s i d e  t h e  t r i p a r t i t e  e n r i c h m e n t  o r g a n i z a t i o n .  

The r e s p o n s i b i l i t i e s  o f  Cen tec  GmbH a r e  t h r e e f o l d :  

o  t o  c o o r d i n a t e  t h e  r e s e a r c h  and deve lopment  program 
and i n f o r m a t i o n  exchange  between t h e  s h a r e h o l d e r s ;  

o  t o  c o n t r o l  t h e  o v e r a l l  p o r t f o l i o  o f  c e n t r i f u g e  
t e c h n o l o g y  and p a t e n t s ;  and f i n a l l y ,  

o  t o  r e p r e s e n t  t h e  s h a r e h o l d e r s  w i t h  r e s p e c t  t o  
d e a l i n g s  w i t h  p a r t i e s  o u t s i d e  t h e  t r i p a r t i t e  
e n r i c h n ~ e n t  o r g a n i x a t i o r l  fog t h e  s a l e  o r  
l i c e n s i n g  o f  t e c h n o l o g y ,  o r  o f  e n r i c h m e n t  

. p l a n t  o r  equipment .  

The J o i n t  Committee.  I t s  c o m p o s i t i o n  and v o t i n g  p r o c e d u r e s  

a r e :  

o  T h e  J o i n t  Committee i s  composed o f  a n  a c c r e d i t e d  
r e p r e s e n t a t i v e  o f  e a c h  C o n t r a c t i n g  P a r t y  (who may 
be  accompanied by a d v i s o r s ) ;  

o  The Chai rmanship  is  h e l d  i n  t u r n  by t h e  r e p r e s e n t a -  
t i v e  o f  e a c h  C o n t r a c t i n g  P a r t y  f o r  a  p e r i o d  o f  one  
y e a r  ; 



o  Each r e p r e s e n t a t i v e  h a s  one  v o t e ;  and f i n a l l y ,  

o  The J o i n t  Committee t a k e s  a l l  d e c i s i o n s  by 
unanimous v o t e .  

The f u n c t i o n s  o f  t h e  J o i n t  Committee i n c l u d e :  

o  c o n s i d e r  and d e c i d e  upon any  q u e s t i o n s  c o n c e r n i n g  
s a f e g u a r d s ;  

o  c o n s i d e r  and d e c i d e  upon q u e s t i o n s  a r i s i n g  o u t  o f  t h e  
c l a s s i f i c a t i o n  a r r a n g e m e n t s  and s e c u r i t y  p r o c e d u r e s ;  

o  a d v i s e  t h e  C o n t r a c t i n g  P a r t i e s  a s  t o  t h e  c o n d i t i o n s  
f o r  a g r e e m e n t ' w i t h  o t h e r  s t a t e s  o r  i n t e r n a t i o n a l  
o r g a n i z a t i o n s  and t o  c o n s i d e r  and d e c i d e  upon any  
p r o p o s a l s  f o r :  

- t h e  t r a n s f e r  o f  i n f o r m a t i o n  d e r i v e d  a s  a  
r e s u l t  o f  c o l l a b o r a t i o n  o u t s i d e  o f  t h e  
t e r r i t o r i e s  o f  t h e  C o n t r a c t i n g  P a r t i e s  

- i n  g r a n t i n g  o f  l i c e n s e s  o r  s u b - l i c e n s e s  f o r  
t h e  t e r r i t o r i e s  o f  t h e  C o n t r a c t i n g  P a r t i e s  

- t h e  e x p o r t  o u t s i d e  t h e  t e r r i t o r i e s  o f  t h e  
C o n t r a c t i n g  P a r t i e s  o f  equipment  o r  m a t e r i a l  
d e v e l o p e d ,  p roduced  o r  p r o c e s s e d  under  t h e  
c o l l a b o r a t i o n ;  

\ 

o  approve  t h e  i n s t r u m e n t s  e s t a b l i s h i n g  t h e  j o i n t  indus-  
t r i a l  e n t e r p r i s e s ;  

o app rove  p r o p o s a l s  o f  t h e  j o i n t  i n d u s t r i a l  e n t e r p r i s e s  
f o r  t h e  s i t i n g  o f  major  i n s t a l l a t i o n s ;  . . 

o make a r r a n g e m e n t s  f o r  t h e  a s s e s s m e n t  and payment o f  
r o y a l t i e s  i n  r e g a r d  t o  p a t e n t s  and o t h e r  i n d u s t r i a l  
r i g h t s ;  

o  app rove  such  r e s e a r c h  and deve lopment  programes  a s  
a r e  t o  be  f i n a n c e d  i n  whole  o r  i n  p a r t  by j o i n t  
government  g r a n t s  o f  t h e  C o n t r a c t i n g  P a r t i e s ,  and 
c o n s i d e r  any  p r o p o s a l s  f rom t h e  j o i n t  i n d u s t r i a l  
e n t e r p r i s e s  f o r  v a r y i n g  t h e  p r o p o r t i o n  o f  t h e  c o s t  
o f  r e s e a r c h  and deve lopment  t o  be bo rne  j o i n t l y  by 
t h e  C o n t r a c t i n g  P a r t i e s ;  

o  d e c i d e  upon o r  recommend t o  t h e  C o n t r a c t i n g  P a r t i e s  
a p p r o p r i a t e  measu res  t o  be  t a k e n  i f  t e c h n i c a l  o r  
cc snemic  deve lopmen t s  o c c u r  which a r e  l i k e l y  to 
a f f e c t  s i g n i f i c a n t l y  t h e  commerc ia l  e x p l o i t a t i o n  o f  
t h e  g a s  c e n t r i f u g e  p r o c e s s  by t h e  j o i n t  i n d u s t r i a l  
e n t e r p r i s e s ;  and f i n a l l y ,  



o  d e t e r m i n e  any  q u e s t i o n  c o n c e r n i n g  t h e  i n t e r p r e t a t i o n  
o f  t h e  ag reemen t  p u t  b e f o r e  i t  by t h e  j o i n t  i n d u s -  
t r i a l  e n t e r p r i s e s  i n  c o n n e c t i o n  w i t h  t h e  e x e r c i s e  
o f  t h e i r  f u n c t i o n s .  

Mechanism £or R e s o l u t i o n  o f  D i s p u t e s  Wi th in  t h e  I n s t i t u t i o n .  

The Urenco/Centec a r r a n g e m e n t  p r o v i d e s  f o r  t h r e e  methods o f  

d i s p u t e  s e t t l e m e n t .  F i r s t ,  d i s p u t e s  a r i s i n g  between C o n t r a c t i n g  

P a r t i e s  which c o n c e r n  t h e  i n t e r p r e t a t i o n  o r  a p p l i c a t i o n  o f  t h e  

.Y 
F Agreement,  J o i n t  Committee d e c i s i o n s ,  o r  i m p l e m e n t a t i o n  a r r a n g e -  

ments  a r e  r e f e r r e d  t o  t h e  J o i n t  Committee f o r  s e t t l e m e n t .  

Second, upon f a i l u r e  o f  r e s o l u t i o n  by t h e  J o i n t  Committee,  

t h e  C o n t r a c t i n g  Par  t i e s  endeavor  t o  s e t t l e  t h e  d i s p u t e .  

T h i r d ,  f a i l u r e  o f  C o n t r a c t i n g  P a r t i e s  t o  s e t t l e  would s e t  i n  

mot ion  t h e  A r b i t r a l  Commission mechanism. The ad hoc  A r b i t r a l  

Commission i s  formed a t  t h e  r e q u e s t  o f  t h e  C o n t r a c t i n g  P a r t y  in -  

vo lved  u n l e s s  any  o t h e r  C o n t r . a c t i n g  P a r t y  o b j e c t s  on n a t i o n a l  

s e c u r i t y  g rounds .  

The A r b i t r a l  Commission i s  compr ised  o f  members a p p o i n t e d ,  

one e a c h ,  by t h e  C o n t r a c t i n g  P a r t i e s  i n v o l v e d .  I f  t h r e e  P a r t i e s  

a r e  i n v o l v e d ,  however ,  t h e  two i n  t h e  same i n t e r e s t  may o n l y  

a p p o i n t  one  member i n  common. The A r b i t r a l  Commission members 

t h e n  nomina te  t h e  t h i r d  member, who s e r v e s  a s  t h e  Chairman. 

The P r e s i d e n t  o f  t h e  European Cour t  o f  Human ~ i g h t s  i s  i n v i t e d  

t o  make t h e  n e c e s s a r y  a p p o i n t m e n t s  o n l y  i n  t h e  e v e n t  t h a t  t h e y  

a r e  n o t  made by t h e  C o n t r a c t i n g  P a r t i e s  w i t h i n  t h e  p r e s c r i b e d  

time l i m i t .  



T h e  A r b i t r a l  Commiss ion  r e a c h e s  a d e c i s i o n  b y  a '  m a j o r i t y  
I 

v o t e  o n  t h e  b a s i s  o f  i n t e r n a t , i o n a l  l a w  a n d  t h e  A g r e e m e n t  i t s e l f .  

T h e r e  is  n o  r i g h t  o f  a p p e a l  a g a i n s t  t h e  A r b i t r a l  C o m m i s s i o n ' s  

d e c i s i o n .  I t  is  t h e  C o m m i s s i o n ' s  d u t y ,  i f  r e q u e s t e d ,  t o  i n t e r -  

p r e t  t h e  d e c i s i o n ' s  i m p o r t  o r  s c o p e .  

P r o v i s i o n s  f o r  R a i s i n g  C a p i t a l ,  O p e r a t i n g  F u n d s ,  a n d  

A d d r e s s i n g  R e l a t e d  F i n a n c i a l  I s s u e s . *  C o m m e r c i a l  c o l l a b o r a t i o n  

is  b a s e d  upon  a n  a r r a n g e m e n t  s u c h  t h a t  t h e  m a n a g i n g  p a r t n e r ( s )  

o f  e a c h  e n t e r p r i s e  is  ( a r e )  r e s p o n s i b l e  f o r  t h e  i n v e s t m e n t  

d e c i s i o n s  o f  t h e  e n t e r p r i s e  a n d  f o r  d e s i g n  and  o p e r a t i o n  o f  t h e  

p l a n t s .  S u c h  i n d i v i d u a l  d e c i s i o n s ,  h o w e v e r ,  a r e  made w i t h  t h e  

f u l l  k n o w l e d g e  o f  t h e  o t h e r s '  t e c h n i c a l  i n f o r m a t i o n ,  d e v e l o p m e n t  ' 

p l a n s ,  e c o n o m i c  s t u d i e s ,  a n d  a c t u a l  p l a n t  co s t s ,  e t c .  

S e e  t h e  s e c t i o n  o n  o r g a n i z a t i o n a l  s t r u c t u r e  f o r  f u r t h e r  

d i s c u s s i o n  c o n c e r n i n g  t h e  d i v i s i o n  o f  r e s p o n s i b i l i t i e s  b e t w e e n  

U r e n c o  L i m i t e d  and  C e n t e c  GmbH. 

P r o v i s i o n s  f o r  E s t a b l i s h i n g  P r i c i n g  P o l i c y .  U r e n c o  pr ices  
-------8 -,-.y - - . 

are  c o n t r a c t u a l l y  f i x e d  f o r  t h e  term o f  t h e  c o n t r a c t ,  n o r m a l l y  

t e n  y e a r s  o f  d e l i v e r i e s ,  b y  a f o r m u l a  w h i c h  m a k e s  them s u b j e c t  

o n l y  t o  e s c a l a t i o n  o n  t h e  b a s i s  o f  e s t a b l i s h e d  a n d  p u b l i s h e d  

i n d i c e s  i n  t h e  t h r e e  p a r t i c i p a t i n g  c o u n t r i e s .  I n  v i e w  o f  t h e  

m u l t i n a t i o n a l  c h a r a c t e r  o f  Urenco ,  t h e  b a s i c  p r i c e  i s  a c o m p o s i t e  

of t h e  t h r e e  d i f f e r e n t  c u r r e n c i e s  o f  t h e  p a r t i c i p a t i n g  n a t i o n s .  * *  

* More s p e c i f i c  i n f o r m a t i o n  is n o t  p u b l i c a l l y  a v a i l a b l e .  

**  U r e n c o  E n p i c h m e n t  Serviees - A N e w  D e p a r t u r e .  P r e s e n t e d  
b y  D r .  J. A s y e e  t o  t h e  A t o m i c  I n d u s t r i a l  Forum I n t e r n a t i o n a l  
C o n f e r e n c e  o n  Uranium E n r i c h m e n t ,  New O r l e a n s ,  J a n u a r y  29 - 
F e b r u a r y  1, 1 9 7 8 .  



W i t h  r e s p e c t  t o  p r i c i n g ,  t h e  p r o d u c t i o n  c o s t s  and c u r r e n c i e s  

o f  t h e  N e t h e r l a n d s  and West Germany a r e  employed . i n  e q u a l  p a r t s  

t o  c o n t a i n  t h e  p r i c e  a s *  

Where. 

t = price of separative work a t  the time t ,  

Po = price of separative work when the contract 

i s  concluded ( u n i t  pr ice) ,  

t = price of material in chemical and precision 

engineering industry. (indexes 1 : 1 ) , 

m 
0 

= same material index a t  time when contract i s  

concl uded , 

P t  ,o = personnel cost of an. average 1 abourer in 

chemical industry as pub1 ished, 

e t , o  = e lec t r ic i ty  cost factor. 

P r o v i s i o n s  Govern ing  Market  S h a r i n g  and R e s t r i c t i o n s .  The 

C o n t r a c t i n g  P a r t i e s  have a g r e e d  upon a  fo rmula  s u c h  t h a t  Urenco 

L t d .  s e e k s  b u s i n e s s  o p p o r t u n i t i e s  a g a i n s t  t h e  terms and 

c o n d i t i o n s  o f  s a l e  . d e t e r m i n e d  by  t h e  unanimous ag reemen t  o f  i t s  

s h a r e h o l d e r s .  Urenco Ltd .  a l s o  c o n c l u d e s  a l l  b u s i n e s s  t r a n s -  

a c t i o n s  on b e h a l f  o f  t h e  t w o ' e n t e r p r i s e s .  T h e  e n t e r p r i s e s  a r e  

e n t i t l e d  t o  s h a r e s  o f  t h e  b u s i n e s s  on t h e  b a s i s  o f  o n e - t h i r d  t o  

Urenco ( U K )  and t w o - t h i r d s  t o  Urenco ( N e t h e r l a n d s ) .  I f  o n e  

e n t e r p r i s e  d o e s  n o t  w i s h  t o  u n d e r t a k e  i ts  f u l l  s h a r e  o f  t h e  

* I b i d .  



business, it may be taken on by the other enterprise. The 

minority participants in each enterprise provide their 

share of the required investment (according to the parti-ci- 
pation illustrated in Figure 5) up to the level required to meet 

business commitments that are shared on the one-third/two-thirds 

basis. 

In addition, the Contracting Parties are bound by restric- 

tions to the effect that no Party nay pursue commercial exploita- 

tion or unapproved R&D of the gas centrifuge uranium enrichment 

process other than through the principles of collaboration man- 

dated by the Agreement. 

P 

Provisions for Dealing with Competition and Other Non- 

Members. The sale or passage of technological information is 

politically controlled by the Joint Committee. See the section 

on Organizational Structure, p. 37 , regarding the function of 
the Joint Committee in controlling technology dissemination. - 

The purpose of the restrictions is stated in the agreement as 

follows : 

The Contracting Parties jointly and separately 
undertake to ensure that any information equipment, 
source or special fissionable material...will not 
be used by or to assist, encourage, or induce any 
non-nuclear-weapon State to manufacture or control 
such nuclear weapons or explosive devices.* 

Otherwise, URENCO/CENTEC competes with other groups that 

offer enrichment services on a commercial basis. 

* Treaty of Almelo, Article VI. 



P r o v i s i o n s  f o r  D e a l i n g ,  w i t h  Member I n f r a c t i o n s  o f  R u l e s .  

S e e  s e c t i o n  o n  Mechanism f o r  R e s o l u t i o n  o f  D i s p u t e s  p. 42 .  

Mechanism f o r  P l a n n i n g  N e w  F a c i l i t i e s  a n d  S e r v i c e s .  S e e  

s e c t i o n  o n  P r o v i s i o n s  f o r  A d j u s t i n g  t o  F u t u r e  C o n d i t i o n s .  p .  47. 

Mechanism f o r  R e g u l a t i n g  A u d i t i n g ,  a n d  O t h e r w i s e  A s s u r i n g  

A c c o u n t a b i l i t y .  The  U r e n c o / C e n t e c  Agreement  i n c o r p o r a t e s  s p e c i f i c  

p r o v i s i o n s  f o r  t h e  a p p l i c a t i o n  of a p p r o p r i a t e  s a f e g u a r d s  p r o c e d u r e s .  

The f o l l o w i n g  s a f e g u a r d s  p r o c e d u r e s  a r e  a p p l i e d :  

o t h e  E u r o p e a n  A t o m i c  E n e r g y  Community (EURATROM) s a f e -  
g u a r d s  s y s t e m ;  

o t h e  m e a s u r e s  t h a t  a c c o u n t  f o r  t h e  u s e  o f  m a t e r i a l  
and e q u i p m e n t  e s t a b l i s h e d  b y  t h e  Government  of t h e  
U n i t e d  Kingdom; 

o t h e  c o n s u l t a t i o n s  and e x c h a n g e s  o f  v i s i t s  b e t w e e n  
C o n t r a c t i n g  P a r t i e s ;  and  f i n a l l y ,  

o p r o c e d u r e s  p u r s u a n t  t o  o b l i g a t i o n s  i n c u r r e d  b y  
C o n t r a c t i n g  P a r t i e s  w i t h  t h e  I n t e r n a t i o n a l  
A t o m i c  E n e r g y  Agency.  

I n  a d d i t i o n ,  e l a b o r a t e  s e c u r i t y  m e a s u r e s  p r o t e c t  c l a s s i f i e d  

m a t e r i a l s ,  ( i . e . ,  i n f o r m a t i o n ,  d o c u m e n t s ,  o r  e q u i p m e n t ) .  The  

p r o v i s i o n s  o f  t h e  Agreement  c o v e r  t h e  f o l l o w i n g  m a t t e r s :  

e s t a b l i s h  a  common c l a s s i f i c a t i o n  and  s e c u r i t y  g r a d i n g  s y s t e m ,  

d e s i g n a t i o n  o f  a n  a g e n c y  i n  e a c h  P a r t y ' s  s t a t e  t o  e x e c u t e  s e c u r i t y  

m e a s u r e s ,  t r a n s f e r  o f  c l a s s i f i e d  matter b e t w e e n  c o u n t r i e s ,  a c c e s s  

a u t h o r i z a t i o n  and d e s i g n a t i o n  of r e s t r i c t e d  a r e a s ,  a n d  i n v e s t i g a -  

t i o n  o f  l o s t  o r  d i s c l o s e d  c l a s s i f i e d  i n f o r m a t i o n .  

P r o v i s i o n s  f o r  S t a f f i n g .  The s t a f f  o f  t h e  p r o d u c t i o n  e n t e r -  

p r i s e s  a r e  g e n e r a l l y  n a t i o n a l s  o f  t h e  c o u n t r y  i n  w h i c h  t h e  f a c t o r y  



i s  l o c a t e d .  S e e  t h e  s e c t i o n  o n  O r g a n i z a t i o n a l  S t r u c t u r e ,  p .  3.7, 

f o r  c o m p o s i t i o n  o f  t h e  o r g a n i z a t i o n a l  e n t i t i e s .  The C e n t r a l  

o r g a n i z a t i o n  b a s e d  a t  Marlow, E n g l a n d ,  e m p l o y s  a  s t a f f  o f  4 6 ,  

o f  whom a  q u a r t e r  a re  German o r  Dutch .  

F a c i l i t i e s  and S i t i n g  f o r  I n i t i a l  F o r m a t i o n  o f  I n s t i t u t i o n .  

The  i n i t i a l  f a c i l i t i e s  a re  p r o v i d e d  f o r  i n  Annex I o f  t h e  T r e a t y  

o f  A l m e l o .  I t  s t a t e s :  

E a c h  C o n t r a c t i n q  P a r t y  s h a l l  t a k e  a l l  m e a s u r e s  i 
w i t h i n  i t s  p o w e r s  t o  e n s u r e  t h a t  t h e  a p p r o p r i a t e  
j o i n t  i n d u s t r i a l  e n t e r p r i s e  i s  g r a n t e d  a  f r e e  non- 
e x c l u s i v e  l i c e n s e  t o  u s e  and e x e r c i s e  t h e  p r e -  
e x i s t i n g  i n d u s t r i a l  r i g h t s . .  . and t h e  r i g h t  to  
g r a n t  s u b - l i c e n s e s .  

W i t h  r e g a r d  t o  c o m p e n s a t i o n  o f  t h e  C o n t r a c t i n g  P a r t i e s ,  

t h e  Agreement  c r e a t e d  a n  E v a l u a t i o n  Group  t o , u n d e r t a k e  t h i s  

a s s e s s m e n t .  The E v a l u a t i o n  Group  composed o f  o n e  p e r s o n  n o m i n a t e d  

b y  e a c h  C o n t r a c t i n g  P a r t y ,  made a n  e v a l u a t i o n  o f  t h e  r e s p e c t i v e  

c o n t r i b u t i o n s  and f i x e d  a n  a p p r o p r i a t e  p e r c e n t a g e  r o y a l t y  t o  b e  

a p p l i e d  t o  t h e  v a l u e  o f  t h e  e n r i c h m e n t  p l a n t  t o  b e  c o n s t r u c t e d .  

I n i t i a l  P a r t i c i p a n t s  and  I n i t i a l l y  P l a n n e d  E x p a n s i o n  o f  

P a r t i c i p a n t s .  The C o n t r a c t i n g  P a r t i e s  a r e  p e r m i t t e d  t o  j o i n t l y  

c o n c l u d e  a g r e e m e n t s  f o r  c o l l a b o r a t i o n  w i t h  E u r o p e a n  o r  o t h e r  

s t a t e s ,  o r  i n t e r n a t i o n a l  o r g a n i z a t i o n s .  The p r o p o s e d  a g r e e m e n t s  

~ i ~ u s t  be approved u f  b y  t h e  J o i n t  C o m m i t t e e .  

P r o v i s i o n s  f o r  A d j u s t i n g  t o  F u t u r e  C o n d i t i o n s .  The Urenco /  

C e n t e c  Agreement  p r o v i d e s  f o r  p r o c e d u r e s  t o  w i t h d r a w  f r o m  o r  

t e r m i n a t e  t h e  a r r a n g e m e n t .  W i t h  r e s p e c t  t o  t h e  f o r m e r ,  a n y  



C o n t r a c t i n g  P a r t y  may g i v e  o n e  y e a r ' s  n o t i c e  o f  w i t h d r a w a l  

a f t e r  t h e  Agreement h a s  been  i n  f o r c e  f o r  a  p e r i o d  o f  t e n  

y e a r s .  Regard ing  t h e  l a t t e r ,  t h e  Agreement may be t e r m i n a t e d  

by  t h e  unanimous c o n s e n t  o f  t h e  C o n t r a c t i n g  P a r t i e s .  I n  e i t h e r  

, c a s e ,  t h e  P a r t i e s  must  t a k e  t h e  a p p r o p r i a t e  s t e p s  t o  c o n t i n u e  

s a f e g u a r d s  and measu res  f o r  t h e  p r o t e c t i o n  o f  c l a s s i f i e d  

i n f o r m a t  i o n .  

A s  a  r e s u l t  o f  an a w a r e n e s s  t h a t  f u t u r e  m a r k e t s  would be 

more o b t a i n a b l e  t h rough  p o t e n t i a l  c u s t o m e r  invo lvemen t ,  URENCO 

i n d i c a t e d  i n  1971  t h a t  t h e y  were i n t e r e s t e d  i n  c o n s i d e r i n g  

a r r a n g e m e n t s  w i t h  " t h i r d - p a r t y  " o r g a n i z a t i o n s .  The T r i p a r t i t e  

Agreement o f  Almelo was i n  f a c t  d e s i g n e d  t o  c a p i t a l i z e  on 

c e n t r i f u g e  e x p e r i e n c e  and to ,  t h u s ,  accommodate f u t u r e  p a r t i c i p a n t s .  

I n  J u n e  1973 URENCO announced t h e  f o r m a t i o n  o f  t h e  ' A s s o c i a t i o n  

f o r  C e n t r i f u g e  Enr i chmen t '  (ACE)* f o r  t h e  p u r p o s e  o f  examining  

t h e  economic ,  t e c h n o l o g i c a l  and o r g a n i z a t i o n a l  p o s s i b i l i t i e s  f o r  

e s t a b l i s h m e n t  o f  c e n t r i f u g e  e n r i c h m e n t  e n t e r p r i s e s  o u t s i d e  o f  t h e  

T r i n a t i o n a l  O r g a n i z a t i o n .  A p r o p o s a l  was made t o  p r o v i d e  s u f f i c i e n t  

t e c h n i c a l  and economic i n f o r m a t i o n  t o  e v a l u a t e  t h e  European 

c e n t r i f u g e  p r o c e s s .  Moreover,  s i n c e  a  p r o p o s a l  was made t o  p r o v i d e  

c l a s s i f i e d  i n f o r m a t i o n  a t  some s t a g e  i n  t h e  s t u d y ,  t h e  T r i p a r t i t e  

governments  a r e  e x p e c t e d  t o  s u p e r v i s e  t h e  p r o c e d u r e  t o  e n s u r e  

s e c u r i t y  and a s s u r e  t h e  n e c e s s a r y  c o n f o r m i t y  w i t h  i n t e r n a t i o n a l  

o b l i g a t i o n s  and ag reemen t s .  
. - 

-..ACE i s  compr i sed  p f  o r g a n i z a t i o n s  , - . - . -. f rom . . e a c h  .- 
'! . f o l l o w i n s  c o u n t r i e s  : ~ u s t r a l i a ,  Belgium, c a n a h a  

F r a n c e ,  H o l l a n d ,  I t a l y ,  J a p a n ,  S p a i n ,  Swgden, Un i t ed  
~ i n g d o m .  U.S. companies  a t t e n d e d  t h e  f i r s t  mee t ing  
b u t  l a t e r  wi thdrew.  



2 .2 .2  , H i s t o r y  and E v o l u t i o n  o f  Urenco/Centec 

The o r g a n i z a t i o n a l  deve lopmen t  o f  Urenco h a s  been marked 

by  s u b s t a n t i a l  d e v i a t i o n  from i t s  o r i g i n a l  o b j e c t i v e s .  The 

o r i g i n a l  g o a l  w a s  t o  c r e a t e  b o t h  a n  i n t e g r a t e d  c e n t r i f u g e  

machine  combining t h e  b e s t  f e a t u r e s  o f  t h e  B r i t i s h ,  Dutch and 

German c e n t r i f u g e s  and an  e f f i c i e n t ,  e g a l i t a r i a n ,  t r i p a r t i t e  

o r g a n i z a t i o n .  Three  f a c t o r s ,  however ,  g e n e r a t e d  p r e s s u r e s  

which e v e n t u a l l y  l e d  t o  s u b s t a n t i a l  r e v i s i o n  o f  Urenco ' s  

p o l i c y  and o r g a n i z a t i o n a l  s t r u c t u r e .  F i r s t ,  s e r i o u s  d i s a g r e e -  

men t s  e x i s t e d  among t h e  t h r e e  p a r t n e r s  o v e r  . t e c h n o l o g y  c h o i c e .  

Second,  t h e  i n i t i a l  s e p a r a t i o n  o f  p l a n t  o p e r a t o r  and manager 

from c e n t r i f u g e  m a n u f a c t u r e r  c r e a t e d  p rob lems  o n c e  t h e  commercial  

o p e r a t i o n  s t a g e  was r e a c h e d .  L a s t l y ,  t h e  i n c l u s i o n  o f  p u b l i c  

and p r i v a t e  s e c t o r  s h a r e h o l d e r s  with d i f f e r e n t  i n v e s t m e n t  

p h i l o s o p h i e s  and f i n a n c i a l  r e s p o n s i b i l i t i e s  c o m p l i c a t e d  

dec i s ion -mak ing  on c a p a c i t y  e x p a n s i o n .  

The f i r s t  r e o r g a n i z a t i o n  of  Urenco,  .which took  p l a c e  i n  

l a t e  1373,  i n v o l v e d  tilt! loerger of UrenCo and C e n t e c ,  which 

i n i t i a l l y  had been  s e p a r a t e  companies  r e s p o n s i b l e  t o  a  

c e n t r a l  commit tee .  The d i v i s i o n  o f  Urenco and C e n t e c ,  and 

t h e  s e p a r a t i o n  o f  German s h a r e h o l d e r s  i n  Urenco from t h o s e  

i n  Cen tec  proved t o  be  an  o b s t a c l e  when t h e  t i m e  came i n  

1973 t o  select  a  s i n g l e  c e n t r i f u g e  d e s i g n .  N e i t h e r  t h e  

Germans o r  t h e  B r i t i s h  were w i i l i n g  t o  compromise t h e i r  own 

d e s i g n s  f o r  t h e  s a k e  o f  t e c h n o l o g i c a l  i n t e g r a t i o n ,  w h i l e  

w i t h i n  Germany the German s t o c k h o l d e r s  i n  Cen tec  r e f u s e d  t o  



s h a r e  a n y  o f  U r e n c o ' s  i n v e s t m e n t  r i s k  i f  t h e y  were t o  h a v e  

n o  s a y  i n  t h e  l a t t e r s '  t e c h n o l o g i c a l  d e c i s i o n s .  C o n s e q u e n t l y ,  

U r e n c o  and C e n t e c  e f f e c t i v e l y  were merged a t  t h e  w o r k i n g  

l e v e l .  Compromise a l s o  w a s  r e a c h e d  o n  t h e  t e c h n o l o g y  i s s u e ,  

w i t h  t h e  B r i t i s h  and German t e c h n o l o g i e s  employed a t  

C a p e n h u r s t  and Almelo ,  r e s p e c t i v e l y ,  and t h e  Dutch c e n t r i -  

f u g e  p l a n t  a s  t h e  c e n t e r  o f  t h e  R e s e a r c h  and  Deve lopment  

p rogram.  T h i s  r e p r e s e n t e d '  a  s u b s t a n t i a l  d e v i a t i o n  f rom t h e  

o b j e c t i v e  o f  t e c h n o l o g i c a l  i n t e g r a t i o n  e x p r e s s e d  b y  a l l  t h r e e  

p a r t n e r s  when t h e  t r e a t y  o f  Almelo  was s i g n e d .  

The s e c o n d  r e o r g a n i z a t i o n  o c c u r r e d  a  y e a r  l a t e r .  A 

m a j o r  p r o v i s i o n  o f  t h e . T r e a t y  o f  Almelo  is  t h a t  i m p o r t a n t  

d e c i s i o n s  a f f e c t i n g  t h e  e n t e r p r i s e  a r e  t o  be made b y  

u n a n i m i t y .  The German s h a r e h o l d e r s  d i s a g r e e d  w i t h  B r i t i s h  

a r g u m e n t s  f o r  a d v a n c i n g  t h e  p l a n s  f o r  c a p a c i t y  e x p a n s i o n  i n  

o r d e r  t o  t a k e  a d v a n t a g e  o f  t h e  p o s t  o i l  embargo  s h i f t  t o  n u c l e a r  

power  and t h e  i r r i t a t i o n  o f  many u t i l i t i e s  a t  c h a n g e s  i n  

Amer ican  c o n t r a c t  p o l i c y .  The German p o s i t i o n  w a s  t o  p r o c e e d  

c a u t i o u s l y  i n  o r d e r  t o  see i f  t h e  a p p a r e n t  e x p a n s i o n  of t h e  

e n r i c h m e n t  m a r k e t  was i n  f a c t  s o l i d .  C o m p l i c a t i n g  t h i s  

s i t u a t i o n  w a s  t h e  f a c t  t h a t  t h e  German s h a r e h o l d e r s ,  who 

r e p r e s e n t e d  t h e  p r i v a t e  s e c t o r ,  a r g u e d  t h a t  p u b l i c  f u n d s  

s h o u l d  f i n a n c e  e x p a n s i o n  demanded b y  g o v e r n m e n t s .  The B r i t i s h  

s h a r e h o l d e r  was  a  p u b l i c  s e c t o r  c o r p o r a t i o n  f o r  whom n e i t h e r  

t h e  s o u r c e  o f  f i n a n c i n g ,  n o r  showing  a  p r o f i t  t o  s t o c k h o l d e r s ,  

were p r o b l e m s  i n  a n y  way a n a l o g o u s  t o  t h o s e  o f  t h e  p r i v a t e  

c o r p o r a t i o n s  i n  Germany. 



A s  a  r e s u l t  of  t h i s  c o n f l i c t  o v e r  i n v e s t m e n t  and e x p a n s i o n ,  

Urenco a g a i n  was r e o r g a n i z e d  t o  c r e a t e  t w o  new e n t e r p r i s e s :  

Urenco U . K .  and Urenco,  N e t h e r l a n d s .  Al though Urenco/Centec 

L td .  remained t r i p a r t i t e  i n  a c c o r d a n c e  w i t h  t r e a t y  p r o v i s i o n s ,  

Urenco U . K .  and Urenco N e t h e r l a n d s  were domina ted  by B r i t i s h  and 

Dutch/German s h a r e h o l d e r s ,  r e s p e c t i v e l y ,  and had r e s p o n s i b i l i t y  

f o r  f i n a n c i n g  t h e  e x p a n s i o n  o f  t h e i r  own p l a n t s  beyond an ,  a g r e e d  

l e v e l  o f  i n v e s t m e n t  which a l l  would s h a r e  e q u a l l y .  T h i s  change  

was n e c e s s a r y  t o  p r e v e n t  t h e  d i s a g r e e m e n t s  o v e r  e x p a n s i o n  from 

p a r a l y z i n g  t h e  o r g a n i z a t i o n ' s  o p e r a t i o n s .  

The e x p e r i e n c e  o f  Urenco d e m o n s t r a t e s  t h e  d i f f i c u l t i e s  

o f  f a s h i o n i n g  a j o i n t  e f f o r t  amonq t h r e e  c o u n t r i e s  w i t h  s t r o n g  

v e s t e d  i n t e r e s t s  i n  t h e i r  own t e c h n o l o g i e s  and w i t h  d i f f e r e n t  

p e r s p e c t i v e s  on  a p p r o p r i a t e  b u s i n e s s  s t r a t e g y .  I t  a l s o  pro-  

v i d e s  a d d i t i o n a l  e v i d e n c e  o f  t h e  t e n s i o n  between t h e  p o l i t i c a l  

n o t i o n  o f  e q u a l i t y  and t h e  economic c o n c e p t  o f  e f f i c i e n c y ,  

and t h e  p a r t i c u l a r  p roblems t h e s e  two i d e a s  p r e s e n t  when 

commercial  d e c i s i o n s  m u s t  be  made. 

3.0 CARTELS, PRODUCER ASSOCIATIONS 

3 . 1  THE ORGANIZATION OF PETROLEUM EXPORTING COUNTRIES 

3.1.1 D e s c r i p t i o n  

Form and C h a r t e r  of  I n s t i t u t i o n .  On September  1 4 ,  1960 ,  

t h e  O r g a n i z a t i o n  o f  Pe t ro l eum E x p o r t i n g  C o u n t r i e s  (OPEC) was 

formed i n  Baghdad by  I r a n ,  I r a q ,  Kuwait ,  S a u d i a  A r a b i a ,  and 

Venezuela .  The c o u n t r i e s  which j o i n e d  OPEC a f t e r  i t s  e s t a b l i s h m e n t  



a r e  Q a t a r ,  L i b y a ,  I n d o n e s i a ,  Abu D h a b i ,  A l g e r i a ,  N i g e r i a ,  U n i t e d  

A r a b  E m i r a t e s ,  Gabon,  and ~ c u a d o r  . * 

OPEC i s  t h e  o r g a n i z a t i o n a l  m a n i f e s t a t i o n  o f  t h e  m u l t i n a t i o n a l  

o i l  p r o d u c e r s '  c a r t e l .  The  1960  " g e n t l e m a n ' s  a g r e e m e n t "  i n s t i t u -  

t i o n a l i z i n g  t h e  c a r t e l  h a s  b e e n  s u p p l e m e n t e d  b y  numerous  R e s o l u t i o n s .  

However,  i n  J a n u a r y  o f  1 9 6 1  a n  a g r e e m e n t  was r e a c h e d  o n  t h e  b a s i c  

o r g a n i z a t i o n a l  s t r u c t u r e  o f  OPEC, and  t h r e e  m a i n  b o d i e s  were s e t  up :  

The C o n f e r e n c e ,  t h e  Board o f  G o v e r n o r s  and  t h e  S e c r e t a r i a t .  The  

a g r e e m e n t s ,  D e c l a r a t o r y  S t a t e m e n t  and R e s o l u t i o n s  d i f f e r  f u n d a -  

m e n t a l l y  f r o m  a  c h a r t e r  o r  i n t e r n a t i o n a l  c o n v e n t i o n  o r  t r e a t y  i n  

t h a t  t h e y  d o  n o t  h a v e  t h e  s t a t u s  o f  l a w  and depend  s o l e l y  upon 

c o n t i n u e d  c o n s e n s u s  o f  e a c h  member a s  t o  t h e i r  a p p l i c a b i l i t y .  

O r g a n i z a t i o n a l  S t r u c t u r e .  The 1 0 - p o i n t  D e c l a r a t o r y  S t a t e m e n t  

of P e t r o l e u m  P o l i c y  i n  m e m b e r  c o u n t r i e s k *  d e f i n e s ,  i n  p a r t ,  t h e  

p u r p o s e ,  p r i n c i p l e s ,  and  r i g h t s  o f  OPEC: 

o "Member Governments  s h a l l  e n d e . a v o r ,  as  f a r  a s  
f e a s i b l e ,  t o  e x p l o r e  f o r  and d e v e l o p  t h e i r  
h y d r o c a r b o n  r e s o u r c e s  d i r e c t l y . " .  T o  t h e  
e x t e n t  ' t h a t  t h e y  a r e  u n a b l e  to  d o  so,  c o n t r a c t s  
w i t h  foreign c o m p a n i e s  may b e  c o n c l u d e d ,  p r o -  
v i d e d  t h a t  t h e  g o v e r n m e n t  r e t a i n s  " t h e  g r e a t e s t  
m e a s u r e  p o s s i b l e  o f  p a r t i c i p a t i o n  i n  and  c o n t r o l  
o v e r  a l l  a s p e c t s  o f  o p e r a t i o n s "  and  t h a t  " c h a n g i n g  
c i r c u m s t a n c e s  s h o u l d  c a l l  f o r  r e v i s i o n  o f  e x i s t i n g  
c o n c e s s i o n  a g r e e m e n t s . "  

o " . . . t h e  Government  may a c q u i r e  a  r e a s o n a b l e  
p a r t i c i p a t i o n  o n  t h e  g r o u n d s  o f  t h e  p r i n c i p l e  
o f  c h a n g i n g  c i r c u m s t a n c e s . "  

o T h e r e  s h o u l d  be " p r o g r e s s i v e  and more a c c e l e r a t e d  
r e l i n q u i s h m e n t  o f  ( a n y )  a c r e a g e "  o f  e x i s t i n g  
company c o n c e s s i o n s  w h e r e  e x p l o r a t i o n  and p r o -  
d u c t i o n  h a v e  n o t  i n  f a c t  o c c u r r e d .  

* S e e  Addendum B,  " C h r o n o l o g y  of OPEC's H i s t o r y 1 ' .  

**  S e e  Addendum C. 



o P o s t e d  p r i c e s  " s h a l l  b e  d e t e r m i n e d  b y  t h e  
Governmen t"  a n d  a d j u s t e d  a g a i n s t  d e c l i n i n g  
m o n e t a r y  v a l u e s .  

o "The  Governmen t  may,  a t  i t s  d i s c r e t i o n ,  g i v e  a 
g u a r a n t e e  o f  f i s c a l  s t a b i l i t y  t o ' o p e r a t o r s  f o r  
a  r e a s o n a b l e  p e r i o d  o f  t i m e . "  

o S u c h  g u a r a n t e e s  a re  t o  b e  r e n e g o t i a t e d  i f  f o r  
a n y  y e a r  j u s t  e n d e d  t h e  company is  f o u n d  t o  h a v e  
r e a l i z e d  " e x c e s s i v e l y  h i g h  n e t  e a r n i n g s  a f t e r  
t a x e s .  " 

T h e  r e m a i n i n g  p o i n t s  claim f o r  t h e  OPEC g o v e r n m e n t s  t h e  r i g h t :  

o t o  s e t  r e a s o n a b l e  s t a n d a r d s  o f  a c c o u n t s  t o  b e  
k e p t  a n d  i n f o r m a t i o n  t o  b e  f u r n i s h e d  b y  t h e  
c o m p a n i e s ;  

o t o  f o r m u l a t e  " t h e  c o n s e r v a t i o n  r u l e s  t o  b e  
f o l l o w e d "  ; 

o t o  e x e r c i s e  f u l l  j u r i s d i c t i o n  i n  i t s  " c o m p e t e n t  
n a t i o n a l  c o u r t s "  i n  a n y  d i s p u t e s  w i t h  t h e  
c o m p a n i e s ;  a n d  

o t o  i n v o k e  a g a i n s t  t h e  c o m p a n i e s  t h e  r u l e  o f  " t h e  
b e s t  o f  c u r r e n t  p r a c t i c e s "  f o r  s u c h  matters  a s  
i n c o r p o r a t i o n ,  l abor  r e l a t i o n s ,  r o y a l t i e s ,  t a x e s ,  
a n d  p r o p e r t y  r i g h t s .  

T h e  C o n f e r e n c e .  The  C o n f e r e n c e  is  composed o f  member 

c o u n t r i e s '  r e p r e s e n t a t i v e s ,  u s u a l l y  o f  m i n i s t e r i a l  r a n k .  T h e  

members h a v e  e q u a l  v o t i n g  r i g h t s  and d e c i s i v n s  a re  taken by  

u n a n i m o u s  c o n s e n t .  T h e  C o n f e r e n c e  h o l d s  m e e t i n g s ,  a t  l e a s t  

t w i c e  a y e a r ,  o n e  a t  o r g a n i z a t i o n  h e a d q u a r t e r s ,  o n e  a t  a m e m b e r ' s  

c a p i t a l .  

T h e  C o n f e r e n c e  is  t h e  s u p r e m e  a u t h o r i t y  o f  t h e  o r g a n i z a t i o n .  

I t  r e p r e s e n t s  t h e  m e m b e r ' s  i n d i v i d u a l  i n t e r e s t s .  T h e  f u n c t i o n s  

o f  t h e  C o n f e r e n c e  i n c l u d e :  

o  t o  f o r m u l a t e  g e n e r . a l  p o l i c y ;  



o t o  d e v i s e  t h e  a p p r o p r i a t e  means  t o  i m p l e m e n t  
p o l i c y ;  a n d  

o t o  a p p r o v e  d e c i s i o n s  f o r m u l a t e d  b y  c o n s u l t ' a t i v e  
m e e t i n g s  o f  d e l e g a t i o n s '  h e a d s  c a l l e d  b y  t h e  
C o n f e r e n c e ' s  P r e s i d e n t .  

T h e  Board  of G o v e r n o r s .  T h e  Board  o f  G o v e r n o r s  is  composed 

o f  o n e  r e p r e s e n t a t i v e  and  a G o v e r n o r  f r o m  e a c h  member c o u n t r y .  

T h e  G o v e r n o r  s e r v e s  f o r  a t w o - y e a r  p e r i o d .  The  B o a r d ,  w h i c h  

meets t w i c e  a y e a r ,  h a s  t h e  f o l l o w i n g  f u n c t i o n s :  

o t o  i m p l e m e n t  t h e  C o n f e r e n c e ' s  d e c i s i o n s ;  and  

o t o  o v e r s e e  management  o f  S e c r e t a r i a t .  

T h e  Economic  Commiss ion .  The  Economic  Commiss ion  is c o m p r i s e d  

o f  member c o u n t r i e s '  e x p e r t s  ( o n e  f r o m  e a c h ) .  I t  is  empowered t o  

a n a l y z e  p e r i o d i c a l l y  i m p o r t a n t  e c o n o m i c  i s s u e s  i n  c o o p e r a t i o n '  

w i t h  t h e  S e c r e t a r i a t ' s  e c o n o m i c s  d e p a r t m e n t .  

Mechanism f o r  R e s o l u t i o n  05 ~ i s p u t e s  W i t h i n  t h e  O r g a n i z a t i o n .  

To d a t e ,  OPEC's r e s o l u t i o n s  d o  n o t  i n s t i t u t i o n a l i z e  a m e c h a n i s m  

f o r  d i s p u t e  r e s o l u t i o n .  OPEC s t u d i e d  t h e  f e a s i b i l i t y  o f ,  b u t  

f a i l e d  t o  e s t a b l i s h ,  a n  in t ra -OPEC H i g h  C o u r t .  T h e  C o u r t  w a s  t o  

h a v e  s e t t l e d  a l l  d i s p u t e s  a n d  d i f f e r e n c e s  r e l a t i n g  t o  p e t r o l e u m  

mat te rs  a n d  t o  h a v e  s e r v e d  i n  b o t h  a d v i s o r y  . a n d  j u d i c i a l  capac i t i e s .  

T h e  " D e c l a r a t o r y  S t a t e m e n t  o f  P e t r o l e u m  P o l i c y  i n  Member 

C o u n t r i e s " ,  J u n e  2 5 ,  1 9 6 8 ,  s t a t e s  t h a t  a l l  d i s p u t e s  a r i s i n g  

b e t w e e n  t h e  member c o u n t r i e s '  g o v e r n m e n t s  and  t h e  p e t r o l e u m  

c o m p a n i e s  f a l l  e x c l u s ' i v e l y  w i t h i n  t h e  j u r i s d i c t i o n  o f  t h e  

c o m p e t e n t  n a t i o n a l  c o u r t s  o r  s p e c i a l i z e d  r e g i o n a l  c o u r t s .  
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P r o v i s i o n s  f o r  R a i s i n g  C a p i t a l ,  O p e r a t i n q  Funds And 
A d d r e s s i n g .  R e l a t e d  ' F i n a n c i a l  I s s u e s .  Not a p p l i c a b l e .  

P r o v i s i o n s  f o r  E s t a b l i s h i n g  P r i c i n g  P o l i c y .  Agreements  

t a k e n  by OPEC members a t  t h e  Confe rence  l e v e l  a r e  r eached  

t h r o u g h  a  b a r g a i n i n g  p r o c e s s .  The a g r e e m e n t s  on o i l  e x p o r t  

p r i c e s  a r e  s t r i c t l y  v o l u n t a r y  and d o  n o t  c a r r y  w i t h  them sanc-  

t i o n s  o r  r ewards .  To t h e  e x t e n t  t h a t  agreement  i s  r e a c h e d ,  i t  

i s  up t o  t h e  d * i s c r e t i o n  o f  e a c h  member government  t o  s e t  and 

change  p r i c e s  w i t h i n  t h e  r a n g e  c o n s i d e r e d  r e a s o n a b l e  by  OPEC. 

Examples may p r o v i d e  some i n s i g h t s  i n t o  t h e  p r i c i n g  p o l i c y  

f o r m u l a t i o n  p r o c e s s .  The f i r s t  i n s t a n c e  o f  p r i c e  r i s e  was under -  

t a k e n  u n i l a t e r a l l y  by Libya.  I n  September  1970 a l l  t h e  companies  

o p e r a t i n g  i n  Libya  had  g i v e n  i n t o  t h e  g o v e r n m e n t ' s  demands t o  

i n c r e a s e  .both p o s t e d  p r i c e s  and t a x  r a t e s .  L ibya  had t h r e a t e n e d  

t o  s h u t  down p r o d u c t i o n  a l t o g e t h e r  i f  t h e i r ' d e m a n d s  were no,t  

m e t .  

I n  December 1970 ,  OPEC p a s s e d  a  R e s o l u t i o n  c a l l i n g  f o r  " a  

un i fo rm g e n e r a l  i n c r e a s e  i n  o i l  p r i c e s "  and t h r e a t e n e d  " c o n c e r t e d  

and s i m u l t a n e o u s  a c t i o n " .  In '  Feb rua ry  and A p r i l  o f  1 9 7 1  t h e  Per-  

s i a n  Gul f  ( n o t  a l l  OPEC) e x p o r t i n g  c o u n t r i e s  a g r e e d  on i n c r e a s e d  

p o s t e d  p r i c e  and t a x  r a t e s  w i t h  t h e  major  o i l  companies .  The 

g a i n s  from t h e  T e h r a n - T r i p o l i  Agreements were a c h i e v e d  t h r o u g h  

n e g o t i a t i o n s .  The s u b s e q u e n t  p r i c e  i n c r e a s e s  o f  1973-1974 were 

announced u n i l a t e r a l l y  by OPEC members. 



I n  g e n e r a l ,  0 P E C . i s  marked by two " p r i c i n g  camps", t h e  low- 

p r i c e  p r e f e r e n c e  and h i g h - p r i c e  p r e f e r e n c e  s t a t e s .  T h e  l a t t e r  

a r e  rough ly  c h a r a c t e r i z e d  by l a r g e  p o p u l a t i o n s ,  mass ive  

deve lopment  programs,  and major  p l a n s  f o r  m i l i t a r y  b u i l d u p .  

On t h e  o t h e r  hand,  t h e  l ow-p r i ce  p r e f e r e n c e  s t a t e s  a r e  c h a r a c -  

t e r i z e d  by s m a l l  p o p u l a t i o n s ,  l i m i t e d  c a p i t a l  a b s o r p t i o n  

c a p a b i l i t y ,  l a r g e  f i n a n c i a l  r e s e r v e s ,  and huge u n t a p p e d - p e t r o l e u m  

r e s e r v e s .  The s p l i t  i n  p r i c e  p r e f e r e n c e s  is  a l s o  c o n d i t i o n e d  by 

d i f f e r i n g  intra-OPEC p o l i t i c a l  i d e o l o g i e s .  

The e x t e n t  t o  which p r i c e s  a r e  e s t a b l i s h e d  th rough  a  

b a r g a i n i n g  p r o c e s s  e n s u r e s  t h a t  t h e  p r o c e s s  is  g r e a t l y  i n f l u e n c e d  

by a  " p r i c e  l e a d e r " .  T h i s  p o s i t i o n  i n  t u r n ,  is  r e f l e c t i v e  o f  

t h e  l e a d e r ' s  r e l a t i v e  marke t  s h a r e .  See  t h e  f o l l o w i n g  f o r  more 

d i s c u s s i o n  c o n c e r n i n g  marke t  s h a r i n g  d e t e r m i n a t i o n .  

P r o v i s i o n s  Govern ing  Market S h a r i n g .  A t  no time i n  i t s  

18-year  h i s t o r y  h a s  OPEC been  a b l e  t o  i n s t i t u t i o n a l i z e  p ro -  

d u c t i o n  q u o t a s  o r  r a t i o n  p r o d u c t i o n .  A s  r e c e n t l y  a s  March 1975,  

a t  t h e  OPEC c o n f e r e n c e  mee t ing  i n  A l g i e r s ,  S a u d i  Arab ia  i s  r e -  

p o r t e d  t o  have  b locked  t h e  e f f o r t  o f  A l g e r i a ,  I r a q ,  and L ibya  

s u p p o r t e d  by I r a n ,  N i g e r i a ,  and Venezue la  t o  g e t  OPEC t o  a d o p t  

a  c o o r d i n a t e d  sys t em o f  r e g u l a t i n g  p r o d u c t i o n . *  

T h e r e f o r e ,  t h e  c r i t e r i a  r e l e v a n t  t o  t h e  e s t a b l i s h m e n t  a f  

members' marke t  s h a r e s  and more s p e c i f i c a l l y  t o  t h e  p r o c e s s  o f  

r e - a l l o c a t i n g  marke t  s h a r e s ,  a r e  d i f f i c u l t  a t  b e s t  t o  s t a t e  w i t h  

* Middle  E a s t  Economic Survey ,  7  March 1975,  supp lemen t ,  p .  2 .  
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g r e a t  conf idence  and c e r t a i n t y .  Many competing t h e o r i e s  have 

su r f aced  t o  d e f i n e  OPEC's c r i t e r i a . *  

A summary (non-comprehensive) l i s t  o f  p o t e n t i a l  c r i t e r i a  

used t o  de te rmine  market s h a r e s  would i nc lude  t h e  fo l l owing :  

o  t e c h n i c a l  r a t i o n a l i t y  of  o i l  f low;  market s h a r e  
based on c a p a c i t y  f o r  f u t u r e  p roduc t ion ;  , 

o  p a s t  p roduc t ion  l e v e l s ;  

o  p o l i t i c a l  p r e s s u r e  o f  members; 

o  c a p i t a l  a b s o r p t i o n  c a p a b i l i t y ;  

o  c o l l e c t i v e  goods m e n t a l i t y ;  p roduc t ion  l e v e l s  
made i n v e r s e  t o  G N P  s o  t h a t  smal l  s t a t e s  a r e  
f r e e  r i d e r s ;  

o  e q u i t a b l e  d i s t r i b u t i o n  by a l l o c a t i n g  p rpduc t ion  
s h a r e s  i n v e r s e l y  t o  c a p i t a l  wea l th ;  and 

o  c u l t u r a l  and i d e o l o g i c a l  a f f i n i t y  of member t o  
p r i c e  l e a d e r .  

P r o v i s i o n s  f o r  Deal ing wi th  Competi t ion.  To d a t e ,  OPEC 

ha s  n o t  developed a  s t r a t e g y  t o  d e a l  wi th  i t s  compet ' i t ion .  - 

Whether t h i s  i s  due t o  t h e  f a c t  t h a t  OPEC d i d  n o t  f o r e s e e  

c o m p e t i t i o n ,  t h a t  t hey  a r e  i ncapab l e  o f  coope ra t i ng  and d e v i s i n g  

a  s t r a t e g y ,  o r  t h a t  they  do n o t  f e e l  a  need t o  t a k e  such measures 

i s  open t o  i n t e r p r e t a t i o n  and q u e s t i o n .  Moreover, t h i s  i s s u e  i s  

open t o  i n t e r p r e t a t i o n  of  whether OPEC does  indeed have a  s t r a t e g y  

t h a t  may n o t  be g e n e r a l l y  known t o  t h e  p u b l i c .  

The q u e s t i o n  i s ,  however, p a r t i c u l a r l y  r e l e v a n t  a s  t h e  r i s e  

i n  t h e  p roduc t ion  of  a l t e r n a t i v e  energy sou rce s  is now beyond t h e  

c o n t r o l  of O P E C .  T h e ' p r i c e  i n c r e a s e s  o f  t h e  e a r l y  t o  mid 1970 ' s  

* See Bib l iography  f o r  a  su rvey  o f  l i t e r a t u r e  p r e s e n t i n g  
t h e  v a r i o u s  t h e o r i e s .  
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has  s t imu la t ed  t h e  development of o t h e r  high . c o s t  sou rces  of 

energy.  

The p r i c e  i n c r e a s e s  and t h e  c o n s t a n t  f e a r  of a  p o l i t i c a l l y  

motivated o i l  embaigo has produced a  major change i n  t h e  energy 

p o l i c i e s  of o i l  importer  and o t h e r  non-OPEC energy producing 

na t ions .  World energy ' supp l i e s  w i l l  be - c o n s t a n t l y  augmented 

by renewable energy sources  a s  wel l  a s  by new o i l  s u p p l i e s .  

For OPEC t o  hold on t o  o r  augment i t s  e x i s t i n g  sha re  o f  

world o i l  t r a d e ,  a  s t r a t e g y  would con ta in  a  p r i c i n g  po l i cy  and 

a  means of a d j u s t i n g  product ion t o  t h e  q u a n t i t y  t h a t  can be 

so ld  a t  t h e  d e s i r e d  p r i c e *  A l t e r n a t i v e  market s t r a t e g i e s  which 

could i n  theory  accomplish product ion adjus tments  a r e :  

o  formal p r o r a t i o n i n g ;  

o  i n d i r e c t  a l l o c a t i o n  of market s h a r e s  by t h e  
o i l  companies; and/or 

o  assumption of t h e  r o l e  of r e s i d u a l  s u p p l i e s  
by one o r  more f i n a n c i a l l y  s t r o n g  o i l - expor t i ng  
c o u n t r i e s .  

P rov i s ions  fo r  Dealinq With Member I n f r a c t i o n s  Of Rules.  

Discuss ion of p rov i s ions  f o r  s a n c t i o n s  m u s t  be approached 

on two-levels .  On t h e . f i r s t  l e v e l ,  OPEC can be seen a s  a  

policy-making o rgan iza t i on  l a c k i n g  sup rana t iona l  powers o r  

decision-mak ing powers. There fore ,  O P E C ' s  Reso lu t ions  a r e  

non-binding and do no t  provide  f o r  a  means t o  en fo rce  them. 

In  p r a c t i c e ,  however, Saudi Arabia p l ays  t h e  r o l e  of  

policem,an. The i m p l i c i t  t h r e a t  t o  any OPEC member who a t tempts  

t o  l e ave  t h e . o r g a n i z a t i o n  t o  o b t a i n  a  p r e f e r e n t i a l  commercial 



d e a l  is  a  S a u d i  counter-move o f  p r o d u c t i o n  e x p a n s i o n  o r  c u t b a c k .  

I t s  huge f i n a n c i a l  and p e t r o l e u m  r e s e r v e s  e n s u r e s  t h a t  members 

would be  u n s u c c e s s f u l  i n  u n i l a t e r a l  d e a l s .  With huge r e s e r v e s  

and a  s m a l l  p o p u l a t i o n  S a u d i  A r a b i a  i s  l i k e l y  t o  remain  t h e  

d e f a c t o  imposer o f  c a r t e l  " r u l e s " .  

P r o v i s i o n s  f o r  P l a n n i n g  New F a c i l i t i e s .  Not a p p l i c a b l e  

Mechanism f o r  A u d i t i n g ,  R e g u l a t i n q ,  and Othe rwi se  A s s u r i n g  

A c c o u n t a b i l i t y .  Not a p p l i c a b l e  

P r o v i s i o n s  f o r  S t a f f  i n q .  See  S e c t i o n  on O r g a n i z a t i o n a l  

S t r u c t u r e ,  p .  5 2 .  

F a c i l i t i e s  and S i t i n q  For I n i t i a l  Format ion  o f  I n s t i t u t i o n .  

Not a p p l i c a b l e  

I n i t i a l  P a r t i c i p a n t s  and I n i t i a l l y  P lanned  Expans ion  o f  

P a r t i c i p a n t s .  OPEC R e s o l u t i o n s  r e s t r i c t  membership t o  c o u n t r i e s  

w i t h  a  s u b s t a n t i a l  n e t  e x p o r t  o f  c r u d e  p e t r o l e u m ;  t h e  e x a c t  

e x p o r t  s i z e  i s  n o t  d e f i n e d .  Mor'eover, e v e r y  found ing  member 

h a s  v e t o  power o v e r  any  new a p p l i c a n t .  I n  A p r i l  1965 ,  an  add i -  

t i o n a l  r e s t r i c t i o n  was adop ted  i n  r e g a r d  t o  new a p p l i c a n t s .  

They s h o u l d  have i n t e r e s t s  t h a t  a r e  f u n d a m e n t a l l y  s i m i l a r  t o  

t.hose o f  member countries. 

P r o v i s i o n s  f o r  . A d j u s t i n g  t o  F u t u r e  C o n d i t i o n s .  The Reso- 

l u t i o n s  d o  n o t  a d r e s s  o r  mandate  p r o c e d u r e s  by which OPEC must  

a d j u s t  t o  new c o n d i t i o n s .  By v i r t u e  o f  t h e  f l e x i b l e  " c h a r t e r "  

of OPEC, a  unanimous d e c i s i o n  t a k e n  by t h e  C o n f e r e n c e ,  i n  t h e  



form o f  a  R e s o l u t i o n ,  would a u t o m a t i c a l l y  i n t r o d u c e  o r g a n i z a -  

t i o n a l  o r  p o l i c y  c h a n g e s .  

3 .1 .2  HISTORY AND EVOLUTION OF OPEC 

The major  i n i t i a t i v e s  l e a d i n g  up t o  t h e  f o r m a t i o n  o f  

OPEC r e a c h  back i n t o  t h e  mid-1940's.  A s  e a r l y  a s  1947 ,  

Venezue la  e s t a b l i s h e d  d i p l o m a t i c  c o n t a c t s  w i t h  I r a n  a t  t h e  

time o f  I r a n ' s  n e g o t i a t i o n s  w i t h  B r i t i s h  Pe t ro l eum.  I n  1949 

t h e  Venezuelan d e l e g a t i o n  v i s i t e d  t h e  Middle E a s t  and i n  1 9 5 1  

a  Middle  E a s t e r n  d e l e g a t i o n  v i s i t e d  Venezue la .  By 1 9 5 1  S a u d i  

Arab ia  and Aramco had announced t h e  f i r ' s t  " f i f t y - f i f t y "  p r o f i t  

s h a r i n g  agreement .  

J u n e  29,  1953 ,  I r a q  and S a u d i  A r a b i a  s i g n e d  a n  ag reemen t  

p r o v i d i n g  f o r  an  exchange  o f  i n f o r m a t i o n  on p e t r o l e u m  and con-  

s u l t a t i o n  on p r i c e s .  The ag reemen t  a l s o  i n s t i t u t e d  t h e  p r i n c i p l e  

o f  ma tch ing  t h e  b e s t - t e r m s  o b t a i n e d  by e i t h e r  government .  The 

f i r s t  Arab P e t r o l e u m  Confe rence  o f  1959,  h e l d  i n  C a i r o ,  a d o p t e d  

a  r e s o l u t i o n  t h a t  companies  c o u l d  no  l o n g e r  u n i l a t e r a l l y  r e d u c e  

p r i c e s .  

The c a t a l y s t  which . t r i g g e r e d  t h e  major  o i l  e x p o r t i n g  govern-  

m e n t s '  d e c i s i o n  t o  c r e a t e  OPEC was t h e  o i l  companies '  u n i l a t e r a l  

r e d u c t i o n  of  p o s t e d  p r i c e s  i n  ~ u g u s t  1960 ,  f o l l o w i n g  on t h e  h e e l s  

o f  a  F e b r u a r y  1959 p r i c e  c u t .  The p r o d u c i n g  c o u n t r i e s  were 

c l e a r l y  ange red  by t h e i r  s t e a d i l y  d e c l i n i n g  r e v e n u e s ,  p e r  b a r r e l  

a s  w e l l  a s  a b s o l u t e l y .  



The f i r s t  s u r g e  o f  O P E C  u n i t y  d i d  n o t  l a s t  l o n g .  The 

I r a q i s  d i d  n o t  a t t e n d  m e e t i n g s .  And OPEC was f a i l i n g  t o  a c h i e v e  

a n  e f f e c t i v e  p r o - r a t i o n i n g  o f  o i l  p r o d u c t i o n  between i t s  members. 

OPEC's s t r a t e g y  h a s  e v o l v e d  o v e r  a  p e r i o d  o f  y e a r s .  I t  was 

n o t  u n t i l  1962 t h a t  OPEC d e v i s e d  a  t a c t i c  t h a t , b r o u g h t  i t  i t s  

f i r s t  modest  s u c c e s s .  Under complex r e s o l u t i o n s  and f o r m u l a s ,  

OPEC had managed by 1965 t o  o b t a i n  h i g h e r  p e r  b a r r e l  r e v e n u e s  

f o r  i t s  members. T h i s  l i m i t e d  s u c c e s s  b o l s t e r e d  more a g r e s s i v e  

a t t i t u d e s  t h a t  were  embodied i n  t h e  " D e c l a r a t o r y  S t a t e m e n t  o f  

Pe t ro l eum P o l i c y  i n  t h e  Member C o u n t r i e s " ,  a c c e p t e d  a t  OPEC's 

J u n e  1968 m e e t i n g .  

I n  mid 1967,  w i t h  t h e  c l o s i n g  o f  t h e  Suez Cana l  i n  t h e  S i x  

Day War, and an  o i l ' s h o r t a g e  ( c a u s e d  by t r a n s p o r t  b l o c k a g e ) ,  

L ibya  s t e p p e d  up  p r o d u c t i o n  t o  meet European demand. T h i s  

s o l u t i o n  was, however ,  s h o r t - l i v e d .  King I d r i s ,  was ove r th rown  

by C o l o n e l  Q a d d a f i  i n  September  1969. E a r l y  i n  1 9 7 0  Q a d d a f i  

c u t  back o i l  p r o d u c t i o n  f o r  c o n s e r v a t i o n  r e a s o n s .  S h o r t l y  

t h e r e a f t e r  t h e  Libyan  government  demanded a  l a r g e  i n c r e a s e  i n  

t a x  payments  on i t s  o i l .  The i n t e r n a t i o n a l  o i l  companies  

o p e r a t i n g  i n  L ibya  y i e l d e d  one  by one .  The s u c c e s s  o f  

L ibya  d e m o n s t r a t e d  t h a t  p r o d u c e r  c o u n t r i e s  c o u l d  demand con-  

c e s s i o n s  f rom t h e  o i l  companies .  

Toward t h e  end  o f  1970 ,  t h e  p r o d u c e r s  c o n s o l i d a t e d  new t a x  

demands th rough  OPEC, and began t o  a c t  a s  a  s i n g l e  g r o u p  and more 

s t r i d e n t l y .  Every OPEC member, w i t h  t h e  e x c e p t i o n  o f  I n d o n e s i a ,  



e i t h e r  made p u b l i c  s t a t e m e n t s  o r  t o l d  t h e  companies  p r i v a t e l y  

t h a t  i f  t h e i r  demands were n o t  met, a l l  o i l  p r o d u c t i o n  would be  

s t o p p e d .  An OPEC r e s o l u t i o n  i n  December l a i d  down a  15-day time 

l i m i t  f o r  a c c e p t a n c e  and c a l l e d  f o r  " c o n c e r t e d  and s i m u l t a n e o u s  

a c t i o n  by a l l  member c o u n t r i e s "  i f  t h e  n e g o t i a t i o n s  f a i l e d .  

Meet ing w i t h  t h e  companies  on J a n u a r y  11, 1971,  t h e  Libyan Deputy 

Pr ime M i n i s t e r  l e f t  no  d o u b t  t h a t  what was meant was a  c u t - o f f  of  

a l l  o i l  p r o d u c t i o n . '  The same message was conveyed d i r e c t l y  and 

t h r o u g h  o f f i c i a l  c h a n n e l s  t o  t h e  American and B r i t i s h  governments  . 

by two r u l e r s  o f  f r i e n d l y  c o u n t r i e s .  

N e g o t i a t i o n  d e a d l i n e s  were e x t e n d e d  and an a s s u r a n c e  was 

o b t a i n e d  t h a t  ag reemen t s  r e a c h e d  w i t h  companies  would be  

honored f o r  t h e i r  f u l l  t e r m s .  F u r t h e r  n e g o t i a t i o n s  c o n t i n u e d  

and a  s e t t l e m e n t  was r eached  a t  Tehran  i n  F e b r u a r y  1971. OPEC 

was c l e a r l y  s a t i s f i e d  and b o l s t e r e d  by i t s  d e m o n s t r a t i o n  o f  

power. 
.. 

Y e t  OPEC d i s s a t i s f a c t i o n  was n o t  l o n g  i n  m a n i f e s t i n g  i t s e l f .  

V a r i o u s  members, i n  t h e  n e x t  h a l f  y e a r ,  s t a r t e d  l o o k i n g  a t  t h e  

f i g u r e s  more h a r s h l y .  They c o u l d  s e e  l a r g e  and growing  incomes 

f o r  t h e i r  governments  and were g e n e r a l l y  p l e a s e d .  But t h e y  c o u l d  

a l s o  see t h a t  t h e i r  income p e r  b a r r e l  was s t i l l  low - e s p e c i a l l y  

when compared w i t h  t h e  e x c i s e  t a x e s  which Europe l e v i e s  on i t s  

f u e l .  Much more i m p o r t a n t ,  i ndeed  o f  overwhelming impor t ance  

t o  t h e  chang ing  world o i l  p i c t u r e ,  was t h a t  t h e  OPEC c o u n t r i e s ,  

f o r  t h e  f i r s t  t i m e ,  began t o  r e c o g n i z e  and d i s c u s s  o p e n l y  t h e  
/ 

f a c t  t h a t  t h e i r  r e s e r v e s  were e x h a u s t i b l e  and s h o u l d  be  c o n s e r v e d .  



A t  t h e  Arab O i l  Congres s  i n  A l g i e r s  i n  May-June 1972,  OPEC 

was c a s t i g a t e d  f o r  h a v i n g  been  t o o  s o f t ,  f o r  h a v i n g  y i e l d e d  t o o  

e a s i l y  and r e a d i l y  t o  company and consumer government  p r e s s u r e s .  

The OPEC " t r iumph"  t h u s  l a s t e d  i n  t h e  e y e s  o f  many Arab o b s e r v e r s  

a  s c a n t  1 5  months.  The i d e a  began t o  t a k e  r o o t  t h a t  i t  was 

i m p o r t a n t  t o  maximize p r e s e n t  r e v e n u e s  b u t  w i t h o u t  e x h a u s t i n g  

what  was now p e r c e i v e d  t o  b e  a  w a s t i n g  a s s e t .  

I n  t h i s  mood, t h e  OPEC c o u n t r i e s  t u r n e d  t h e i r  a t t e n t i o n  

i n  mid-1972 t o  t h e  q u e s t i o n  o f  p a r t i c i p a t i o n ,  i . e . ,  a  d e f i n e d  

p e r c e n t a g e  i n  t h e  p r o d u c i n g  o p e r a t i o n s  and a s s e t s  o f  t h e  

i n t e r n a t i o n a l  companies .  A t  once  t h e r e  was a  s h a r p  d i f f e r e n c e  

o f  v iew on whether  t h i s  i s s u e  had been  l a i d  a s i d e ,  a t  l e a s t  

u n t i l  1976,  by t h e  Tehran  ag reemen t s .  

I 

I n  i t s  ~ c ' t o b e r  1973  r e s o l u t i o n s ,  OPEC took t h e  i m p o r t a n t  

new s t e p  o f  p l a c i n g  p r i c i n g  p r e r o g a t i v e s  i n  i t s  own hands ,  

t h u s  d o i n g  away w i t h  t h e  p r i o r  ag reemen t  o f  t h e  major  companies .  

T h i s  move, u n d e r t a k e n  i n  a  s e l l e r s '  m a r k e t ,  c o u l d . n o t  be  

c h a l l e n g e d  s u c c e s s f u l l y  by t h e  companies. I t  e n a b l e d  OPEC 

governments  t o  r a i s e  t h e i r  o i l  e x p o r t  p r i c e s  a b o u t  f o u r - f o l d  

o v e r  t h e  Oc tobe r  1973  - J a n u a r y  1974 p e r i o d .  OPEC's s t r a t e g y  

h a s  been t o  o b t a i n  f u l l  government  owner sh ip  and t o  s i m p l i f y  

t h e  o i l  companies  a c c o u h t i n g  structure. The c o n c u r r e n t  moves, 

c a l l e d  f o r  by t h e  September  1974 Confe rence  have  h e l p e d  t o  

f u l f i l l  t h e  agenda  o f  1968 ( a s  embodied i n  t h e  D e c l a r a t o r y  

S ta tement ' )  . 



N e v e r t h e l e s s ,  s e v e r a l  i n s t a n c e s  o f  intra-OPEC r i v a l r y  e x i s t .  

I n  t h e  c a s e  o f  I r a q  which s t r i p p e d  t h e  companies '  a f f i l i a t e s  

o f  99.5% o f  t h e i r  c o n c e s s i o n  a r e a s  i n  1961 ,  n e i g h b o r i n g  c o u n t r i e s  

were more t h a n  w i l l i n g  t o  se l l  o i l  t o  companies  who r e f u s e d  

t o  buy I r a q i  o i l .  Even unanimous OPEC Confe rence  R e s o l u t i o n s  

have  n o t  been o b s e r v e d .  A November 1969 R e s o l u t i o n  c a l l e d  f o r  

member c o u n t r i e s  t o  r e f r a i n  from g r a n t i n g  new o i l  r i g h t s  t o  

r i c h  i n d u s t r i a l i z e d  c o u n t r i e s '  companies  whose governments  ( e g . ,  

J a p a n )  aimed t o  r e d u c e  o i l  i m p o r t  p r i c e s .  Soon a f t e r  t h e  R e s o l u t i o n  

was p a s s e d ,  Q a t a r  and  Abu Dhabi g r a n t e d  o i l  r i g h t s  t o  J a p a n e s e  

c o n c e r n s .  

OPEC members have  d i s a g r e e d  o v e r  t h e  p a r t i c i p a t i o n  i n  owner- 

s h i p  and management o f  major  o i l  c o n c e s s i o n s .  O the r  c o n t e n t i o u s  

i s s u e s  have  been  t h e  compensa t ion  t o  be  p a i d  f o r  g o v e r n m e n t ' s  

p a r t i c i p a t i o n  s h a r e s ,  and t h e  terms o f  s a l e  o f  c r u d e  o i l  t o  t h e  

f o r e i g n  c o n c e s s i o n a i r e .  OPEC members c o n t i n u e  t o  d i s a g r e e  o v e r  

p r i c e s .  F u r t h e r m o r e ,  OPEC i s  c o n s t a n t l y  p l agued  by boundary  

d i s p u t e s ,  r e g i o n a l  p o l i t i c s  and b r o a d e r  i s s u e s  such  a s  East-West 

r e l a t i o n s .  

The i n s t i t u t i o n a l  deve lopment  o f  OPEC h a s  been  r e l a t i v e l y  

minor and s low.  The s o l e  major  change  o f  i n t e r e s t  was a c t i o n  

t a k e n  by t h e  J u n e  1970 Conference t o  i n c r e a s e  the S e c r e t a r y -  

G e n e r a l ' s  t e rm from one  t o  t h r e e  y e a r s  and t o  p l a c e  more s t r i n g e n t  

p r o f e s s i o n a l  r e q u i r e m e n t s  on t h e  c a n d i d a t e s .  The t e r m ' s  e x t e n s i o n  

and s e t t i n g  o f  h i g h  q u a l i f i c a t i o n s  s t r e n g t h e n e d  OPEC by improving  

t h e  q u a l i t y  o f  i t s  t o p  management. 



Development o f  OPEC a s  a n  i n s t i t u t i o n  h a s  been hampered by 

' s i g n i f i c a n t  d i f f e r e n c e s  among members. S e v e r a l  d e c i s i o n s  o f  t h e  

Confe rence  have  f a i l e d  t o  b e  implemented.  N o t a b l e  among them a r e  

t h e  intra-OPEC High Cour t  and t h e  j o i n t  emergency fund  t o  a s s i s t  

members e n c o u n t e r i n g  f i n a n c i a l  d i f f i c u l t i e s  a s  a  r e s u l t  o f  o i l  

company r e a c t i o n s  t o  Conference  d e c i s i o n s .  

3.2 INTERGOVERNMENTAL COUNCIL OF COPPER EXPORTING COUNTRIES 

r 3.2.1  DESCRIPTION 

Form and C h a r t e r .  Four major  c o p p e r  e x p o r t i n g  c o u n t r i e s ,  

C h i l e ,  P e r u ,  Z a i r e ,  and Zambia, c o n f e r r e d  i n  June  1967 and 

a g r e e d  t o  form t h e  C o u n s e i l  I n t e r g o u v e r n e m e n t a l  d e s  Pays  Ex- 

p o r t a t e u r s  d e  C i e v r e  ( I n t e r g o v e r n m e n t a l  - Counc i l  o f  copper  Ex- 

p o r t i n g  C o u n t r i e s ) ,  CIPEC. S i n c e  1967  membership h a s  expanded 

t o  i n c l u d e  I n d o n e s i a ,  A u s t r a l i a ,  and Papua N e w  Guinea ( t h e  l a s t  

two a r e  A s s o c i a t e  Members) . 

CIPEC h a s  been  a l t e r n a t e l y  d e s c r i b e d  a s  a  c a r t e l  and a s  an  

economic c o n s u l t a t i v e  o r g a n i z a t i o n .  The o r g a n i z a t i o n ' s  main 

o b j e c t i v e s  a r e :  

o  t o  c o o r d i n a t e  measu res  d e s i g n e d  t o  f o s t e r ,  t h rough  
t h e  e x p a n s i o n  o f  t h e  i n d u s t r y ,  dynamic and c o n t i n -  
uous g rowth  o f  r e a l  e a r n i n g s  f rom coppe r  e x p o r t s ,  
and t o  e n s u r e  a  r e a l  f o r e c a s t  o f  s u c h  e a r n i n g s ;  

o  t o  promote  t h e  h a r m o n i z a t i o n  o f  t h e  d e c i s i o n s  and 
p o l i c i e s  o f  t h e  member c o u n t r i e s  on problems r e l a t -  
i n g  t o  t h e  p r o d u c t i o n  and m a r k e t i n g  o f  c o p p e r ;  

o  t o  o b t a i n  b e t t e r  and more c o m p l e t e  i n f o r m a t i o n  and 
a p p r o p r i a t e  a d v i c e  o'n t h e  p r o d u c t i o n  and m a r k e t i n g  

. o f  c o p p e r ;  and  



o  t o  increase resources fo r  the  economic and 
s o c i a l  development of producer coun t r i e s  
(bearing i n  mind the  i n t e r e s t  of consumers). 

Organizational S t ruc ture  . C I P E C  i s  composed of four o.rgans: 

the Conference of Minis te rs ,  the  Governing Board, t h e  Executive 

Committee, and the Information S e c r e t a r i a t .  The Conference of 

Minis ters  i s  the h ighes t  au thor i ty .  I t  meets i n  ordinary session 

onc,e every two yea r s ,  unl ike O P E C ' s  Conference which meets a t  

l e a s t  twice a  year .  I n  order t o  expedi te  matters  under consider- 

a t i o n ,  the C I P E C  conference c l a s s i f i e s  sub jec t s  fo r  discussion 

i n t o  those of major and minor importance. The major s u b j e c t s  

requi re  unanimous vote ,  minor ones a r e  taken by a  simple majori ty .  

Composed of high-ranking o f f i c i a l s ,  two from'each country,  
\ 

the Governing Board i s  responsible  t o  the conference f o r  f o s t e r i n g  

technica l  and adminis t ra t ive  cooperation among member coun t r i e s .  

I t  meets i n  ordinay sess ion  once a  year.  A quorum is  es tabl i shed  

w i t h  a t  l e a s t  one rep resen ta t ive  from each member country.  Deci- 

s ions  a r e ,  a s  i n  the  case of the  conference, sub jec t  t o  the  same 

c l a s s i f i c a t i o n s  of major and minor. 

The Executive Committee i s  comprised of one rep resen ta t ive  

from each member country.  On behalf of the Governing Board, i t  

supervises  the  S e c r e t a r i a t  i n  adminis t ra t ive  and f i n a n c i a l  

mat te rs ,  prepares  the  budget f o r  approval by the board, de te r -  

mines s t u d i e s  t o  be undergaken, and makes var ious other  
, ,' 

recommendations t o  the  board. 



The h i g h e s t  a d m i n i s t r a t i v e  p o s t  i n  CIPEC i s  t h a t  o f  E x e c u t i v e  

D i r e c t o r .  The E x e c u t i v e  D i r e c t o r  i s  a p p o i n t e d  by t h e  unanimous ,  

v o t e  o f  t h e  Govern ing  Board f o r  a n  i n i t i a l  p e r i o d  o f  two y e a r s .  

A f t e r  t h e  e x p i r a t i o n  o f  t h i s  p e r i o d ,  he .  h o l d s  o f f i c e  on a  perma- 

n e n t  b a s i s ,  u n l e s s  removed a t  t h e  r e q u e s t  o f  two member c o u n t r i e s .  

The e x e c u t i v e  d i r e c t o r ' s  i n d e t e r m i n a t e  appo in tmen t  c o n t r a s t s  w i t h  

t h e  t h r e e - y e a r '  t e rm o f  OPEC's s e c r e t a r y - g e n e r a l ,  which i s  r o t a t e d  

among member c o u n t r i e s .  A l o n g  p e r i o d  o f  a p p o i n t m e n t  i s  indeed  

a  b e n e f i c i a l  f e a t u r e  t o  t h e  e x t e n t  t h a t  i t  e n a b l e s  t h e  c h i e f  

e x e c u t i v e  . t o  p l a n  and implement a n  a d m i n i s t r a t i v e  progr-am. 

CIPECts  e x e c u t i v e  d i r e c t o r  need n o t  be  - a  n a t i o n a l  o f  

a n y  member c o u n t r y  and i n  f a c t  was n o t  f rom 1967 t o  1975. H e  

i s  s e l e c t e d  on h i s  a b i l i t y  t o  s u p e r v i s e  and r e p r e s e n t  t h e  Sec- 

r e t a r i a t ,  and t o  a c t  a s  s e c r e t a r y  o f  t h e  Confe rence ,  t h e  Govern- 
, 

i n g  Board,  and t h e  E x e c u t i v e  Committee,  w i t h  t h e  r i g h t  t o  speak  

b u t  n o t  t o  v o t e .  Moreover ,  t h e  Governing Board empowers t h e  

e x e c u t i v e  d i r e c t o r  t o  a p p o i n t  t e c h n i c a l  and a d m i n i s t r a t i v e  s t a f f ,  

b e s i d e s  t h o s e  o n  endor semen t  by member governments .  N e i t h e r  

t h e  e x e c u t i v e  d i r e c t o r  n o r  any  member o f  t h e  s t a f f  may have  

a n y  f i n a n c i a l  i n t e r e s t  i n  c o p p e r  o r  a n y  o t h e r  m e t a l .  

MECHANISM FOR RESOLUTION OF DISPUTES W I T H I N  INSTITUTION. 

See p r e v i o u s  s e c t i o n .  

P r o v i s i o n s  f o r  R a i s i n g  C a p i t a l .  To meet t h e  c o s t s  o f  £ inane-  

i n g  a  coppe r  s t o c k p i l e ,  t h e  CIPEC c o u n t r i e s  f a c e  a  major  h u r d l e  

i n  r a i s i n g  c a p i t a l .  They d o  n o t  have  a c c e s s  t o  t h e  I n t e r n a t i o n a l  . 



Monetary Fund (IMF) b u f f e r  s t o c k  f i n a n c i n g  f a c i l i t y .  (The IMF, 

which p r o v i d e s  f i n a n c i n g  a t  c o n c e s s i o n a r y  r a t e s ,  l i m i t s  i t s  

a s s i s t a n c e  t o  commodity ag reemen t s  where b o t h  i m p o r t e r  and ex- 

* p o r t e r  c o u n t r i e s  a r e  r e p r e s e n t e d . )  

CIPEC c o u n t r i e s  have  t u r n e d  t o  t h e  I n t e r n a t i o n a l  Bank f o r  

R e c o n s t r u c t i o n  and Development ( I B R D  o r  World Bank) .  I n  1971  

Zambia a p p e a l e d t o  t h e  World Bank f o r  f i n a n c i a l  a s s i s t a n c e  t o  

b u i l d  up a. s t o c k p i l e . o f  coppe r  o u t  o f  s u r p l u s  s u p p l i e s  i n  o r d e r  

t o  b o l s t e r  t h e  p r e v a i l i n g  low p r i c e s ,  w i t h  t h e  under  s t a n d i n g  

t h a t  t h e  s t o c k p i l e  would a l s o  be  used t o  e a s e  p r i c e s '  t h a t  

r e a c h e d  a b n o r m a l l y  h i g h  l e v e l s .  However, t h e  r e q u e s t  was 

t u r n e d  down. 

Some CIPEC c o u n t r i e s ,  s u c h  a s  C h i l e ,  Zambia, and P e r u ,  

have  been a b l e  t o  o b t a i n  f u n d s  f rom t h e  IMF. Those c o u n t r i e s  

were e l i g i b l e  f o r  t h e  IMF's compensa tory  f i n a n c i n g  program f o r  

c o u n t r i e s  e x p e r i e n c i n g  a  t empora ry  s h o r t f a l l  i n  e x p o r t  e a r n i n g s  

d u e  t o  c o n d i t i o n s  beyond t h e i r  c o n t r o l .  

E s t a b l i s h i n q  P r i c i n g  P o l i c y .  CIPECts  main c o n c e r n  i s  n o t  

h i g h e r  p r i c e s  p e r  se, b u t  r a t h e r  s t a b l e  p r i c e s ,  p r e f e r a b l y  a t  

a  p r i c e  l e v e l  j u s t  below t h e  s u b s t i t u t i o n  p r i c e .  The members 

o f  CIPEC, however,  a r e  n o t  i n  a  p o s i t i o n  t o  m a i n t a i n  p r i c e  

s t a b i l i t y  t h r o u g h  t h e  c r e a t i o n  o f  a  b u f f e r  s t o c k .  E s t a b l i s h i n g  

a  s i g n i f i c a n t  b u f f e r  s t o c k  would b e  t o o  g r e a t  a  f i n a n c i a l  burden  

on t h e  members and e x t e r n a l  f i n a n c i n g  h a s  n o t  been f o r t h c o m i n g .  

T h e i r  e f f o r t s  t o  p u r s u e  t h e  b u f f e r  s t o c k  method d e m o n s t r a t e  



t h e  members a r e ,  however, aware of  t h e  long run b e n e f i t s  of 

such a  po l i cy .  

In  l a t e  1974, C I P E C  i n s t i t u t e d  expor t  c o n t r o l s .  November 

18-19, 1974, C I P E C  c o u n t r i e s  agreed t o  c u t  t he  volume of t h e i r  

e x p o r t s  by t e n  pe rcen t  i n  t h e  f i r s t  h a l f  of 1974 and by another  

f i v e  pe rcen t  i n  Apr i l  1975. The o b j e c t i v e  was t o  s u s t a i n  t h e  

open market p r i c e .  However, those  p r i c i n g  measures were 

inadequate  f o r  a  number of  r ea sons : .  

o  r e l a t i v e l y  moderate s i z e  of  cu tbacks ;  

, o  C I P E C  c o u n t r i e s  c o n t r o l l e d  on ly  35 pe rcen t  o f  
world mine produc t ion ;  

o  l a r g e  accumulation of commercial i n v e n t o r i e s  by 
consumers fol lowing t h e  world r e c e s s i o n ;  

o  absence of a  buf fe r  s t o c k ;  and 

o  and most impor tan t ly ,  t h e  low demand f o r  copper .  

F i n a l l y ,  C I P E C  has  arranged an agreement w i t h  Japan i n  an 

e f f o r t  t o  s t a b i . l i z e  p r i c e s .  C I P E C  and Japan,  a  major copper 

import ing coun t ry ,  agreed on a method t o  moderate d i s p o s a l  o f  

excess '  i n v e n t o r i e s  dur ing  t h e  1974-1945 economic r eces s ion .  

C I P E C  c o u n t r i e s  c u t  t h e i r  e x p o r t s  whi le  t h e  Japanese  i n d u s t r y  

h a l t e d  copper e x p o r t s  from t h e i r  accumulated commercial s t o c k s  

and cut o t h e r  e x p o r t s  by 50 percent ,  

P rov i s ions  Governinq Market Shar ing.  R e l a t i v e l y  l i t t l e  

informat ion is a v a i l a b l e  t o  t h e  gene ra l  p u b l i c  c o n c e r n i n g - t h e  

c r i t e r i a  used by CIPEC governing t h e i r  copper product ion a l l o c a -  

t i o n s .  D i f f e r i n g  s o c i o p o l i t i c a l  c o n d i t i o n s  and g o a l s  and mining 



c o n d i t i o n s  c o n s t r a i n  g r o u p  a c t i o n .  A s  w e l l ,  f i g u r e s  f rom 1975 

i n d i c a t e  t h a t  a l l  members o f  t h e  g r o u p  a r e  n o t  e q u a l l y  w i l l i n g  , 

t o  r e s t r i c t  t h e i r  p l anned  p r o d u c t i o n  i n  o r d e r  t o  push up t h e  

p r i c e  o f  c o p p e r .  The f o l l o w i n g  t a b l e  d e m o n s t r a t e s  CIPEC's c h a n g e s  

i n  e x p a n s i o n  p l a n s  f rom 1974 t o  1975: 

*Mine C a p a c i t y  P lanned  f o r  1978  
(mine  t o n n a g e ,  t housand  o f  s h o r t  t o n s )  

Coun t ry  1974 e s t i m a t e  1975  e s t i m a t e  

C h i l e  
Pe ru  
Zambia 
Z a i r e  
I n d o n e s i a  
A u s t r a l i a  
Papua N e w  Guinea 

% Change 

-90 
+8 

-10 0  
-39 

-112 
-8 0  

unchanged 

P r o v i s i o n s  f o r  D e a l i n g  w i t h  Compe t i t i on .  CIPEC h a s  f o u r  

s o u r c e s  o f  " c o m p e t i t i o n " :  

o  t h e  w o r l d ' s  l a r g e s t  coppe r  r e s e r v e s  a r e  l o c a t e d  
i n  t h e  Un i t ed  S t a t e s  and s i g n i f i c a n t  r e s e r v e s  
a r e  l o c a t e d  i n  t h e  S o v i e t  Union and Canada; 

o  many m a t e r i a l s ,  such  a s  aluminum, p l a s t i c s ,  and 
s t a i n l e s s  s t e e l ,  s u b s t i t u t e  f o r  c o p p e r ;  

o  s e c o n d a r y  s u p p l i e s ,  f o r  example copper  mined a s  
l o n g  a g o  a s  100  y e a r s  i s  c u r r e n t l y  a v a i l a b l e .  
Adding t o  t h i s  problem i s  t h e  f a c t  t h a t  coppe r  
s c r a p  r e c o v e r y  c a n  be  a s  h i g h  a s  75  p e r c e n t ;  and 

o  consumer s t o c k p i l e s  e x i s t ,  e s p e c i a l l y  i n  t h e  
Un i t ed  S t a t e s .  

CTPEC h a s  t a k e n  some m e a s u r e s  t o  m a i n t a i n  c o n t r o l  o v e r  

t h e  marke t .  CIPEC expanded i t s  membership,  t h e r e b y  t y i n g  up 

* ~ e t a l s  W e e k ,  J u n e  1 6 ,  1975 ,  p.  1. 
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suppl ies  i n  East  Asia. The o v e r a l l  p r i c e  s t r a t e g y  is designed 

t o  encourage " s t a b l e "  r a the r  than "higher" p r i c e s  s o  t h a t  

expensive s u b s t i t u t e s  do not become economically a t t r a c t i v e .  

, C I P E C  and the producers of aluminum's main source,  the  

In te rna t iona l  Bauxite Association ( I B A )  cooperate on a  c lose  

b a s i s  ( I B A  observes a l l  C I P E C  meetings) t o  fu r the r  so f t en  the  

, impact of c lose  s u b s t i t u t e s .  And f i n a l l y ,  C I P E C  has e s t ab l i shed  

con tac t s  w i t h  the United S t a t e s .  The U.S, has agreed t h a t  a  

s a l e  of U S  copper from i t s  reserves  would be handled i n  such a  

way t h a t  could avoid any e f f e c t s  on U.S. imports and expor ts .  

C I P E C  i s  a l s o  given p r i o r  not ice  of U.S. s a l e s  so t h a t  it. 

can express  i t s  poin t  of view. However, the quest ion f o r  C I P E C  

remains; i t  i s  whether or not the U . S . ,  Canada, and Russia w i l l  

expand t h e i r  production t o  take advantage of C I P E C  p o l i c i e s .  

Provisions for  Dealing w i t h  Member I n f r a c t i o n s  of Rules. 

CIPEC's Charter does not s t i p u l a t e  e i t h e r  p e n a l t i e s  f o r  breach 

o f ,  or means t o  enforce the  c o l l e c t i v e  dec i s ions  of the  members. 

There is no counterpar t  t o  Saudi Arabia i n  CIPEC a s  a l l  Members 

depend t o  a  l a r g e  degree upon the  s a l e  of copper. Copper accounts 

fo r  over 8 0  percent  of Ch i l e ' s  and Zambia's export  earn ings ,  60  

and 30 percent  fo r  Zaire and Peru respect ive ly .  Given the  ex ten t  

of member's dependence on a  s i n g l e  source t o  meet i n t e r n a t i o n a l  

co'mmitments, u n i l a t e r a l ' a c t i o n s  a r e  not  only unl ike ly  but  poten- 
- 

t i a l l y  dangerous t o  t h e  count ry ' s  economy. Further c o n s t r a i n t s  

a r e  placed on Chile and Zambia by the  s t rong copper . unions who 

would r e a c t  t o  production cutbacks. 



P l a n n i n g  N e w  F a c i l i t i e s .  Not A p p l i c a b l e  

Mechanism f o r  A u d i t i n g  R e q u l a t i n g  and O t h e r w i s e  Assur  i n q  

A c c o u n t a b i l i t y .  Not a p p l i c a b l e  

P r o v i s i o n s  f o r  S t a f f i n q .  See  s e c t i o n  on O r g a n i z a t i o n a l  

S t u r c t u r e ,  p .  5 2 .  

I n i t i a l  F a c i l i t i e s  and S i t i n g .  Not a p p l i c a b l e  

I n i t i a l  and P lanned  Expans ion  o f  P a r t i c i p a n t s .  See sec- 

t i o n  on Form and C h a r t e r ,  p. 6 5 .  

P r o v i s i o n s  f o r  A d j u s t i n g  t o  N e w  C o n d i t i o n s .  Not a v a i l a b l e  

3 . 2 . 2  HISTORY AND EVOLUTION OF CIPEC' 

The i n s p i r a t i o n  f o r  CIPEC i s  t h e  s u c c e s s e s  o f  OPEC i n  r a i s i n g  

government  r e v e n u e s .  CIPEC members s t a t e  t h a t  OPEC's a c h i e v e m e n t s  
h 

"have  d e m o n s t r a t e d  how o t h e r  p r o d u c e r s  o f  raw m a t e r i a l s  c o u l d  

s a t i s f y  t h e i r  c l a i m s  f o r  an  e q u i t a b l e  compensa t ion  ... o f f s e t t i n g  

t h e  d e t e r i o r a t i o n  i n  t h e  t e r m s  o f  t r a d e  which h a s  r e s u l t e d  b o t h  

from i n f l a t i o n  i n  t h e  i n d u s t r i a l i z e d  c o u n t r i e s  and from c h a n g e s  

i n  monetary  p a r i t i e s w . *  CIPEC, however ,  h a s  been  u n s u c c e s s f u l  i n  

making a  s i g n i f i c a n t  impac t  on c o p p e r  p r i c e s .  The o r g a n i z a t i o n a l  

s t r u c t u r e  c o n t r i b u t e s  p a r t l y  t o  i t s  i n e f f e c t i v e n e s s  i n  imp lemen t ing  

a marke t  p ~ o d u c t i o n ' s e h e m e  o r  a b u f f e r  s t o c k p i l e .  

More ' i m p o r t a n t l y ,  t o  u n d e r s t a n d  t h e  s c o p e  and l i m i t a t i o n  o f  

CIPEC g r o u p  a c t i o n ,  one  must  examine t h e  s a l i e n t  c h a r a c t e r i s t i c s  

o f  t h e  i n d u s t r y .  The m a r k e t p l a c e  h a s  p l a c e d  s e v e r e  c o n s t r a i n t s  

*Copper ~ a r k e t  (CIPEC), 4 t h  Q u a r t e r  1971 ,  p. 3 .  
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on t h e  coppe r  e x p o r t e r s .  C o n s t r a i n i n g  f a c t o r s  i n c l u d e :  t h e  n i n e  

major  t r a n ' s - n a t i o n a l  coppe r  companies  t h a t  a r e  c l o s e l y  i n t e r -  
% 

r e l a t e d  o r  l i n k e d  by i n t e r l o c k i n g  d i r e c t o r s h i p s ;  t h e  l a t t e r  

1 9 6 0 ' s  and e a r l y  1 9 7 0 ' s  w i t n e s s e d  a  s i g n i f i c a n t ,  i n c r e a s e  i n  

s u p p l i e r s  and g r e a t e r  c o m p e t i t i o n  among them; t h e  demand and 

s u p p l y  o f  coppe r  i s  i n e l a s t i c  i n  t h e  s h o r t  r u n ;  however ,  i n  

t h e  l o n g  r u n  s u p p l y  e l a s t i c i t y  a c t s  a s  a  b r a k e  on p r i c e  i n c r e a s e s ,  

and t h e  f u t u r e  p r o m i s e s  b o u n t i f u l  new s o u r c e s  o f  coppe r  f rom 

t h e  seabed .  F i n a l l y ,  t h e  r e l a t i v e l y  h i g h  p r i c e  o f  c ,opper ,  wide 

p r i c e  f l u c t u a t i o n s  and f r e q u e n t  s h o r t a g e s  have  encouraged  sub-  

s t i t u t i o n  o f  aluminum. Even though m a r k e t  c o n s t r a i n t s  a r e  t h e  mos t  

s e r i o u s ,  p o l i t i c a l  p rob lems  make c o l l u s i o n ' e v e n  more d i f f i c u l t .  

For example,  p o l i t i c a l  r e l a t i o n s  between Zambia and C h i l e  under  

t h e  r u l e  o f  Mr. A l l e n d e  were s t r a i n e d  and t h e  c o u n t r i e s  c o u l d  

n o t  r e a c h  ag reemen t  on p r o d u c t i o n  l e v e l s .  

Given m a r k e t  p l a c e  c o n t r a i n t s ,  CIPEC members have  a t t e m p t e d  

t o  d e v e l o p  p o l i c i e s  t o  s t a b i l i z e  p r i c e s .  ( S e e ,  t h e  s e c t i o n  on 

P r o v i s i o n s  f o r  E s t a b l i s h i n g  P r i c i n g  P o l i c y  p. 90. ) Using t h e  

o r g a n i z a t i o n a l  framework a c c e p t e d  i n  1967 ,  CIPEC h a s  been mos t  

s u c c e s s f u l  i n  t h e  c o l l e c t i o n  and d i s s e m i n a t i o n  o f  s t u d i e s .  The 

CIPEC 'forum h a s  a l s o  encouraged  a  g r e a t e r  a w a r e n e s s  o f  a  com- 

muni.ty o f  i n t e r e s t s .  For example ,  CIPEC members s u p p o r t e d  C h i l e  

when coppe r  i m p o r t e r s  s u p p o r t e d  K e n n e c o t t ' s  c l a i m s  a f t e r  i t s  

n a t i o n a l i z a t i o n .  To d a t e ,  t h e  CIPEC o r g a n i z a t i o n  is t h e  begin-  

n i n g  o f  c o o p e r a t i o n  among a  l i m i t e d  number o f  coppe r  o f  con- 

v e r s a t i o n ,  CIPEC i s  c o n s i d e r i n g  widen ing  i t s  membership and 



h a s  o f f e r e d  a s s i s t a n c e  t o  non-CIPEC members .  I t  h a s  a l s o ' e s t a b -  
/ 

l i s h e d  l i n e s  o f  c o m m u n i c a t i o n  w i t h  g r o u p s  w h i c h  s e l l  o t h e r  raw 

mate r i a l s ,  i n c l u d i n g  OPEC a n d  t h e  IBA. 

3 . 3  FIFTH INTERNATIONAL TIN AGREEMENT* 

3 .3 .1 .  DESCRIPTION 

Form and  C h a r t e r .  The  I n t e r n a t i o n a l  . T i n  A g r e e m e n t s  h a v e  

b e e n  n e g o t i a t e d  u n d e r  t h e  a u s p i c e s  o f  t h e . U n i t e d  N a t i o n s  C o n f e r -  

e n c e  o n  T r a d e  a n d  D e v e l o p m e n t .  T h e  n e g o t i a t i o n s  were i n i t i a t e d  

i n  1 9 5 3  a n d  t h e  f i r s t  a g r e e m e n t  became  o p e r a t i v e  o n  J u l y  1, 

1 9 5 6 .  The  I n t e r n a t i o n a l  T i n  A g r e e m e n t s  c o v e r  t h e  p e r i o d s  f r o m  

1 9 5 6 - 1 9 6 1 , . 1 9 6 1 , - 1 9 6 6 ,  1966-1971 ,  1971-1976 ,  a n d  1 9 7 6 - 1 9 8 1 -  

T h e  f i f t h  I n t e r n a t i o n a l  T i n  A g r e e m e n t  ( I T A ) ,  a  c o m m o d i t y  

a g r e e m e n t ,  sets i n  p l a c e  a  c o o p e r a t i v e  v e n t u r e  o f  t i n  p r o d u c i n g  

a n d  c o n s u m i n g  c o u n t r i e s .  I t  r e p r e s e n t s  t h e  d i v e r s e  i n t e r e s t s  o f  

s p e c u l a t o r s ,  i m p o r t e r s '  a n d  e x p o r t e r s '  g o v e r n m e n t s ,  t r a n s n a t i o n a l  

e n t e r p r i s e s ,  t i n  m i n e r s ,  smelters, d e a l e r s ,  i n v e s t o r s  a n d  

c r e d i t o r s ,  i n d u s t r i a l  u s e r s  a n d  c o n s u m e r s .  

The  ITA i n c u d e s  t w o  c a t e g o r i e s  o f  m e m b e r s h i p ;  t h e  c o n s u m i n g  

c o u n t r i e s  a n d  t h e  t i n  p r o d u c i n g  c o u n t r i e s .  The  c a t e g o r i e s  i n -  

c l u d e  t h e  f o l l o w i n g :  t i n  c o n s u m i n g  c o u n t r i e s * * - A u s t r i a ,  B e l g i u m -  

Luxemburg ,  B u l g a r i a ,  C a n a d a ,  Cuba ,  C z e c h o s l o v a k i a ,  Denmark ,  

D o m i n i c a n  R e p u b l i c ,  F e d e r a l  R e p u b l i c  o f  Germany,  F r a n c e ,  German 

D e m o c r a t i c  R e p u b l i c ,  H v n g a r y ,  I n d i a ,  I r e l a n d ,  I t a l y ,  J a p a n ,  

* F i f t h  I n t e r n a t i o n a l  T i n  A g r e e m e n t ,  UNCTAD, 20 J u n e  1 9 7 5 ;  
TD/TIN. 5/8. 

**  See T a b l e  1. 
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Nether lands ,  Nicaragua,  Poland, Republic  of Korea, Rumania, Spa.in, 

Swi t ze r l and ,  Turkey, United Kingdom, USSR, Yugoslavia,  United 

S t a t e s ; *  t i n  producing coun t r i e s** -Aus t r a l i a , ***  B o l i v i a ,  ~ n d o n e s i a ,  

Malaysia,  N ige r i a ,  Federa l  Republic  o f  Tha i l and ,  and t h e  Republic  

o f  Zai re .  

The o b j e c t i v e s  of  t h e  ITA a r e :  

o  t o  main ta in  a  ba lance  between world p roduc t ion  
and consumption; 

o  t o  p r even t  e x c e s s i v e  p r i c e  f l u c t u a t i o n  and e x p o r t  
e a r n i n g s ;  

o  t o  promote expor, t  e a r n i n g s ;  

o  t o  i n s u r e  an adequate  supp ly  a t  p r i c e s  " f a i r "  t o  
consumers and "remunera t ive"  t o  p roducers ;  

o  t o  i n c r e a s e  t i n  p roduc t ion  i n  t h e  even t  of  a  
s h o r t a g e  and m i t i g a t e  d i f f i c u l t i e s  i n  t imes  of  
s u r p l u s ;  

o  t o  monitor  d i s p o s a l  o f  governmental ,  non-commercial 
t i n  s t o c k p i l e s ;  

o  t o  deve lop  t h e  deve lop ing ,  producing c o u n t r i e s '  - 
tin marke t?  

o  t o  review t h e  need t o  . exp lo re  and/o-r deve lop  new 
t i n  d e p o s i t s ;  

o  t o  suppo r t  t h e  I n t e r n a t i o n a l  Tin Council  ( I T C )  

Organ i za t i ona l  S t r u c t u r e .  The s o l e  i n s t i t u t i o n  a d m i n i s t e r i n g  

t h e  ITA is t h e  I n t e r n a t i o n a l  Tin Council .  The s e a t  o f  t h e  Council  

i s  i n  London. The f o l l owing  m a t e r i a l  o u t l i n e s  t h e  s a l i e n t  organ- 

i z a t i o n a l  f e a t u r e s  o f  t h e  I n t e r n a t i o n a l  Tin  Council  ( I T C ) .  

* The U.S. was n 0 t . a  p a r t y  t o  p r ev ious  ITAs. I 

' * *  See Table  2 .  
- * **  ~ u s t r a l i a  i s  t h e  on ly  "developed" t i n  .producing coun t ry .  
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TABLE 1 

P5ree3tages and votas of ansiiAs cour*ies 

Xote: The countrlen, gercezxtages a d  vote s  l i s tad  l.z ttris anex a r e  'kase - 
azzived a t  b r i n g  'he U&ted Fat ions  T i a  Corfasnce, 1975, a t  w h i c h  'he 

&te=tional T b  A g ~ ~ a n e o t  was dra~~u VI] . The Lis t  92 c m n t r i t s  ard 
the Z L p r e s  trs subject to revision fr=m t b e  t o  $ h e  in accorkrice w i t h  tke 
ogezation o f  the gmvf  sions or' th;s k m a o n t .  

. 

- 
C m t r g  

i bland 

D r e a ,  Bepublic of 

Xi caragua 

Spain 
I Suitze=hnd 

Pxrkey 
Urrited Kingdom 
Upited States ef herica 
Union o f  Soviet Socialist  
Se-bUcs 
Yqoalavia  

? ercentage 

0;OA 
4- 37 

E.55 
0- y 
2.50 
0.03 
2-39 
1. 62 
1-99 
0 -49 
0 -72 
8 -10 
29-56 

5 - a  
0 -85 

5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 - 

5 
5 

, 
Votes 

Sustr i i  
~ e l @ m / ~ e r n b o u r ~  
3tzIgarj.a 
Canab 
Cuba 
C zec~~slovakfa 
Denmark 
C m h i c a x t  aepublic 
b n c e  
G S F Z  Denomtic  SepubLic 
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Zexentages d votes CYZ -mduchg c o ~ t r i e s  

Note: The countries, percentages .and votes listed in this annex are those arrived 
at during the United Nations Tin Conference, 1975, at which the Fifth International 
Tin Agreement was drawn up. The list of countries and the figures are subject to 
revision from time to time in accordance with the operation of the provisions of 
this agreement. . 
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Members and vo t i ng  p rocedures  

o  The I T C  i s  composed of  a l l  p a r t i c i p a t i n g  c o u n t r i e s ,  
one d e l e g a t e  pe r  coun t ry ,  w i t h  an a l t e r n a t e  and 
a d v i s o r s  a s  nece s sa ry ;  

o  Each membership ca t ego ry  ha s  an  equa l  v o t i n g  power 
of  1,.000 v o t e s ;  

o  Each coun t ry  m u s t  consen t  t o  i t s  d e s i g n a t i o n  a s  
consumer o r  producer ;  

o  Each t i n  producing and t i n  consuming coun t ry  
h o l d s  f i v e  i n i t i a l  v o t e s  and an a d d i t o n a l  
number i n  r e l a . t i o n  t o  i t s  s h a r e  o f  world pro- 
d u c t i o n  and consumption, r e s p e c i t i v e l y ,  a s  s e t  
o u t  by t h e  ITA*; 

o  No coun t ry  may hold  more than  450 v o t e s ;  

o  Dec i s ions  a r e  made i n  p r i n c i p l e  by a  "s imple  
d i s t r i b u t e d  m a j o r i t y  v o t e "  - a  m a j o r i t y  of  
v o t e s  c a s t  by p roducers  and a  m a j o r i t y  o f  
v o t e s  c a s t  by consumers - Delega tes  may n o t  
d i v i d e  t h e i r  v o t e s ;  

o  Vote a l l o c a t i o n s  a r e  r ev i s ed  t o  t a k e  i n t o  
account  changes  i n  p roduc t ion  and consumption 
and membership i n  t h e  .ITC; and 

o  The  I T C  meets  on a  r e g u l a r  b a s i s ,  a t  l e a s t  once 
eve ry  t h r e e  months. 

Powers and ' f unc t i ons  

o  The ITC a p p o i n t s  i t s  Execut ive  Chairman and two 
Vice-Chairman, Manager o f  t h e  Buffer  S tock ,  t h e  
S e c r e t a r y  o f  t h e  Council  and Council  s t a f f ;  

b 
o The ITC ha s  t h e  nece s sa ry  power t o  and must 

perform t h e  a d m i n i s t r a t i o n  and o p e r a t i o n a l  
d u t i e s  of t h e  ITA;  

o The ITC r e q u e s t s  in fo rmat ion  concerning t h e  
b u f f e r  s t ock  and i n d i v i d u a l  c o u n t r i e s '  t i n  
c o s t s ,  p roduc t ion  l e v e l s ,  s t o c k s ,  e t c . . .  

o  The I T C  p u b l i s h e s  annual  f i n a n c i a l  and q u a r t e r l y  
t i n  s t ock  r e p o r t s ;  

* See Tab les  1 a n d  2 
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o  The I T C  a p p o i n . t s  t h e  n e c e s s a r y  c o m m i t t e e s ;  

o  The ITC a r r a n g e s  f o r  c o n s u l t a t i o n  and c o o p e r a t i o n  
w i t h  t h e  Un i t ed  N a t i o n s ;  and 

o  The ITC a s s e s s e s  t h e  p r o b a b l e  f u t u r e  p r o d u c t i o n  
and consumpt ion  o f  t i n ,  a t  l e a s t  q u a r t e r l y .  

\ 

Mechanism f o r  R e s o l u t i o n  o f  D i s p u t e s  Wi th in  t h e  I n s t i t u t i o n .  

The ITA a d d r e s s e s  i t s e l f  t o  r e s o l u t i o n  o f  c o m p l a i n t s  and d i s p u t e s  

i n  t h r e e  s e p a r a t e  a r t i c l e s .  F i r s t  e a c h  p a r t i c i p a t i n g  c o u n t r y  h a s  

t h e  r i g h t  t o  c o m p l a i n ' t o  t h e  I T C  i f  i t  f e e l s  i t s  economic i n t e r e s t s  

a r e  i n j u r e d  by a n o t h e r  p a r t i c i p a n t ' s  a c t i o n s .  I f ,  by a  s i m p l e  

d i s t r i b u t e d  m a j o r i t y  v o t e ,  t h e  compl-a in t  i s  d e t e r m i n e d  t o  be  

j u s t i f i e d ,  t h e  ITC may p e r m i t  t h e  c o m p l a i n a n t  c o u n t r y  t o  wi thdraw 

from t h e  ITA. 

The d i s p u t e  s e t t l e m e n t  mechanism works i n  t h e  f o l l o w i n g  

manner.  Any d i s p u t e  c o n c e r n i n g  i n t e r p r e t a t i o n  o r  a p p l i c a t i o n  o f  

t h e  Agreement which i s  n o t  s e t t l e d  by n e g o t i a t i o n  is ,  a t  t h e  r e -  

q u e s t  o f  any p a r t i c i p a t i n g  c o u n t r y ,  r e f e r r e d  t o  t h e  Counc i l  f o r  

d e c i s i o n .  A m a j o r i t y  o f  p a r t i c i p a t i n g  c o u n t r i e s  o r  any  p a r t i c i -  

p a t i n g  c o u n t r y  h o l d i n g  n o t  less t h a n  one3- th i rd  o f  t h e  v o t e s  i n  

t h e  I T C  may r e q u i r e  t h e  C o u n c i l  t o  seek t h e  o p i n i o n  o f  an  a d v i s o r y  

p a n e l .  The  p a n e l  would c o n s i s t  o f :  

o  two p e r s o n s ,  one  h a v i n g  wide e x p e r i e n c e  i n  
m a t t e r s  under  d i s p u t e  and a n o t h e r  w i t h  l e g a l  
s t a n d i n g ,  nomina ted  by p r o d u c e r s ;  

o  two such  p e r s o n s  nominated by consumers ;  and 

o  a - c ' ha i rman  s e l e c t e d  unanimously by t h e  f o u r  
members, o r  i f  t h e y  f a i l  t o  a g r e e ,  by t h e  
E x e c u t i v e  Chairman. 



The a d v i s o r y  p a n e l  s u b m i t s  t h e i r  o p i n i o n  t o  t h e  ITC which d e c i d e s  

' t h e  d i s p u t e .  0 

F i n a l l y ,  t h e  ITA p r o v i d e s  t h a t  no  p a r t i c i p a t i n g  c o u n t r y  c a n  

commit a  b r e a c h  o f  t h e  ITA u n l e s s  a  r e s o l u t i o n  t o  t h a t  e f f e c t  i s  

p a s s e d .  The r e s o l u t i o n  must  s p e c i f y  t h e ' n a t u r e  and e x t e n t  o f  t h e  

b r e a c h .  

P r o v i s i o n s  Between I n s t i t u t i o n  and 'Host N a t i o n .  The s t a t u s ,  

p r i v i l e d g e s  and i m m u n i t i e s  o f  t h e  C o u n c i l ,  which s i ts  i n  London, 

i n  t h e  t e r r i t o r y  o f  t h e  Un i t ed  Kingdom a r e  gove rned  by t h e  

H e a d q u a r t e r s  Agreement between t h e  Government o f  t h e  Un i t ed  , 

Kingdom o f  G r e a t  B r i t a i n  and N o r t h e r n  I r e l a n d  and t h e  I n t e r -  

n a t i o n a l  T in  Co'unci l ,  s i g n e d  a t  London on F e b r u a r y  9 ,  1972. 

P r o v i s i o n s  f o r  R a i s i n g  C a p i t a l  and Compensation o f  

P a r t i c i p a n t s .  The a d m i n i s t r a t i o n  and o p e r a t i o n  o f  t h e  ITA a r e  

c a r r i e d  o u t  under  two a c c o u n t s ,  ~ d m i n i s t r a - t i v e  and B u f f e r  s t o c k .  

A d m i n i s t r a t i v e  Account  ( A A )  - The a d m i n i s t r a t i v e  e x p e n s e s  ---.- .= - . .. -, 

o f  t h e  Counc i l  a r e  met by t h e  A A ' s  f u n d s .  Each p a r t i c i p a t i n g  

c o u n t r y  i s  a s s e s s e d ,  i n  pounds s t e r l i n g ,  a  c o n t r i b u t i o n  t o  t h e  AA. 

C o u n t r i e s  w i t h  2 1  o r  more v o t e s  pay  one  p e r c e n t  o f  t h e  t o t a l  

b u d g e t  and c o u n t r i e s  w i t h  20 o r  less v o t e s  pay t h r e e - t e n t h s  o f  

one  p e r c e n t  o f  t h e  t o t a l  budge t .  The p o r t i o n  o f  t h e  b u d g e t  n o t  

c o v e r e d  by such  payments  i s  f i n a n c e d  by  f u r t h e r  a s s e s s m e n t s  w i t h  

r e s p e c t  t o  a p a r t i c i p a n t ' s  number o f  v o t e s .  



, Buffer  Stock Account* - Cont r ibu t ions  i n  ca sh ,  t i n  meta l ,  o r  

both a r e  made by both producing and consuming c o u n t r i e s .  The 

producing c o u n t r i e s  m u s t  c o n t r i b u t e  t h e  e q u i v a l e n t  of  20,000 

tonnes  of  t i n  me ta l .  The t i n  is held  i n  warehouses approved by 

t h e  London Metal Exchange o r  t h e  I T C .  Consuming c o u n t r i e s  may 

make c o n t r i b u t i o n s  t o  t h e  b u f f e r  s t ock  up t o  an amount of  20,000 

tonnes  of t i n  metal .  The ITC must approve c o n d i t i o n s  upon which 

such c o n t r i b u t i o n s  a r e  made. Furthermore,  any c o u n t r i e s  i n v i t e 6  

t o  t h e  1975 United Nat ions  Tin Conference may make c o n t r i b u t i o n s .  

Borrowing - The I T C  i s  empowered t o  borrow f o r  t h e  purposes  

o f  t h e  bu f f e r  s t ock .  A ma jo r i t y  o f  t h e  consumers and t h e  unani- 

mous consent  of  producers  i s  r equ i r ed  t o  approve such a c t i o n .  

The t i n  wa r r an t s  o f  t h e  bu f f e r  s tock  provide  t h e  l o a n ' s  s e c u r i t y .  

Compensation - The c o n t r i b u t i o n s  t o  t he  I T C  accounts  repre -  

s e n t  t he  c o s t s  o f  j o in ing  t h e  ITA and, a s  such,  t h e  c o u n t r i e s  a r e  

n o t  compensated. Upon l i q u i d a t i o n  of t he  bu f f e r  s t o c k ,  t h e  

s h a r e  of each c o n t r i b u t i n g  count ry  would be refunded according 

t o  t h e  I T A t s  formula,  m i n u s  t h e  c o s t s  of l i q u i d a t i o n .  

A p rov i s ion  of  t h e  ITA gua ran t ee s  t h a t  p a r t i c i p a t i n g  c o u n t r i e s  

a r e  no t  r equ i r ed  t o  f u r n i s h  informat ion which i t  c o n s i d e r s  essen-  

t a i l  t o  i t s  s e c u r i t y  i n t e r e s t s .  The I T A  f u r t h e r  gua ran t ee s  t h a t  

t h e  agreement does  n o t  p reven t  each p a r t i c i p a n t  from e n t e r i n g  i n t o  

o r  c a r r y i n g  o u t  any in tergovernmental  agreement f o r  t h e  purpose of  

n a t i o n a l  s e c u r i t y .  

* For t h e  func t ion  of t h e  Buf fe r  Stock Account s e e  t h e  
fo l lowing  s e c t i o n  P rov i s ions  f o r  E s t a b l i s h i n g  P r i c i n g  Po l i cy  
and Governing Yarket  Shar ing  and R e s t r i c ' t i o n s ,  p. 8 2 .  
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P r o v i s i o n s  f o r  E s t a b l i s h i n q  P r i c i n g  P o l i c y  and Govern ing  

Market S h a r i n g  And R e s t r i c t i o n s .  The ITC h a s  t h r e e  main i n s t r u -  

ments  t o  a c h i e v e  i t s  o b j e c t i v e s ;  t h e  second  and t h i r d  a r e  f o r  

u l t i m a t e  r e c o u r s e  s h o u l d  t h e  b u f f e r  s t o c k  f a i l .  The t h r e e  t o o l s  @ 

a r e :  

o  t h e  b u f f e r  s t o c k ;  

. . o  e x p o r t  c o n t r o l s :  and 

o  s e t t i n g  and chang ing  " o p t i m a l "  p r i c e  r a n g e s .  

A summary o f  t h e  I T A 1 s  p r o v i s i o n s  r e g a r d i n g  t h e  above i n s t r u m e n t s  

f o l l o w s .  * 

B u f f e r  S t o c k  - The use  ' o f  b u f f e r  s t o c k  is d e c i d e d  i n  t h e  

f o l l o w i n g  manner. U s u a l l y  f o l l o w i n g  . ha rd  b a r g a i n i n g  between 

t h e  consuming and p r o d u c i n g  c o u n t r i e s ,  ag reemen t  i s  r e a c h e d  on 

t h e  f l o o r  p r i c e  a.t which t h e  b u f f e r  s t o c k  manager must  buy,  on a  

c e i l i n g  p r i c e  a t  which he  must  s e l l ,  o n , a  midd le  s e c t o r  i n  which 

he  d o e s  n o t  u s u a l l y  o p e r a t e ,  on a  l ower  s e c t o r  i n  which he  may buy 

o r  s e l l  ( p r o v i d e d  h e  i s  a  n e t  b u y e r ) ,  and on a n  upper  s e c t o r  i n  

which h e  may s e l l  o r  buy ( p r o v i d e d  h e  is  a  n e t  s e l l e r ) .  I f  h e  is 

a  n e t  buyer  o r  a  n e t  s e l l e r  i n  t h e  upper  and lower  r e g i o n s ,  t h e  

manager i s  n o t  l i m i t e d  t o  any  f i n i t e  p e r i o d ,  t h u s  a f f o r d i n g  much 

g r e a t e r  f l e x i b i l i t y  i n  h i s  o p e r a t i n g  t e r m s  t h a n  were p r o v i d e d  

under  t h e  f i r s t  t h r e e  a g r e e m e n t s ,  and p r o v i d i n g  h i m  w i t h  t h e  

a d v a n t a g e  o f  h i d i n g  h i s  movements more t h o r o u g h l y  f rom t h e  marke t .  

* pp. 122-218, Zuhayr Mikdashi ,  The I n t e r n a t i o n a l  P o l i t i c s  
o f  N a t u r a l  R e s o u r c e s ,  C o r n e l l  U n i v e r s i t y  P r e s s ,  I t h a c a ,  
N e w  York, 1976. 



The c o u n c i l  c a n  change  t h e  f l o o r  and c e i l i n g  p r i c e s  i n  t h e  

l i g h t  o f  chang ing  m a r k e t  c o n d i t i o n s  and c o n s i s t e n t  w i t h  t h e  o b j e c -  

t i v e s  o f  t h e  agreement .  Ey s p e c i a l  d i s p e n s a t i o n  it c a n  a l s o  a l l o w  I 

t h e  b u f f e r  s t o c k  'manager t o  o p e r a t e  - on a  c a s h  o r  fo rward  b a s i s  - 4.i: 

i n  t h e  midd le  s e c t o r  a s  w e l l .  T h i s  undoub ted ly  g i v e s  g r e a t e r  

f reedom t o  t h e  manager i n  stemming f l u c t u a t i o n s  i n  p r i c e s  a t  an  

e a r l y  s t a g e ,  c u r b i n g  s p e c u l a t i v e  a c t i v i t y ,  and p h a s i n g  o u t  t i n  

s a l e s  accumula ted  i n  t h e  b u f f e r  s t o c k  i f  t h e  t i n  ag reemen t  were 

n o t  t o  be  renewed a t  i t s  e x p i r a t i o n  d a t e .  
\... 

There  a r e  two main s o - c a l l e d  f r e e  m a r k e t s  f o r  t i n ,  one  i n  

Penang,  Ma lays i a  and t h e  o t h e r  i n  London ( t h e  London Meta l  

Exchange, LME).  The Penang m a r k e t  is  used by t h e  ITC b u f f e r  

s t o c k  manager and i t s  p r i c e s  s e r v e  t o  d e t e r m i n e  t h e  t a x a b l e  

income o f  Malays ian  t i n  mines .  I n d o n e s i a  depends  m o s t l y  on 

n e g o t i a t e d  p r i c e s  f o r  i t s  t i n  e x p o r t s .  B o l i v i a ,  N i g e r i a ,  and 
\ 

Z a i r e  r e l y  on LME p r i c e s  f o r  l a r g e  p o r t i o n s  o f  t h e i r  e x p o r t s .  

A c r o s s  t h e  o c e a n ,  t h e  LME i s  t h e  l e a d i n g  'open exchange  f o r  

c o p p e r ,  l e a d ,  s i l v e r , ' t i n ,  and z i n c .  Less t h a n  t e n  p e r c e n t  

o f  i t s  t r a n s a c t i o n s  r e p r e s e n t  p h y s i c a ' l  movements o f  m e t a l ;  t h e  

b a l a n c e  c o n s i s t s  o f  a r b i t a g e  and hedg ing  o p e r a t i o n s .  The LME 

p r i c e  l e v e l  f o r  t r a d e d  m e t a l  r e f l e c t s  on a v e r a g e ,  more t h a n  any  

o t h e r  p r i c e ,  t h e  c o m p e t i t i v e  f o r c e s  o f  s u p p l y  and demand. 

Expor t  C o n t r o l  - I f  t h e  b u f f e r  s t o c k  p r o v e s  i n e f f e c t i v e  i n  

c o u n t e r i n g  p r i c e  weaknesses ,  t h e  I T C  c a n  t h e n  r e s o r t  t o  e x p o r t  

c o n t r o l .  Expor t  c o n t r o l  c a n n o t ,  however,  be i n s t i t u t e d  u n l e s s  



t h e  b u f f e r  s t o c k  ho ld ings  have a l r e a d y  exceeded t h e '  5,000-ton 

mark. During c o n t r o l  p e r i o d s  t h e  maximum l e v e l  of  n a t i o n a l  s t o c k s  

each producing c o u n t r y  may hold i n  accordance  wi th  t h e  I T A ' s  

p r o v i s i o n s  roughly e q u i v a l e n t  t o  t h r e e  months e x p o r t  supp ly .  * # 

The formula dev i sed  by t h e  ITC f o r  t h e  a l l o c a t i o n  of  e x p o r t  

quo t a s  - and consequen t ly  p roduc t ion  quo t a s  s i n c e  p e r m i s s i b l e  

s t o c k s  canno t  exceed 2 5  p e r c e n t  o f  p roduc t i ve  c a p a c i t y  - does  

n o t  command t h e  unreserved approva l  o f  a l l  p a r t i e s  concerned. In 

t h e  c a s e  o f  t h e  ITC fo rmula ,  t h e  t o t a l  p e r m i s s i b l e  amount a l l o -  

c a t e d  to. each member coun t ry  f o r  a  c o n t r o l  pe r i od  i s  based on t h e  

pe rcen tage  o f  v o t e s  he ld  by tha ' t  coun t ry  f o r  t h a t  pe r i od .  That 

pe rcen tage  i s  i t s e l f  based on average  p roduc t ion  over t h e  most 

r e c e n t  p e r i o d ,  u s u a l l y  t h e  year  p reced ing  an expor ' t  c o n t r o l  pe r i od .  

An innova t ion  was added t o  t h e  F i f t h  Agreement w i t h  r e s p e c t  t o  

e x p o r t  c o n t r o l s  i n  p e r i o d s  of  s h o r t a g e s .  Whereas under p r ev ious  

agreemen-, member consumer c o u n t r i e s  d i d  n o t  have purchas ing  

p r e f e r ence  over non-member consumer c o u n t r i e s ,  t h e  F i f t h  Agreement 

provided t h a t  p r e f e r e n c e  a s  r e g a r d s  t h e  supply  o f  t i n  a v a i l a b l e  

would be g iven  t o  consuming c o u n t r i e s  which p a r t i c i p a t e  i n  t h e  

f Agreement. 

P r i c e  Ranges - The t h i r d  method i s  t h e  use o f  p r i c e  ranges .  

The ITC must a p p r a i s e  economic and o t h e r  t r e n d s  i n  o rde r  t o  se t  

t h e  suppor t ing  p r i c e  r anges ,  changing them i n  r e s p o n s e , t o  funda- 

mental  s h i f t s  i n  supp ly  and demand c o n d i t i o n s  and n o t  i n  response  

t o  s ea sona l  o r  c y c l i c a l  f i u c t u a t i o n s .  R e a l i s t i c  p r i c e  ranges  can 

avoid  d r a i n i n g  t h e  t i n  r e s o u r c e s  o f  t h e  b u f f e r  s t ock  by s e l l i n g  



t i n  a t  t h e  c e i l i n g  p r i c e  when t h i s . i s  t o o  low,  o r  e x h a u s t i n g  t h e  

c a s h  r e s o u r c e s  o f  t h e  b u f f e r  s t o c k  by  buy ing  t i n  a t  a  f l o o r  p r i c e  

f i x e d  t o o  h i g h .  

P r o v i s i o n s  f o r  D e a l i n g  .w i th  C o m p e t i t i o n .  Not a v a i l a b l e  

P r o v i s i o n s  f o r  D e a l i n g  w i t h  Member I n f r a c t i o n s  o f  R u l e s .  

The I T A  l a y s  o u t  s p e c i f i c  p e n a l t i e s  t o  be  imposed by t h e  I T C  

f o r  f a i l u r e  t o  meet  I T A  o b l i g a t i o n s .  For e x a m p l e ,  f a i l u r e  t o  pay 

t h e  c o n t r i b u t i o n  t o  t h e  A d m i n i s t r a t i v e  Account w i t h i n  s i x  months 

o f  a s s e s s m e n t  r e s u l t s  i n  a  l o s s  o f  t h e  r i g h t  t o  v o t e ;  f a i l u r e  t o  

c o n t r i b u t e  w i t h i n  1 2  months r e s u l t s  i n  a  l o s s  o f  a l l  o t h e r  r i g h t s .  

Second ly ,  f a i l u r e  t o  c o n t r i b u t e  t o  t h e  b u f f e r  s t o c k  a c c o u n t  

a l s o  c a r r i e s  p e n a l t i e s .  The I T C  may d e p r i v e  a  p a r t i c i p a n t  o f  any 

o r  a l l  o f  i t s  r i g h t s  and p r i v i l e g e s .  A s  w e l l ,  i t  may a l s o  r e q u i r e  

t h e  r ema in ing  p r o d u c i n g  c o u n t r i e s  t o  make good t h e  d e f i c i t .  

F i n a l l y ,  t h e  ITA imposes  p e n a l t i e s  on p r o d u c i n g  c o u n t r i e s  t h a t  

v i o l a t e .  t h e  e x p o r t  c o n t r o l  p r o v i s i o n s .  P e n a l t i e s  r a n g e  i n  s e v e r i t y  

a c c o r d i n g  t o  t h e  d e g r e e  t o  which p e r m i s s i b l e  e x p o r t  t o n n a g e s  a r e  
\ 

exceeded .  

I n  c o n c l u s i o n ,  t h e  I T C  may d e p r i v e  a  c o u n t r y  t h a t  h a s  com- 

m i t t e d  a  b r e a c h  o f  t h e  I T A  o f  i t s  v o t i n g  and o t h e r  r i g h t s  u n t i l  

i t  h a s . r e m e d i e d  t h e  b r e a c h  o r  o t h e r w i s e  f u l f i l l e d  i t s  o b l i g a t i o n s .  

P r o v i s i o n s  f o r  P l a n n i n g  New F a c i l i t i e s .  Not a p p l i c a b l e  

Mechanism f o r  A u d i t i n g ,  R e g u l a t i n g ,  .and Othe rwi se  A s s u r i n g  

~ c c o u n t a b i l i t ~ .  The ITA s t i p u l a t e s  t h a t :  



o  t h e  I T C  a p p o i n t s  a u d i t o r s  t o  a u d i t  i't a c c o u n t s ;  
and 

o  t h e  ITC must  p u b l i s h  t h e  i n d e p e n d e n t l y  a u d i t e d  
A d m i n i s t r a t i v e  and B u f f e r  S tock  Accounts  w i t h i n  
a  s p e c i f i e d  time p e r i o d .  

P r o v i s i o n s  f o r  S t a f f i n g .  The a d m i n i s t r a t i v e  d u t i e s  o f  t h e  

I T C  a r e  c a r r i e d  o u t  by t h e  E x e c u t i v e  Chairman, F i r s t  and Second 

Vice-Chairman ( o n e  e a c h  from p r o d u c i n g  and consuming c o u n t r i e s  

on a  r o t a t i n g  b a s i s ) ,  Manager o f  t h e  B u f f e r  S t o c k ,  S e c r e t a r y  

and S t a f f .  S t a f f  members and o f f i c e r s  may n o t  have  i n t e r e s t s  

i n  a n y  t i n  o r  r e l a t e d  a c t i v i t i e s ,  no r  may t h e y  r e v e a l  any  i n f o r -  

ma t ion  r e g a r d i n g  t h e  I T A 1 s  o p e r a t i o n  o r  a d m i n i s t r a t i o n .  They 

r e c e i v e  i n s t r u c t i o n s  f rom t h e  ITC and must  e n s u r e  t h e  i n t e r -  

n a t i o n a l  c h a r a c t e r  o f  t h e i r  r e s p o n s i b i l i t i e s .  The s t a f f  and 

• o f f i c e r s  a r e  r emunera t ed  o u t  o f  t h e  I T C ' s  A d m i n i s t r a t i v e  Account .  

\ 

I n i t i a l  F a c i l i t i e s  and S i t i n g .  Not a p p l i c a b l e  

I n i t i a l  and P lanned  Expans ion  o f  P a r t i c i p a n t s .  Any c o u n t r y  

i n v i t e d  t o  t h e  1975 Un i t ed  N a t i o n s  T in  Conference  o r  any  p a r t y  

Lo Lhe F u u r t h  ITA h a s  t h e  r i g h t  t o  a c c e d e  t o  t h e  ag reemen t .  

P r o v i s i o n s  f o r  A d j u s t i n g  t o  N e w  C o n d i t i o n s .  The ITA o u t l i n e s  

t h e  p r o c e d u r e s  f o r  f o r  w i t h d r a w a l  o f  p a r t i c i p a n t s ,  t h e  a d j u s t m e n t  

o f  f l o o r  a11d c e i l i n g  p r i c e s ,  a change  o f  c a t e g o r y  ( p r o d u c e r  o r  

consumer)  by a  p a r t i c i p a t i n g  c o u n t r y ,  any  c h a n g e s  i n  p e r c e n t a g e s  

and v o t e s ,  and t h e  s u s p e n s i o n  o f  b u f f e r  s t o c k  a r r a n g e m e n t s  and/or  

t h e  i n s t i t u t i o n  o f  e x p o r t  c o n t r o l s .  The I T A  a l s o  p r o v i d e s  f o r  

ammendments t o  t h e  ag reemen t .  



3 . 3 . 2  HISTORY AND EVOLUTION OF THE INTERNATIONAL TIN AGREEMENTS 

T h i s  s e c t i o n  a d d r e s s e s  t h e  e v o l u t i o n  o f  t h e  ITAs ,  t h e i r  

p o s i t i v e  a c h i e v e m e n t s  and  some r e m a i n i n g  p r o b l e m a t i c a l  i s s u e s  
1 

a n d  l i m i t a t i o n s .  ~ i r s t ,  w i t h  r e g a r d  t o  t h e  e v o l u t i o n  o f  t h e  I T A s ,  

t h e  most i m p o r t a n t  c h a n g e  h a s  b e e n . t h e  a c c e s s i o n  o f  t h e  U n i t e d  

S t a t e s  t o  t h e  f i f t h  ITA. P r e v i o u s l y ,  t h e  ITC c o u l d  n o t  o p e r a t e  

s u c c e s s f u l l y  w i t h o u t  e x p l i c i t ,  o r  a t  l e a s t ,  t a c i t  U S  c o o p e r a t i o n  

d u e  t o  t h e  l a r g e  US t i n  s u r p l u s .  S e c o n d ,  t w o  c o n s u m i n g  c o u n t r i e s ,  

t h e  N e t h e r l a n d s  and  F r a n c e ,  h a v e  made v o l u n t a r y  c o n t r i b u t i o n s  

t o  t h e  b u f f e r  s t o c k p i l e .  T h i s  move was s i g n i f i c a n t ,  i n s o f a r  

a s  it was t h e  f i r s t  b y  s u c h  move by c o n s u m e r s .  T h e  F i f t h  ITA now 

p r o v i d e s  t h a t  v o l u n t a r y  c o n t r i b u t i o n s  f r o m  c o n s u m e r s  c a n  r e a c h  

t h e  e q u i v a l e n t  o f  20 ,000  t o n n e s  o f  t i n  meta l .  A s  d i s c u s s e d  i n  

t h e  s e c t i o n s  o n  P r o v i s i o n s  G o v e r n i n g  P r i c i n g  P o l i c y  and  M a r k e t  

R e s t r i c t i o n s ,  pp .  82 - 8 5 ,  t h e  f i f t h  ITA now p r o v i d e s  f o r  

p r e f e r e n c e s  u f  member c o n s u m e r s  o v e r  non-member c o n s u m e r s  i n  

t i m e  o f  t i n  s h o r t a g e ,  r e p r e s e n t i n g  a s i g n i f i c a n t  i n c e n t i v e .  . 

F i n a l l y ,  t h e  I n t e r n a t i o n a l  M o n e t a r y  Fund a g r e e d  i n  1 9 6 9  t o  

e x t e n d  a s s i s t a n c e  t o  member c o u n t r i e s  w i t h  b a l a n c e  o f  p a y m e n t s  

n e e d s  i n  c o n n e c t i o n  w i t h  f i n a n c i n g  b u f f e r  s t o c k p i l e s .  IMF ' s  

p r o v i s i o n s  h a v e  e a s e d  p r e s s u r e s  o n  many o f  t h e  p r o d u c e r  d e v e l o p -  

i n g  n a t i o n s .  

T h e  ITA r e p r e s e n t s  a r e a s o n a b l y  s u c c e s s f u l  i m p o r t e r  and  ex-  

p o r t e r  c o o p e r a t i v e  v e n t u r e .  S t a t i s t i c a 1 . e v i d e n c e  s h o w s  t h a t  t h e  

ITAs  h a v e  had a  n o t e d  e f f e c t  o n  m o d e r a t i n g  p r i c e  f l u c t u a t i o n s  a s  



compared w i t h  o t h e r  n o n f e r r o u s  m e t a l s ,  such  a s ,  c o p p e r ,  l e a d ,  

and z i n c ,  which a r e  n o t  governed  by i n t e r n a t i o n a l  commodity, 

The ITC f o r m u l a  f o r  a l l o c a t i n g  e x p o r t  q u o t a s  i s  c o n s i d e r e d  

t o .  have  ' t h e  meri t  o f  b e i n g  s i m p l e  and workable  ( s i n c e  i t  i s  con- 

f i n e d  t o  a  s i n g l e  o b j e c t i v e l y  d e f i n a b l e  f a c t o r ,  o f  r e c e n t  p a s t  

p r o d u c t i o n ) .  

A number o f  p r o b l e m a t i c a l  i s s u e s  remain .  Among them i s  t h e  

d i s s a t i s f a c t i o n  o f  t h e  d e v e l o p i n g  p r o d u c i n g  c o u n t r i e s  t h a t  b e a r  

t h e  burden  o f  f i n a n c i n g  t h e  b u f f e r  s t o c k p i l e .  They a r g u e  t h a t  t h e  

mechanism i s  a s s i g n e d  t o  b e n e f i t  b o t h  p r o d u c e r s  and consumers  and 

s h o u l d  t h e r e f o r e  b e  f i n a n c e d  by b o t h  g r o u p s .  Another  problem 

a r i s e s  a s  t h e  s t o c k p i l e  manager c a n  be  f a c e d  w i t h  l i m i t a t i o n s  on 

h i s  c a p a c i t y  t o  i n t e r v e n e ,  a t  t i m e s  c o m p l e t e l y  p o w e r l e s s .  Such 

a  s i t u a t i o n  c a n  come a b o u t  i f ,  f o r  example ,  t h e  manager i s  s h o r t  

o f  f u n d s  t o  buy t i n  i n  p e r i o d s  o f  d e p r e s s e d  p r i c e s  o r  s h o r t  o f  t i n  

t o  s e l l  i n  p e r i o d s  o f  h i g h  p r i c e s .  F i n a l l y ,  t h e  ITC f o r m u l a  f o r  

t h e  a l l o c a t i o n  o f  e x p o r t  q u o t a s  o v e r l o o k s ,  among s e v e r a l  o t h e r  

i m p o r t a n t  economic f a c t o r s ,  e x i s t a n t  and p o t e n t i a l  r e s e r v e s  and 

t h e  r e l a t i v e  c o s t s  o f  work ing  t i n  d e p o s i t s  i n  e a c h  member c o u n t r y .  

Thus,  i n  compar i son  w i t h  a  l ow- re se rve  and h i g h - c o s t  p r o d u c i n g  

c o u n t r y  whose e x p o r t s  a r e  f a l l i n g  o f f ;  a  c o u n t r y  w i t h  a  r e l a t i v e l y  

low,  r e c e n t  p r o d u c t i o n  l e v e l ;  a  p o t e n t i a l l y  l a r g e ,  low c o s t  re- 

s e r v e s ;  and a  c u r r e n t l y  r a p i d  growth  r a t e  would s u f f e r  under  

t h i s  p r o d u c t i o n  c o n t r o l  sys t em.  ( B r a z i l  r e p r e s e n t s  t h e  f i r s t  

t y p e  and B o l i v i a  b e l o n g s  t o  t h e  second c a t e g o r y . )  

* Mikdashi ,  p .  135.  
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These l i m i t a t i o n s  do however have o r g a n i z a t i o n a l  and strut- 
. 

\ t u r a l  s o l u t i o n s .  For example, a  much l a r g e r  bu f f e r  s tock  could  

cons iderab ly  reduce t h e  need f o r  t i n  expor t  c o n t r o l ,  and avoid 

t h e  c o s t s  connected with t h e  shut-down and r e h a b i l i t a t i o n  of 

mines. 

On balance,  t h e  I T A  i s  evolving i n  a  p o s i t i v e  d i r e c t i o n  a s  
/ 

measured a g a i n s t  t h e  i nc rea s ing  membership and moderation i n  t i n  

p r i c e  f l u c t u a t i o n s .  T h i s  i s  due t o  t h e  c o l l e c t i v e  product ion con- 

t r o l  and t o  t h e  coope ra t i on ,  e x p l i c i t  o r  t a c i t ,  of major importer  

c o u n t r i e s .  No s i m i l a r  coopera t ion  has  y e t  been p o s s i b l e  between 

C I P E C  and importer  c o u n t r i e s .  
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MDENDLM A 

: W O R  TRADE XGmENTS i900-1945 

1910 

1912 

April 10, 1918 

March 12, 1926 

Sept. 30, 1926 

Nov. 5 ,  1926 

France, Br i ta in ,  Switzerland, and Canada formed an aluminum c a r t e l ;  it 
collapsed but  was reestabl ished i n  1912. 

In te rna t iona l  Carbide Cartel .  

New Aluminum Car te l .  

"Act t o  Promote Lxport Trade and f o r  o ther  Purposes." Also known as  'ihe 
Export Trade Act of the  Webb-Pomerene Act. blade it possible  f o r  .American 
Exporters t o  operate  c o l l e c t i v e l y  i n  international markets. 

Cooper'Export Association: A U .S .  c a r t e l  es tabl ished t o  l iqu ida te  the s tocks 
of copper accumulated a s  a r e s u l t  of the war: and t o  regu la te  new production 
of exports.  This c a r t e l  was organized under Lhe Webb-Pomerene Law. 

"Bandoeng Pool": Organized by t i n  producers t o  l iqu ida te  excess s tocks,  
and help res to re  t i n  pr ices  t o  nornal prawar levels .  

US Alkali Export Association, Inc.,  formed under the Webb-Oomerene 
Law t o  promote exports i n  a l k a l i e s .  

Stevenson Plan: t o  l i m i t  rubber exports by means of an export duty on a l l  
shipments i n  excess of establ ished quotas. 

Internat ional  c a r t e l  of Calcium Carbide Exporters: t o  e s t a b l i s h  e-uport 
quotas; collapsed i n  1937. 

Belgian Congo and Czeckoslovakia entered i n t o  an agreement t o  dete-r?nine 
export p r ice  of Platinum. 

In te rna t iona l  Car te l  of European Producers of  Heavy Rails.  

S tee l  producers from Germar-y, the Saar, Luxembourg, France and Belgium 
establ ished the In te rna t iona l  S t e e l  Cartel .  

Xew aluminum c a r t e l  formed which reduced the number of middlemen involved 
thereby reducing d i s t r i b u t i o n  cos t s .  

In te rna t ina l  Potash Car te l .  

In te rna t iona l  Bismuth Convention establ ished t o  regulate  t h e  export p r i c e s  
of bismuth metals. 

American ~Wgnesium Company (AMC) and Dow Chemical Company entered in to  a 
cross- l icensing agreement: AYC discontinued production of crude inag- 
nesium i n  re tu rn  f o r  magnesium from Dow a t  p r e f e r e n t i a l  p r ices .  

I n ~ e r n a c i o n a l  zinc Car te l .  Collapsed m 1929, was revised i n  1931, and 
subsequently broke up i n  1934. 



Sept. 1928 

1929 

1930 

May 1931 

Ju ly  3 ,  1931 

Oct. 21, 1931 

Sept. 1972 

Apri l  1, 1933 

June 1. 1933 

Aug. 25, 1933 

Aug.. 1934 

1934 

Jan.. 1935 

Internat ional  Mercury Car te l ,  "Hercurio Europe" establ ished.  Dormant 
during the' Spanish C i v i l  war and re-established i n  ?lay, 1939. 

T-nternational Ferro-Silicon Syndicate: t o  p ro tec t  home markets of members 
and -;o regulate  exports.  :4embers weze France, Garmany, Sweden, Nomay, 
Switzerland, Yugoslavia, and Czeckoslovakia. 

Central European Group establ ished comodity con t ro l s  i n  Europe. 

Internat ional  Cocaine Convention establ ished import quotas of crude cocaine 
and levied production and sxport  quotas on the f inished product. 

An in te rna t iona l  c a r t e l  f o r  a r t i f i c i a l  sweetening agents was establ ished 
t o  fix u n i f ~ r m  pr ices  and ekport quotas. Nembers were Ge-=many, France, 
Switzerland, and Czeckoslovakia. 

In te rna t iona l  Tea Agreement signec! by India ,  Ceylon, and the  Netherlands 
East Indies:  deskgned t o  c u r t a i l  t e a  output.  The agreement was not 
renewed a f t e r  its one year t r i a l  period. 

D i m n d  Corporation of London. 

Shadbourne agreement: nat ional  suqar c a r t e l s  i n  C3&a, Zava, Peru, Belgium, 
Hungary, Poland, Czeckoslovakia, and Garmany aqreed t o  gradually disgose 
of  surplus s tocks over a period of f i v e  years ,  r e s t - i c t  cur ren t  pro- 
duction leve l s  and establassh an export quota. m e  agreement provided f o r  
a common c a r t e l  t o  be formed a t  the Hague and ca l led  the  In te rna t iona l  
Sugar Association. 

Aluminum c a r t e l  agreement signed i n  Par i s .  This agreement prohibi ted 
investment i n  outs ide plants  unless  a dominant influence in ou ts iders '  
f a c i l i t i e s  was acquired. 

Platinum Cartel :  r e s t r i c t e d  production and influenced p r i c e  of refined 
Platinum. 

The f i r s t  In te rna t iona l  Tin Stock: ?revented a drop i n  the p r ice  of 
t i n .  This was accomplished through cooperaton by acquir ing a large 
p a r t  of the -4cess stock.  

I n t c m a t i n n a l  Timbar Gemnittoe. 

Second In te rna t iona l  Tea Agreement. 

France, aelgium. Luxembourg, and Germany signed an agreement t o  regu la te  
the  export of a l l  s t e e l  comodities by es tab l i sh ing  quotas based upon 
m u n g  of crude s t e e l  i n  t h e  export item. 

In te rna t iona l  Wheat Agreement: provided f o r  acerage reduction and e - p o r t  
quotas; endeavored t o  increase the world-wide consumption of wheat. 
Agreement broke down wi t r ln  one year. 

I n t c r n a t ~ o n a l  Sulphur Agreement. 

Diamond Producers Association. 

European C i t r i c  Acid Car te l  



 arch 29, 1935 world Capper Agreement was formed by European and US copper producers 

June, 1935 European Coal and S t e e l  Cornunity formed. 

Sept. ,  1935 Chafiourne Agre-aent dissolved. 

Nov. 15, 1935 Sweden, USSR, Finland, Ldtvia, Poland, Austria Czeckoslovakia, Yugoslavia 
and Rumania entered i n t o  a c a r t e l  agreement on exports of sawed and planned 
s o f t  timber. The c a r t e l ,  the European Tinber Exporters Convention, d i d  not ,  
however, provide a mechanism f o r  p r ice  f ix ing .  

1936 Tri-Party Agreement Setween US, UK, and Canadian Chemical Industry. 
\ \  - 

April 1 ,  1337 In te rna t iona l  Coke Car te l :  t o  dete-?nine export %potas and f i x  pr ices .  

Aug. 1 ,  1937 

1937 

Feb:, 1938 

June 21. 1938 

Sept. 6 ,  1938 

New In te rna t iona l  Sugar cartel. agreement: provided for  the  regulat ion 
of production and marketing so a s  t o  be an equi table  venture f o r  both 
oroducer and consumer. 

In te rna t iona l  Xail Agreement. 

Calcium Carbide Car te l  6isbanded a s  a r e s u l t  of dmuing Sy an ou ts ider ,  
Japan. 

Internat ional  Zinc Sheet Cartel :  t o  regulate  p r ices  and e s t a b l i s h  
export quotas. 

Council of the Tin Producers Association approved a buffer-stock program 
t o  help s t a b i l i z e  t i n  pr ices .  

Lead Producers' Association t o  exchange s - z t i s t i c a l  information and 
col laborate  i n  t3e production of sugplies .  

This represented an a t t e n p t  t o  prevenr: sharr, p r i c e  decreases, and t o  
remove production r e s t r i c t i o n s  wtien pr ice  rose above a c e r t a i n  l eve l .  

I n t e r r a t i o n a l  W b e r  Agreement. 

Dusseldorf Agreement Setween the  .&ichqruppe I n s t i t u t e  and the  Federation 
of B r i t i s h  Indus t r ies :  t o  e s t a b l i s h  good Anglo-American t rade  r e l a t i o n s .  

"Mercurio Ewopeo" was re-established. 

Internat ional  ConmLission of the Commerce of the Diamond Industry, a t rade  
associat ion of ae lg ian ,  German, Dutch and French diamond c u t t e r s  t o  p u t  
c e r t a i n  shops on a part-time bas i s  and t o  reduce wages. 

Apri l  16, 1941 Inter-American Coffee agreement. 

The Washington Wheat Meeting of  the LTi( and o ther  main wheat e-xporcing 
countr ies:  t o  e s t a b l i s h  a pool of wheat f o r  inter-governmental r e l i e f  
i n  war-stricken a reas . . ros t= ic t  production t o  prevent excessive s tocks 
and f o m  an administrat ive bpdy t o  carry out  provisions of Q e  agreement. 

Anglo-American O i l  Accord s e t  up t o  lay out  a pa t te rn  f o r  agreements 
covering important comodi t ies  i n  in te rna t iona l  t rade.  



June 28. 1948 Kuwait and the American Independent O i l  Company (Aminoil) s ign a concession 
agreement f o r  Cawait's h a l f - i n t e r e s t  in  the Kuwaiti-Saudi Neutral Zone, 
which gives Kuwait and 15% i n t e r e s t  i n  the concessionnaire c0mpar.y. 

Nov. 12, 1948 Venezuela adopts t ax  l e g i s l a t i o n  t o  insure t h a t  the government w i l l  receive 
a t  l e a s t  509 of net  income from o i l  production. This becomes +_he f i r s t  
instance of a " f i f t y - f i f t y "  arrangement between a host  qove-ment and o i l  
companies. 

Feb. 20, 1949 Saudi Arabia and American Pac i f ic  Western O i l  Company (J. Paul Getty) 
sign a concession agre-seat f o r  the  Saudi h a l f - i n t e r e s t  i n  the Neat--a1 
Zone, which gives Saudi-.Qabia a 253 i n t e r e s t  i n  the company. 

Sept . ,  1949 Venezuela i n i t i a t e s  discussions of a possible  o i l  producer's organizat ion 
with Saudi Arabia. I ran.  I raq ,  Egypt, Kuwait, and Syria .  

Jan. 2 ,  1951 Saudi .%rabia and Aramco announce tie f i r s t  " f i f t y - f i f t y "  p r o f i t  shk-ing 
agreement i n  the Xiddle East (signed i n  ea r ly  December 1950). Kuwait 
fol lov~s i n  1951. I raq i n  1952. 

I ranian government under ~&s:.degh adopts the law nat ional izing dnglo- 
Iranian O i l  Company (BPI ,yosadegh'3 government is  overthrown i n  August 
1953. 

I raq  and Saudi .Arabia s ign agreement providing f o r  exchange of Lqfonnation 
on petroleum and consul tat ion onprices. 

I ran  and the Consortium s ign  agreement, t c  take e f f e c t  October 28, t h a t  
s e t t l e s  the na t iona l iza t ion  dispute and embodies the " f i f t y - f i f t y "  
p r inc ip le .  

Saudi Arabia and Arabian O i l  C o ~ a n y  (Japanese Petroleum Trading C0.j. 
announce aqreenent for  Saudi offshore i n t e r e s t  i n  the  Neutral Zone 
which gives Lye g o v e m e n t  a 56% share of p r o f i t s .  The company siqns 
a similar agreement for Kuwait's offsilore i n t e r e s t ,  providing f o r  a 
57% government share. 

.Feb. 13, 1959 The major mult inat ional  petroleum companies reduce posted pr ices  f o r  
~Yiddle East petroleum. 

Apri l  1 ,  1959 United S t a t e s  government introduces . o i l  import quotas. 

April  16-22, 1959 F i r s t  Arab Petroleum Conference i n s i s t s  t h a t  companies cannot u n i l a t e r a l l y  
reduce 'pr ices .  

May 13, 1960 Venezuela and Saudi Arabia c a l l  on o ther  producing countr ies  t o  formulate 
a "comon petzoleum policy."  

'success and Prosuects,  Dankwart A. Ruston, Council on Foreign Relations 
New York University Press ,  New York, New ~ o r k ,  1976 



Aug. 9 ,  1960  he major companies reduce o r i c e s  furthex without consul t ing the governments. 

Sept. 14, 1960 The Organization of ?etroleum E-orting Countries (OPEC) is formed i n  aaghdad 
by Iran.  I raq ,  Kuwait, Saudi Arabia, and Venezuela. 

June 7, 1962 Fourth OPEC Conference adopts reso lu t ion  (IV 3 3 1 ,  providing t h a t  a 50% 
income tax should be payable i n  addi t ion t o  roya l ty .  

June 3-9, 1967 Third Arab-Israeli !Jar; a l l  o i l  minis ters  of Arab producing s t a t e s  meet a t  
Baghdad and decree. an o i l  boycott (against  Great Br i ta in  and Prance), which 
proves inef fec t6a l .  Suez Canal remains'closed u n t i l  1975. 

june 24-25, 1368 OPEC's 16th Conference a t  Vienna adopts "Declar'acory Statement of Petroleum 
Policy i n  Member Countries." 

,Nay 3, 1970 . TAP l i n e  from Saudi Ara0ia to  t h e  Mediterranean i n t e r r u ~ t e d  i n  Syria; from 
June to December tanker rates. r i s e  to  al l - t ime hiqhs. 

Sept I ,  Oct 4 ,  1970 Libya ra i ses  i ts  posted _orices and increases tax r a t e  from 504 t o  55% 
re t roac t ive  t o  September 1. I ran  and Kuwait follow s u i t  i n  November. 

Dec. 9-12, 1970 OPEC's 21st Conference a t  Caracas es tab l i shes  55% a s  the minimum tax r a t e  
aad adopts the ~ r i n c i p l e  chat  d i f fe rences  i n  posted pr ices  should Se based 
only on q u a l i t y  and t ransportat ion d i f f e r e n t i a l  (Resolution XX1,120), 
demands t h a t  posted pr ices  be changed so  as  t o  r e f l e c t  changes i n  foreign 
exchange r a t e s  (XX1.122), and i n s t r u c t s  its Secretary General t o  monitor 
o i l  compnay l i f t i n g s  and report  on any "discriminatory production pol icy" 
(xx1.125). 

Jan. 12, 1971 . Negotiations begin a t  Tehran between s i x  Gulf producing s t a t e s  and 22 
o i l  companies. 

Feb. 3-4, 1971 OPEC's 22nd Conference a* Tehran decrees a " t o t a l  embargo" by member 
s t a t e s  (except Indonesia) aga ins t  any company t i a t  does not accept 
the 554 tax r a t e  (Resolution XX11.125) ) . 

Feb. 14, 1971 Tehran agreement signed between s i x  Gulf s t a t e s  and 23 o i l  companies. 

Feb. 24, 1971 Algeria na t iona l izes  514 of French o i l  concessions. 

April  2, 1971 Tr ipo l i  Agreement concluded between o i l  companies and Mediterranean producers 
(Libya and Algeria, a s  well a s  Saudi Arabia and I raq  f o r  t h e i r  Mediterranean 
pipel ine throughput). S i h l a r  t e r n  a r e  ambodied in an agreeaent between 
Nigeria and companies operat ing there ,  un  nay 3. 

Ju ly  12-13, 1971 OPECts 24th Conference demands "immediate s teps  towards the e f fec t ive  
implementation of the p r inc ip le  of Part ic ipat ion" (Resolution XXIV.135). 

July 31, 1971 Venezuela Flydrocarbons Reversion Law requires  companies " t o  cede ... t h e i r  
unexploited concession areas" by 1974 and " a l l  t h e i r  res idua l  a s s e t s "  by 
1983. 

Sept. 22, 1971 OPEC's 25th Conference appoints Min is te r ia l  C~rrmrittee nn p a r t i c i p a t i o n  and 
dLtects members (Resolution XXV.140) t o  negotiate  p r ice  increases t o  o f f s e t  
t h e  de fac to  devaluation of the U.S. d o l l a r .  



Dec. 5, 1971 

Jan. 20, 1972 

March 11-12; 1972 

June 1. 1972 

June 9 ,  1972 

Sept. 30, 1972 

Nov. 6 ,  1972 

Feb. 28, 1973 

Yarch 16, 1973 . 

Apri l  1, 1973 

Apri l  9 ,  1973 

April 18, 1973 

June 1, 1973 

June 11, 1973 

Libya nat ional izes  aP concession i n  response t o  B r i t i s h  governmeat. 
"collusion' '  i n  Iran!s  occupation of sevezal disputed i s lands  i n  <?e 
Persian C1'Arab"l Gulf. 

Geneva agreement beetieen k!!ddle Eastern oil-producing countr ies  and 
companies increasing posted pr ices  by 8.49% t o  o f f s e t  the decl ine i n  the 
value of the U.S .  d o l l a r .  

OPEC's 27th Conference i n  Resolution XXVII.145 takes note of o i l  company 
e f f o r t s  t o  undermine its s o l i d a r i t y  and threatens unspecified ac t ion  
against  companies t h a t  " f a i l  t o  corfply with . . .any ac t ion  taken by a 
Xember Country i n  accordance with (OPEC) decis icns."  The  impl ic i t  
reference is t o  the dispute between I raq  and the inultinational concession- 
nairps. 

I raq na t iona l izes  the Iraq ?etroleum Company's concession (Kirkuk a rea)  
a f t e r  an eleven-year dispute.  

CPEC1,s 28th Conference adopts Resolution XWIII.146 t o  prevent companies 
whose i n t e r e s t s  were nat ional ized i n  I raq  from increasing production 
elsewhere. 

Libya acquires  a 50% i n t e r e s t  i n  two EN1 concessions. 

Saudi Minister Yamani concludes +be General Agreement an Par t i c ipa t ion  
between Azab Gulf s t a t e s  (Abu Dhabi. I raq ,  Kuwait, Qa ta r ,  Saudi Arabia) 
and the companies, providing f o r  25% government ~ a r t i c i g a t i o n  on Jan- 
uary 1. 1973, r i s i n g  t o  51% by January 1, 1982. 

Iraq and IPC reao? agreement on compensation f o r  na t iona l iza t ion .  

The Shah of Iran announces M a t  the Consortium members have agreed t o  
turn over t h e i r  a s s e t s  immediately i n  re tu rn  f o r  a long-term 
supply agreenient Cwhich i s  sfqned on ~Xay 2 4 ) .  

OPEC's 32nd Conference discusses  r a i s i n g  prices  t o  o f f s e t  P u t h e r  dec l ine  
in value of the  U.S. d o l l a r .  A minis te r ia l  Committee is agpointed 
on March 22. 

OPEC members increase posted pr ices  by 5.78, fo-flowing the terms of 
tne Gaeva  Agreement of January 1972. 

Newsweek publishes intervfew 02 one of i ts  e d i t o r s  with President Sadat 
of Egypt, ind ica t ing  use of " o i l  weapon" i n  any fu ture  Arab-Israeli 
War, 

United S t a t e s  government ends o i l  import quotas. 

Six Gulf s t a t e s ,  Libya, and Nigeria increase posted pr ices  by 11.9%. 

Libya nat ional izes  aunker Hunt concession; Nigeria acquires '35% a a r t i c i p a t i o n  
In Shell-BP concession. In  August, Libya nat ional izes  51% of the Occidental 
Petroleum concession and of Lye Oasis ?onsortium: i n  Se~tember ,  of nine 
other  companies. 



Sept. 15-16,, 1973 OPEC's 35th Confer5nce supports .%u Dhabi's e f f o r t s  t o  increase, posted 
pr icas  and Libya's nationalization, and appoints a N i n i s t e r i a l  
Conmaittee from the Gulf S t a t e s  t o  "negotiate  co l lec t ive ly"  an increase 
i n  posted pr ices  (Resolutions XXX11.159-160). 

0ct'. 6 ,  1973 Fourth Arab-Israeli W a r  begins. 

Oct. 7 ,  1973 Iraq nat ional izes  Emon and Mobil shares i n  aasrah Petroleum Co. 

Oct. 8-10., 1973 OPEC H i n i s t e r i a l  Conunittee meets with o i l  company representat ives  t o  
discuss  p r ice  increases;  no agreement reached. 

Oct. 16-17, 1973 Arab o i l  minis ters  meeting a t  Kuwait announce 704 increase i n  posted 
pr ices ,  and production cuts .  

Oct. 19-20, 1973 Libya (i0/19) and o ther  Arab o i l  producers (10/20) announce ha l t ing  of o i l  
shiaments t o  the  'Znited S ta tes ;  during the following week the embargo 
is extended t o  the Netherlands. 

Nov. 5 ,  1973 Arab petroleum producers announce production cu ts  f o r  end of November 
of 255 below September l e v e l s ;  fu r ther  cu t s  of 5 %  per month a r e  t5reatened. 
and a 5 %  cu t  f o r  Zanuary is announced December 9.  . 

Dec. 22 ,  1973 Six Persian Gulf producing s t a t e s  (Abu Dhabi, I ran ,  I raq ,  Kuwait, Qatar,  
Saudi Arabia) r a i s e  t h e i r  posted pri'ces, t h a t  f o r  the  marker crude going 
from $5.12 to $11.65 a s  of January 1 ,  1974. 

Dec. 25, 1973 The Arab oil-producing s t a t e s  announce t h a t  exports f o r  ~ i n u a r y  r a t h e r  
than being c u t  54 w i l l  be increase 104: the Unite2 S ta tes  and Netherlands 
remain on embargo l ist .  

Jan. 7-9, 1974 OPEC's 37th Conference decides t h a t  posted pr ices  w i l l  remain frozen 
u n t i l  April  1. 

Jan. 29, 1374 Kuwait annou..ces 50% government par t i c ipa t ion  i n  the BP-Gulf 
concession: Qatar follows Fe0rurary  20. 

Feb.  11, 1974 Washington Enercjy Conference opens. 

F+. 11, 1974 Libya na t iona l izes  3 U.S. o i l  companies t h a t  had not agreed t o  91% 
,na t iona l iza t ion  i n  September. 

March 18. 1974 Arab oil-producing s t a t e s  (except Libya) announce the  end of the  embargo 
against  the  U ,  S. 

Apri l ,  1974 U.S. government s e t s  up task force on "Project  Independence." 

May 1 ,  1974 U.N. General Ajsembly a t  its Sixth Special  Session adopts a "Declaration 
and Programme of Action on the  Establishment of a Mew In te rna t iona l  
Economic Order." 

May 18, 1974 Nigeria announces 554 gwernment par t i c ipa t ion  i n  a l l  concessions. 

June 4, 1974 Saudi Arabia announces t h a t  i t  w i l l  increase its par t i c ipa t ion  i n  Aranco 
t o  60%. Abu Dhabi and Kuwait follow i n  September. The increases a r e  
re t roac t ive  t o  January 1. 



June 13, 1974 IMF es tab l i shes  its " o i l  f a c i l i t y : "  

July 10-11, 1974 Organization of Arab Petrolum Exporting Countries (OAPEC) l i f t s  embargo 
against  the Netherlands. 

July 18, 1974 Iran announ-es t h a t  it w i l l  acquire a 25% i n t e r e s t  i n  i(rup_o. In  Novembe: 
W a i t  buys one-seventh of Daimler Senz. 

Sept. 13, 1978 OPEC's 41st Conference i n s t r u c t s  its Sacretar1 General " t o  ca r ry  out  a study 
of supply and demand i n  r e l a t i o n  t o  possible  production controls ."  

Nov. 15, 1978 In te rna t iona l  Energy Agency formed a t  Paris  wit.-in OECD .framework. 

Nov. 15, 1978 Saudi Arabia, Qatar,  and the  United Arab Emirates announce a s l i g h t  
reduction i n  ~ s t e d  pr ice  and increases i n  royal ty and income tax r a t s s .  
Ear l i e r  (September 6)  Saudi Arabia had increased i t s  buy-back ? r i c e  
from 93% t o  34.3% of posted pr ice .  

Dec. 22, 1974 Iraq announces plans t o  develop its production capaci ty t o  3.5 .&/d 
by l a t e  1975 and t o  6 mb/d by 1981. 

Jan. 13, 1975 Business Week publishes U s s i n g e r  interview h in t ing  a t  n i l i t d r y  act ion 
against  o i l  countr ies  i n  case of "actual  s t rangula t ion ."  

March 4-6, 1975 OPEC meeting of heads of s t a t e  o r  government a t  Algiers. 

April  7-15 Preliminary meeting a t  P a r i s  between oi l -export ing,  oil-importing, 
and non-oil Third World countr ies  (Algeria, Saudi Arabia, I ran ,  Ven- 
ezuela; European count r ies ,  U.S., Japan; India. Braz i l ,  Zaize) .  

Apri l  9 ,  1975 24 OECD members decide on Safety Net. 

June 13, 1975 World aank es tab l i shes  i ts  "Third Window." 

Srpt.  24, 1975 OPEC's 45th Conference announces a 152 increase i n  government per  b a r r e l  
revenues'as of Octpber 1. 

Oct. 28,  1975 Venezuela and foreign o i l  companies agree on na t iona l iza t ion  as  of 
January 1 ,  1976. 

Dec. 1 ,  1975 After protracted negotsat ions,  Kuwait agrees with Gulf and BP on terms 
of na l iu l~d l lzac lun .  

Dec. 9 ,  1975 Iraq completes na t iona l iza t ion  by taking over the  BP, CFP, and She l l . shares  
of the Basrah Petroleum Company. 

Dac. 16, 1979 Conference on In te rna t iona l  Economic Cooperation opens a t  Paris .  

For OPEC's Declaratory Statement of Pet~oleum Policy i n  Member Countries, 
r e f e r  t o  Addendum C. 



ADDENDUM C 

DECLARATORY STATEMENT OF PETROLEUM POLICY I N  MEMBER COUNTRIES * 

(Resolution XVI.90, adopted a t  OPEC ' s  16th Conference, 
June 24-25, 1968) 

The Conference, r e c a l l i n g  Paragraph 4 of its Resolution 1.2; recognizing t h a t  
hydrocarbon resources i n  Member Countries a r e  one of the  p r i n c i p l e  sources of 
t h e i r  revenues and foreign exchange earnings and the re fo re  c o n s t i t u t e  the  main 
bas i s  f o r  t h e i r  economic development; 

bearing i n  mind t h a t  hydrocarbon resources a r e  l imi ted  and exhaust ib le ,  and 
t h a t  t h e i r  proper exp lo i t a t ion  determines the  condit ions of t h e  economic develop- 
ment 'of Member Countries, both a t  present  and i n  the  fu tu re ;  

bearing i n  mind a l s o  t h a t  the  ina l i enab le  r i g h t  of a l l  countr ies  t o  exerc ise  
permanent sovereignty over t h e i r  na tu ra l  resources i n  t h e  i n t e r e s t  of t h e i r  
na t ional  development is  a universa l ly  recognized p r i n c i p l e  of publ ic  law and 
has been repeatedly reaffirmed by the  General Assercbly of  the  United Nations, 
most notably i n  i ts  Resolution 2158 of November 25, 1966; 

considering a l s o  t h a t  i n  order  t o  ensure t h e  exerc ise  of permanent sovereignty 
over hydrocarbon resources,  it is  e s s e n t i a l  t h a t  t h e i r  exp lo i t a t ion  should b e .  
aimed a t  securing the  g r e a t e s t  poss ib le  b e n e f i t  f o r  Member Countries; 

considering f u r t h e r  t h a t  t h i s  aim can b e t t e r  be achieved i f  Member Countries 
. .. - - . . - 

a r e  i n  a pos i t ion  t o  undertake themselves d i r e c t l y  the  exp lo i t a t ion  of t h e i r  
hydrocarbon resources, s o  t h a t  they may exerc ise  t h e i r  freedom of choice i n  the  
u t i l i z a t i o n  of hydrocarbon resources under the  most favorabre condi t ions ; '  

taking i n t o  account the  f a c t  t h a t  foreign c a p i t a l ,  whether public  o r  p r i v a t e ,  
forthcoming a t  the  request  of the  Member Countries ,  can p lay  an important r o l e ,  
inasmuch a s  it supplements the  e f f o r t s  undertaken by them i n  the  exp lo i t a t ion  
of t h e i r  hydrocarbon resources,  provided t h a t  the re  is government supervision 
of the  a c t i v i t y  of foreign c a p i t a l  t o  ensure t h a t  it i s  used i n  the  i n t e r e s t  
of na t ional  development and t h a t  r e tu rns  earned by it do not  exceed reasonable 
l eve l s  ; 

bearing i n  mind t h a t  the  p r inc ipa l  aim of t h e  Organization, a s  s e t  out  i n  A r t i c l e  
2 of i t s  S t a t u t e ,  " i s  the  coordinat ion and u n i f i c a t i o n  of t h e  petroleum p o l i c i e s  
of Member Countries and the  determination of the  b e s t  means f o r  safeguarding 
t h e i r  i n t e r e s t s ,  indiv idual ly  and co l l ec t ive ly" ;  

recommends t h a t  the  following p r inc ip les  s h a l l  serve a s  b a s i s  f o r  petroleum 
pol icy  i n  Member Coufitries. 

(1) Mode of Development 

1. Menber Governments s h a l l  endeavour, a s  f a r  a s  f e a s i b l e ,  t o  e x p l o r e  f o r  and 
develop t h e i r  hydrocarbon resources d i r e c t l y .  The c a p i t a l ,  s p e c i a l i s t s  and 
the promotion of marking o u t l e t s  required f o r  such d i r e c t  development may be 
complemented when necessary from a l t e r n a t e  sources on a commercial bas is .  

* OPEC: Success and Prospec t s ,  



2.  However, when a Member Government i s  not  capable of developing i ts  hydrocarbon 
resources d i r e c t l y ,  it may en te r  i n t o  con t rac t s  of various types,  t o  be defined 
i n  i ts l e g i s l a t i o n  b u t  subjec t  t o  the  present  p r i n c i p l e s ,  with ou t s ide  opera tors  
f o r  a reasonable remuneration, taking i n t o  account the  degree of r i s k  involved. 
Under such an arrangement, the  Government s h a l l  seek t o  r e t a i n  the  g r e a t e s t  measure 
poss ib le  of p a r t i c i p a t i o n  i n  and contro l  over a l l  aspects  of operat ions.  

3 .  I n  any event ,  t he  terms and condit ions of such contrac ts  s h a l l  be open t o  r ev i s ion  
a t  predetermined i n t e r v a l s ,  a s  j u s t i f i e d  by changing circumstances. Such changing 
circ'umstances should cal l '  f o r  the  r ev i s ion  of e x i s t i n g  concession agreements. 

/ 
( 2 )  Pa r t i c ipa t ion  

Where provision for Governaiental p a r t i c i p a t i o n  i n  t h e  ownership of t h e  concessj.on- 
holding company under any of the  present  petroleum con t rac t s  has not  been made, the  
Government may acquire a reasonable p a r t i c i p a t i o n ,  on the  grounds of the  p r i n c i p l e  
of changing circumstances. 

I f  such provision has ac tua l ly  been made .but avoided by the  opera tors  concerned, 
the  r a t e  provided f o r  s h a l l  serve a s  a.minimum b a s i s  f o r  the  p a r t i c i p a t i o n  t o  be 
acquired. 

( 3  ) Relinquishment 

A schedule of progressive and more accelera ted  relinquishment of acreage of present  
cont rac t  a reas  s h a l l  be introduced. I n  any event ,  t he  Government s h a l l  p a r t i c i p a t e  
i n  choosing the  acreage t o  be rel inquished,  including those cases where re l inquish-  
ment i s  already provided f o r  bu t  l e f t  t o  the  d i s c r e t i o n  of t h e  opera tor .  

(4 )  Posted Prices. o r  Tax Reference Pr i ces  

A l l  con t rac t s  s h a l l  r equ i re  t h a t  the  assessment of  t h e  opera to r ' s  income, and 
i ts  taxes o r  any other gayment.s t.n the  S t a t e  be based on a posted or t a x  
reference p r i c e  f o r  the  hydrocarbons produced under t h a t  cont rac t .  Such p r i c e  
s h a l l  he determined by the Government and s h a l l  move i n  such a manner a s  t o  prevent  
any de te r io ra t ion  i n  i t s  re la t ionsh ip  t o  t h e  p r i c e s  of manufactured goods traded 
in te rna t iona l ly .  However, such p r i c e  s h a l l  be cons i s t en t ,  sub jec t  t o  d i f ferences  i n  
gravi ty ,  qua l i ty  and geographic loca t ion ,  with the  l e v e l s  of posted o r  t a x  r e f e r -  . 
ence p r i ces  general ly p reva i l ing  f o r  hydrocarbons i n  o the r  OPEC Countries and 
accepted by them a s  a bas i s  f o r  tax payments. 

(5) Limited Guarantee of F i s c a l  S t a b i l i t y  

The Government may, a t  its d i sc re t ion ,  give a guarantee of f i s c a l  s t a b i l i t y  t o  
opera tors  f o r  a reasonable period of time. 

(61 Renegotiation Clause 

1. Notwithstanding any guarantee of f i s c a l  s t a b i l i t y  that ,may have been granted t o  
the  operator ,  the  opera tor  s h a l l  not  have the  r i g h t  t o  obta in  excessively high n e t  



earnings a f t e r  taxes .  The f i n a n c i a l  provis ions  of con t rac t s  which a c t u a l l y  r e s u l t  
i n  such excess ively  high n e t  earnings  s h a l l  be open t o  renegot ia t ion .  

2 .  In  deciding whether t o  i n i t i a t e  such renegot ia t ion ,  the  Government s h a l l  take  
due account of the  degree of f i n a n c i a l  r i s k  undertaken by the  opera tor  and the  genera l  
l e v e l  of n e t  earnings elsewhere i n  industry.where s imi la r  circumstances p reva i l .  

3 ,  In  the  event the  operator  decl ines  t o  negot ia te ,  o r  t h a t  the   negotiations do not  
r e s u l t  i n  any agreement within a reasonable period of time, the  Government s h a l l  
make its est imate of the  amount by which the  opera to r ' s  n e t  earnings a f t e r  taxes  
a r e  excessive; and such amount s h a l l  then be paid by the  opera tor  t o  the  Government. 

4. 1n the  present  context ,  "excessively-.hEgh n e t  earnings" means n e t  p r o f i t s  a f t e r  
taxes which a r e  s i g n i f i c a n t l y  i n  excess, during any twelve-month per iod ,  of the  
l e v e l  of n e t  earnings the  reasonable expectat ion of which would have been s u f f i c i e n t  
t o  induce the  opeiator t o  take t h e  ent repeneur ia l  r i s k s  necessary. 

5. I n  evaluat ing the  "excessively high n e t  earnings" of the  new opera tors ,  considerat ion 
should be g iven  t o  t h e i r  o v e r a l l  competitive pos i t ion  vis-a-vis the  es tabl i shed , 

operators .  

( 7 )  Accounts and Information 

The opera tor  s h a l l  be required t o  keep within the  country c l e a r  and accurate 
accounts and records of h i s  operations. which s h a l l  a t  a l l  times be ava i l ab le  
t o  Government aud i to r s ,  upon request .  

Such accounts s h a l l  be kept  i n  accordance with the  Government's wr i t t en  i n s t r u c t i o n s ,  
which s h a l l  conform t o  commonly accepted p r i n c i p l e s  of accounting, and which s h a l l  
be appl icable  genera l ly  t o  a l l  ope ra to r s  within i t s  t e r r i t o r y .  

The operator  s h a l l  promptly. .make ava i l ab le ,  in.  a meaningful form, such information 
r e l a t e d  t o  i t s  operat ions a s  the  Government .may reasonably requi re  f o r  the  discharge 
of i t s  functions.  

(8.) Conservation 

Operators s h a l l  be required t o  conduct t h e i r  opera t ions  i n  accordance with the  
b e s t  conservation p r a c t i c e s ,  bearing i n  mind t h e  long-term i n t e r e s t s  of the  country. 
To t h i s  end, the  Government s h a l l  draw up wr i t t en  ins t ruc t ions  d e t a i l i n g  the  
conservation r u l e s  t o  be followed genera l ly  by a l l  cont rac tors  wi th in  i t s  t e r r i t o r y .  

(9) Settlement of Disputes 

Except a s  otherwise provided f o r  i n  t h e  l e g a l  system of a Member Country, a l l  d i spu tes  
a r i s i n g  between the Government and opera tors  s h a l l  f a l l  exclusively wi th in  the  ju r i s -  
d i c t i o n  of  t h e  competent na t iona l  cour t s  o r  the  specia l ized  regional  cour t s ,  a s  when 
es tabl i shed.  

(.lo) Other  matter^ 

I n  addi t ion  t o  the  foregoing p r inc ip les ,  Member Governments s h a l l  adopt on a l l  
o the r  matters  e s s e n t i a l  t o  a comprehensive and r a t i o n a l  hydrocarbons po l i cy ,  r u l e s  



including no l e s s  than the bes t  of current  p rac t ices  with respect  t o  the r eg i s t r a t i on  
and incorporation of operators ; assignment and,  t rans fe r  of r i gh t s  i work obl igat ions  ; 
the  employment of nationals;  t ra insng programs; royal ty  r a t e s ;  the' imposition of 
taxes generally i n  force i n  the1 country; property of the  operator upon expiry of 
the contract ;  and other  such .matters; 

(11.1 Definit ion 

For the purposes of the present Resolution, the  term "operator" s h a l l  mean any 
person entering i n t o  a contract  of any kind with a Member Government o r  its desig- . 
nated agency including the concessions and contracts  current ly  i n  e f f e c t ,  providing 
f o r  the exploration f o r  and/or development of any p a r t  of the hydrocarbon resources 
of the  country concerned. 
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POLITICAL IMPLICATIONS AND ACCEPTABILITY OF ACTIVE USE DENIAL 

FOR SENSITIVE NUCLEAR FACILITIES IN MULTINATIONAL 

FUEL CENTERS (MNFCs) 

I. Introduction 

Starting from the premise that, in other respects, the multi- 

nationalization of sensitive nuclear facilities provides an 1m- 

portant institutional component of proliferation resistance, the 

objection has been raised that multinational fuel centers (MNFCs) 

would be vulnerable to seizure by the government of the host 

country or by subnational forces. . Assuming location in a.non- 

weapon,state, seizure by the host government would be a means to 

acquiring a weapons capacity. To counter that kind of prolifera- 

tion risk, the concept of active - use denial (AUD) has be.en ad- 

vanced -- a combination of institutional and technoloqical arranqe- 
iments that would prevent (or greatly delay) the use of the.fa- 

cility by the host government for national weapons-making pur- 

poses. The same arrangements could also be used against seizure 

efforts by subnational groups or by invading foreign forces. 

The most elaborate working out of this concept presently avail- 

able is the System Planning Corporation's "Active Proliferation 

Resistance Control System for International Fuel Service Centers," 

dated September 1979 and cited hereafter as SPC-412. An earlier 

report, "Draft Contributions to a Preliminary Report on Prolifera- 

tion Resistance Engineering, " (SPC-358, May 1978) , intr'oduced the 
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concept. In essence, SPC-412 proposes to apply to .the key fa- 

cilities and inventories of an MNFC some of the "use-denial" 

systems. developed by the U.S. national laboratories to prevent 

the unauthorized use of nuclear weapons. A "command, control, 

and communication (c3) system" would be organized under mu1 ti- 

national auspices, with some elements'inside each sensitive fa- , 

cility, some in the MNFC headquarters, and some external to the 

MNFC (perhaps even external to the host country). A combination 

of "enable" and "disable" systems under c3 control would be re- 

quired to permit normal operations to proceed but would disrupt 

operations on receipt and confirmation of signals of abnormality 

suggesting imminent or actual efforts at seizure. Recognizing 

the risks of unnecessary disruption, SPC-412 stresses'the im- 

portance of high reliability and low false alarm probability, and . 
the need for graded denial responses ranging from short-term and 

readily reversible suspension of operations up to virtual destruc- 

tion of the MNFC as a functioning unit. 

Although the report pays considerable attention to organizational 

and technical measures for ensuring uninterrupted operation where 

no threat to the facility is present, the extent to which the . 

AUD system might be subject to legitimate objection on the ground 

of additional risk to the continuity of vital energy supplies re- 

mains crucial to its acceptability. The report states that a 

cut off of fuel supplied by the MNFC would be mitigated to some 

extent by the time delay between cutoff and its impact on power 

production, as well as by the possibilities for stockpiling and 
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for finding alternative supplles (Chapter 11, p. 6). It is 

difficult, however,'to reconcile this'reassurance with the con- 

cept of a plutonium management regime in which mixed-oxide fuel 

elements are delivered to national reactors outside of MNFC 

only as needed, with zero inventories at the reactor sites. (It 

wou1.d make a better fit with a "symbiotic" system in which only 

denatured, low-enr iched 2 3 5 ~  or 2 3 3 ~  fuel elements were exported 

from the .MNFC.) SPC-412 also contemplates a case in which the 

AUD system could disrupt electric power supplied by an MNFC in 

which breeders were colocated with the reprocessing plant, a 

feature .which contributes to the system's deterrent effect but 

may also weaken its political acceptability. 

In general, substantial political objection must be anticipated 

to any proposal based on nuclear weapon precedents. In the wea- 

pon systems, the requirement for positive enabling actions 'to arm 

the weapons is a precaution of self-evident merit, but in an 

energy.supply system, a paralled requirement implies some degree 

of risk to supply continuity. The balance between "enable" and 

"disable" components might have to be altered on this account. 

The system design and its political acceptability in any event 

ought to be considered in relation to three critical parameters 

of any MNFC. 



11. Critical MNFC Parameters: Form, Location, and Scope 

The evaluation of any AUD proposal will depend on the character 

of the MNFC to which 'it is applied, the relevant parameters being 

as follows: 

A. Degree of Multinationality, i.e., how closely it fits with 

one of the three conceptual paradigms: 

1. An MNFC serving primarily the program needs of the host 

country and operated mainly on a national basis, with 

the multinational elements introduced primarily for 

their contribution to proliferation resistance (and 

perhaps secondarily to secure economies of scale, cost- 

sharing, and product-sharing among the partners) ; 

2. An MNFC serving the program needs of a number of par- 

ticipating countries (most likely among a regional 

grouping of countries), none of which is large enough 

to justify a full fuel cycle, with multinational staf- 

fing of most of the operations (along the lines of SAS 

Scandinavian Airlines) ; or 

3. An international or multinational custody institution 

controlling personnel and material ingress and egress to 

and from nationally owned and operated sensitive fa- 

cilities. 



B. I Nature of the Host Country, i . e . ,  whether i t  is: 

1. A n  o f f i c i a l l y  recognized nuclear weapon s t a t e ; ,  

2.   not her advanced i n d u s t r i a l  country i n  the nuclear 

suppl ie r  category; 

3 .  A threshold developing cobntry w i t h  a  s i g n i f i c a n t  po- 

l i t i c a l  power s t a t u s  within i t s  region; or 

4 .  A small "neu t ra l "  country w i t h  no regional  or global  

power p o t e n t i a l .  

[N.B.  A v a r i e t y  of subse ts  of these four a l t e r n a t i v e s  

w i l l  be obvious. The i ssue  of loca t ion  has o ther  i m -  

po r t an t  AUD a spec t s ,  such a s  i s o l a t i o n  from a reas  reg- 
U 

u l a r l y  used for p o l i t i c a l  demonstrations or fo r  do- 

mestic armed fo rces  maneuvers; and a l s o  a c c e s s i b i l i t y  

t o  armed fo rces  of o ther  member-states of the  con- 

cmr t ; 1 7 -  , - - - -L : - . .  :, - ' I - -  ---I-' -,, ,,,.... - u r u r r v r .  ~ U L J J ~ C L  ii, i ~ u ~ u r ~ a n t  tecn- 

nological  and economic c o n s t r a i n t s . ]  

Scope of the  MNFC Operations,  i . e . ,  whether i t  extends: 

1. Only t o  s e n s i t i v e  "back end" a c t i v i t i e s ,  namely re- 

processing and associa ted  s torage;  

2.  To the  above plus  enrichment, f u e l  element f a b r i c a t i o n ,  

'. and de l ive ry  of fue l  t o  operat ing na t ional  r eac to r s ;  or 

3 .  To the above p lus  a l l  breeder r e a c t o r s  ( including " fue l  

f a c t o r i e s "  i n  a  symbiotic breeder-converter system).  



In theory, this three-dimensional matrix contains 36 cells, and 
', their number could be 'amplified by considering subsets and varia- 

tions. For purposes of this memorandum, it should suffice to 

illustrate how various combinations of.parameters would affect 

the nature of the challenge against which AUD measures are address- 

ed, and therefore also affect the AUD system design and its 

.political acceptability. 

Within Category A (Form), the first type would raise the most 

difficult problems, especially if combined with B.2 or B.3 and 

C.3. That appears to be the paradigm envisaged in the SPC-412 

Report. In it, the AUD system designers and the c3 operators are 

in a constant adversarial relationship to the host gover'nment 
. . 

. (which is presumed to be planning clandestine diversions or overt 

takeovers) and to the national operators (who are presumed to 

share the proliferating objectives of their government). Most of 

the multinationality would occur in the AUD system itself, which 
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national safeguards. 

Unless acceptance of the multinational AUD system were the only 

way in which a country could'secure desperately desired technol- 

ogy, it is difficult to believe that paradigm would be po- 

litically negotiable. The major exceptions might be the very 

special cases of countries whose'present regimes are unequivocal- 

ly opposed to a weapon capability and'who would like to foreclose 

the option to their own successors -- a rare class, which may be 



limited to Japan and West Germany at the most. 

In the case of an MNFC of type A.2, the situation is quite dif- 

ferent. By definition, the majority of the economic and operating 

interests in this case would lie outside the host country, so 

that most of the participants would.desire to maximize the deter- 

rent against host country takeover. Their own energy supply 

security would argue in favor of an effective AUD system, provided 

that it were not too expensive and not too easily triggered by 

false alarms. For these reasons, it might be desirable to con- 

sider a less complex design than suggested in SPC-412. 

Although neither report considers a multinational institution of . . '  
type A.3, the acceptability of AUD in this case would depend, to a 

great extent, upon whether the facility supplies primarily the 

needs of the owner or whether it also services a number of for- 

eign customers. If the former were the case, then the remarks 

directed towards AUD and type A.l facilities would be relevant. 

If the latter were the situation, then the considerations re- 

garding a type A.2 facility would be germane. 

A less complex design would be especially appropriate if loca- 

tions could be confined to categories B.l and B.4. The weapon 

states are, by definition, free of proliferation motives and fully 

alert to subnational threats. Assuming, however, that the world 

community would not accept a permanent limitation of MNFCs to 

weapon states, the other safest category would. be B.4, a group 



r 
including such countries as Switzerland, Costa Rica, and Sri, 

Lanka. They are not only too small to have pretensions for re- 

gional hegemony, but are also vulnerable to various kinds of 

retaliation from the other prospective regional consortium 

members in case their governments fall into extremist or irra- 

tional hands. It would still be desirable to provide some kind 

of AUD protection for an MNFC located in such a country, in order 

to deter takeover bids by ambitious subnational domestic groups 

(including factions of the armed forces) or foreign invaders. 

The experiences in recent years of Uruguay and Lebanon -- both 
once regarded as the "peaceful Switzerlands" of their respective 

regions -- illustrate the need to avoid exclusive reliance on the 
character of country regimes. Inherent weakness and vulnerabil- 

ity due to small size and location are more dependable grounds 

for reassurance. 

The scope of the MNFC has an obvious bearing on the importance of 

the political acceptability of its creation in the first place 

and of any AUD arrangements ass~ciated with it.. T f  it is itself 

the generator of a substantial part of any country's total power 

supply, or if it is the monopoly supplier of fuel elements needed 

for that supply and which (for non-proliferation reasons) are not 

permitted to be stockpiled, the commitment to an MNFC entails a 

far-reaching pooling of sovereignty. That is easiest to envisage 

within a group of natjons like the European Community. Whether 

it may become possible in South or Central America, South 

or Southeast Asia, various subregions of Africa, or the 

Middle East depends on many factors unrelated to energy supply, 



, and, within the ene.rgy sector, to the available alter'natives, 

both nuclear and non-nuclear. precedents that may be established 

in Europe, Japan, and North America will have a major bearing on 

acceptability to developing countries, as will the terms of par- 

@ ticipation by nuclear suppliers in any regional MNFCs proposed 

for developing countries. 

Assuming that the basic commitment.can be achieved, acceptability 

of an AUD component will require a showing that it makes contin- 

uity of operations more secure and that its marginal costs are 

within tolerable limits. 

111. Problems of' Decision-Making 

The cardinal elements of any AUD system are its technology and 

its arrangements for decision-making. An earlier report on the 

subject, SPC-358,. gives balanced attention to these two elements, 

but its proposals for decision-making are limited to the most 

. difficult combination of form, location, and scope ( A . 1 ,  B . 3 ,  and 

C.3 in Section I1 above). Under that combination, the operators 

are mainly nationals of the host country, while the AUD teams 

are the principal multinational components. That fact leads to 

proposals for decision teams of four nationalities at the 

critical control points (see Chapter V of SPC-358, p. 15), one 

representing the host country and any two of the others being 

enabled to institu.te a denial action. 



The report makes no reference to the problems of recruiting and 

maintaining the morale of such teams, presumably led by skilled 

professionals, who in normal times would have only the excruciat- 

ingly boring task of non-interference with the operators. Period- 

ic paper exercises or "war-game" takeover scenarios would offer 

only limited relief to this tedium. Given the legitimate concern 

of the host country with false alarm risks to continuity of 

energy supplies, it is difficult to believe that political accepta- 

bility could be won for a two-out-of-four decision-making arrange- 

ment. A more negotiable arrangement would require either 

concurrence of the host national authority (likely in case of 

subnational or external threats) or reference to a higher level 

of authority, with a clear majsrity needed for even limited use- 

denial actions. Much would depend on the seriousness of the 

disruption entailed by the lower-level responses, a factor that 

in turn-depends on the technological details. 

These considerations reinforce the non-proliferation advantages 

of paradigm3 A.2 and A . 3  over A.l (in Sectiun I1 above). In 

those cases, there is a wide scope for multinational operating 

responsibility, either for the individual facilities ( A . 2 )  or for 

the responsibilities of the Custody Authority (A.3). These models 

also display the built-in deterrence of multinational staffing 

against clandestine diversion and the majority-shared interest 

against host-country takeover. For these reasons, at least a 

portion of the AUD system could be entrusted to regular operating 

personnel, and decision-making could follow the pattern establish- 

ed for important decisions of operating policy. 



Extreme cases of use denial against frontal attack by host- 

country armed forces would require the 'kind of technological 

disruption indicated (although not described in detail) in SPC- 

358 and dealt with more extensively in SPC-412. The more dif- 

ficult cases would arise with ambiguous threats or with disputed 

allegations of diversion denied by the host government. Po- 

litical acceptability would appear more probable for an AUD 

system run by operators whose responsibilities include both non- 

proliferation and system continuity than for one in which AUD 

decisions are made by adversary teams whose sole responsibility 

is non-proliferation. 

I 

IV. Conclusion 

This first effort at analyzing active use denial suggests that 

arrangements can be developed to protect agalnst host country 

takeover of sensitive nuclear facilities in multinational fuel 

centers. It also makes clear that the design of adequate ar- 

rangements.and their political acceptability are closely 

related to the form, location, and scope of the MNFC, and cannot 

be judged independently of those parameters. It seems probable, 

. however, that in cases where an MNFC can be made politically 

acceptable in other respects, the political problems of adding' 

AUD features should not be so severe as to lead to its rejection. 
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