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he rule of thumb according to which 20 percent of the world’s popula-

tion consumes 80 percent of its raw materials no longer holds. Due to
rapid industrialization in China and other developing countries hundreds
of millions of people are coming to attain a standard of living previously
available only to people in the industrialized countries. This new prosper-
ity entails a rapidly increasing use of raw materials; the European Com-
mission estimates that by 2025 global raw-material consumption could
have increased fourfold (200s: 3).

Rapidly increasing demand has thoroughly transformed international
raw materials markets in the last five years. Shortages and massive price
increases are leading to competition between consumer nations. Many
fear a »new Cold War« for raw materials (Follath/Jung 2006). These de-
velopments will present the multilateral world trade regime, which regu-
lates trade in energy, agricultural, and metallic raw materials with new
challenges.

Taking metals as an example, we shall analyze the development of the
world trade regime since the end of the Second World War. We shall then
present the new trade-policy challenges due to growing raw materials
consumption, as well as the raw materials policy of China and other states.
Finally, we shall discuss the first proposals for the development of multi-
lateral regulation of raw materials markets.

Metallic Raw Materials — Not in Short Supply Geologically

Metallic raw materials are essential for industrialization and the building
of infrastructure. They include such basic metals as copper, zinc, and steel,
as well as their precursors, but also metals used in low quantities, such as
tantalum and tungsten. Use, price, and market development are different
from metal to metal. Here we can present only trends and use individual
metals as examples.
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Metallic raw materials are fundamentally distinguished from manu-
factured goods in terms of their high demand inelasticity. This means that
when the market price increases, demand falls only a little in the short
term. The specific characteristics of metallic raw materials can often be
only poorly substituted by other metals or materials. Take copper, for ex-
ample, as a conductive material for electricity or heat; possible substitutes,
such as silver and gold, are either too expensive or, as in the case of alu-
minum, not equally robust.

The supply side is similarly inelastic; that is, despite increasing prices
it is often not possible to increase supply in the short term. To be sure,
metallic raw materials are available in sufficient quantities, in geological
terms; the earth’s crust comprises 8.1 percent w/w aluminum and up to
6.3 percent w/w iron. Even rarer metals, such as copper, represent long-
term resources, comprising 0.0068 percent w/w of the total mass of the
earth’s crust. Moreover, metals are recyclable.

Shortages on world markets can arise, however, when increasing de-
mand cannot be matched by new supply over the short term. It often takes
6-T0 years to bring new mines into production. Frequently, a new works
infrastructure including energy, water, roads, and accommodation has
first to be established in remote areas. Licensing procedures take time.
The necessary machinery, such as excavators, can have two-year waiting
lists for orders. Furthermore, the discovery of suitable deposits is ex-
tremely risky. These factors make expanding raw materials supply a capi-
tal-intensive and time-consuming process.

The recycling of metals also has its limits. Many metals, such as cop-
per, are used in long-lasting infrastructure, so that scrap is available to
only a limited extent. This applies particularly in the case of developing
countries that require large quantities of copper, but have virtually no
scrap of their own.

As a result of the high inelasticity of demand and supply, periods of
surplus supply or shortage recur constantly. In most raw materials markets
prices develop in characteristic cycles, with strong price swings.

Aditionally there are high import dependencies. Ore deposits are vari-
ably distributed by region, so that resource-poor states have to rely on
imports from world markets. For example, Germany and Japan import
almost 100 percent of their metallic raw materials for primary production.

1. For a good overview of individual metals, see USGs (2008) and RWI/BGR/ISI
(2007).
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Practically speaking, both states are more or less reliant on the import of
metallic raw materials for their economies. Accordingly, multilateral trade
policy as regards raw materials markets is taking on great significance. It
determines the conditions under which a state can ensure its security of
supply via world markets.

Raw Materials in the Multilateral World Trade Regime
since the Second World War

The principles of the multilateral world trade system are based on the ex-
periences of the Second World War.? In the 1920s and 1930s interstate
trade in raw materials shrank due to increasing protectionism (Findley
2007: 471f). The fear of being cut off from raw materials imports was one
of the main factors in the war strategies of Japan, Germany, and the usa
(cf. Marshall 1995: 173; Copeland 1996; Nobutaka 1976). The Second
World War was ultimately also fought between the »haves« and the »have-
nots« over raw materials and »Lebensraum« (Muste 1967: 236).

In order to prevent a new impetus towards protectionism and to dis-
mantle obstacles to trade after the Second World War the usa and Great
Britain strove to set up an international trade organization. The Havana
Charter of 1948, signed by 54 countries, formed the basis for this. The
basic principle was to be that of »most favored nation.« This means that
trade privileges granted to a partner to the agreement must also apply to
other member states. Trade restrictions and a fragmentation of the world
market in parallel with the zones of political influence of the pre-war pe-
riod should be made impossible. Furthermore, the Havana Charter fore-
saw the dismantling of duties and restrictions on the import and export
of raw materials.

In addition, a chapter all its own was dedicated to »intergovernmental
raw materials agreements.« Producer and consumer countries were to

2. Raw materials have played a central role in the European unification process. The
then French Foreign Minister Schuman proposed a common market for coal and
steel, as well as the establishment of a supranational »High Authority,« the later
European Commission, for its administration. This idea was implemented in the
form of the European Coal and Steel Community in 1952, and was the first step
towards political unification. Accordingly, in the EU there are no import or export
duties and restrictions on trade in raw materials. Furthermore, the principle of non-
discrimination applies to investments in the mining sector.
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have equal rights in determining the implementation and management
of such raw materials agreements. The aim was to achieve greater price
stability and to strike a balance between producer and consumer countries
(Gayi 2004 9).

The Havana Charter never came into force, however, due to opposi-
tion in the us Congress, and negotiations on creating an international
trade organization were abandoned in 19s51. Instead, some of its trade
policy principles lived on in the General Agreement on Tariffs and Trade
(GATT). GATT remained, until the foundation of the World Trade Organ-
isation (WTO) in 1994, the core mechanism of the multilateral world trade
regime and, in a lightly revised form, is still one of the most important
treaties in the wro.3

Multilateral Trade Regulations on Raw Materials in
GATT/WTO

The basic principle of GATT/WTO — as in the Havana Charter — 1s that of
most-favored nation, to prevent discrimination and the fragmentation of
markets. However, »regional agreements« between two or more treaty
partners, which do not have to be close to one another geographically,
make it possible to circumvent the ban on discrimination. Producer states
can grant individual consumer countries preferential access to their raw
materials reserves by means of lower export duties in exchange for po-
litical concessions.

Mining investments are not regulated within the framework of
GATT/WTO. Consequently, there is no globally recognized agreement on
the transparency of the allocation of mining rights, minimum environ-
mental and social standards, or security of investments. Nor is there a
common basis with regard to the application of competition law in wro
member states. This is why oligopolistic structures among multinational
raw materials companies are difficult to prevent.

The chapter of the Charter on intergovernmental raw materials agree-
ments was not included in the GaTT/wWTO. It attained normative validity —
although it was not binding under international law — when the UN Eco-
nomic and Social Council approved it in a resolution in 1947 (Zacher
1987: 179). On this basis from the 1960s to the 1980s a series of raw

3. Accordingly, henceforth we shall talk of GaTT/wTO.
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materials agreements were concluded in the agricultural sector. Among
metals, only tin was dealt with within the framework of an intergovern-
mental raw materials agreement from 1956 to 1985. This was only of minor
significance, however, and achieved nothing in terms of price stabilization
(Meyer 2006: 19ff).

Export and import restrictions by means of quantitative licenses or
quotas are forbidden under garr/wro. This also applies to export bans
on raw materials. There are exceptions, however. For example, a member
state can apply export restrictions in order to prevent or alleviate critical
shortages of important products (Art. XI, para. 1 GATT/WTO). Apart from
that, export restrictions may be imposed to protect finite natural resources
if they are accompanied by the limitation of domestic consumption
(Art. XX (g) GaTT/WTO). Exceptions are also possible on the grounds of
intergovernmental raw materials agreements (Art. XX (h) gatr/wro0). If
such exceptions are applied they must satisfy the criterion of most-favored
nation treatment and consequently only used on a non-discriminatory
basis (Art. XIII, para. 1 GATT/WTO).

Import and export duties are in principle permitted within the frame-
work of GATT/WT0. In raw materials trading, however, low tariffs can be
similar in effect to export and import restrictions. In contrast to many
manufactured goods there are only small margins in processing raw ma-
terials, so that even relatively low tariffs can give rise to major trade dis-
tortions. GATT/WTO provides a setting for negotiations in which these
tariffs can be dismantled over the long term within the framework of
world trade rounds. For this purpose member states reach agreement on
tarift reductions by signing a document with »binding obligations.« The
member states decide which tariffs are brought to the negotiating table
in this way.

While in recent decades import tariffs on raw materials have been
gradually reduced in negotiation rounds, as regards export tariffs the
member states have not entered into any obligations because over the
decades there has been a structural surplus in metallic raw materials on
world markets. From the beginning of the 1970s to 2002 the price of cop-
per moved within a range between around 1000 and 3 0oo dollars. Ac-
cordingly, protectionism — that is, defense on the part of raw materials
producers against imports — was the biggest trade policy problem. The
UsA, for example, protected its mining sector against imports for most of
the 1970s through tarifts. Negotiations within the framework of the GATT
and later the wro always referred to this classic protectionism. As a result,
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import duties on metallic raw materials were steadily reduced. The usa
in particular opened up its highly protected copper market to foreign
competition. Non-tariff trade barriers, such as subsidies, were also grad-
ually reduced in the negotiations (UNCTAD 1996).

On the other hand, virtually no »binding obligations« concerning ex-
port duties were adopted by the member states. It is true that this was
one of the subjects of the Tokyo Round, and in the Uruguay Round there
was a raw materials negotiation group that dealt with export duties as
well. In general, however, the subject played a very subordinate role and
in the end nothing was achieved in the negotiations. During the develop-
ment of GATT/WTO export categories always prevailed. In the foreground
stood the reduction of import duties for access to export markets. Given
the raw materials surplus, however, competition for raw materials and the
use of export tarifts and import subsidies were not relevant.

Structural Transformation on Raw Materials Markets

Since 2002 there has been a structural transformation of international raw
materials markets (Wagner/Huy 2005). Prices for the whole range of raw
materials have increased enormously. Metals have been to some extent
more strongly affected than energy raw materials (International Monetary
Fund 2007: 43). For example, between 2002 and 2006 the copper price
increased by 560 percent.

The main reason for this price development is a change from buyers’
to sellers’ markets. For example, global demand for copper increased
sharply between 2001 and 2006, from 14.9 to 17.1 million tonnes. Almost
two thirds of this increase are due to China alone. This has gone hand in
hand with a growing import dependency. So, for example, Chinese im-
ports of cupriferous scrap increased by 13 percent to s million tonnes from
2006 to 2007 alone (RecyclingBizz 2008). No end of this development
1s in sight. In addition, it has been predicted that India will experience
similar development in raw materials use (RWI/BGR/ISI 2006: 6).

Raw materials markets are therefore being determined by new actors,
among which China is the most important. China is one of the biggest
consumers of copper, steel, and aluminum. In 2007 the Chinese economy
accounted for 37 percent of global steel consumption. The us share, by
contrast, was only 1o percent. With China a new actor has come on the
scene that differs fundamentally in terms of its view of the economy and
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the state from the »old« industrialized countries. For example, the Chi-
nese government considers the mining and metal industry as a strategic
sector. It describes it as a »vital« branch of industry and as »essential for
national security« (Bartimoro 2007: 1). Accordingly, the metal sector is
to remain in state hands over the long term. The enterprises involved be-
long to cither communes, regions, or central government, and are di-
rected by the National Planning and Development Commission by means
of various trade and economic policy mechanisms, so-called »macro man-
agement.«

The aim of the Chinese government is to organize the metal industry
to supply the domestic market and to restrict exports severely. At the same
time, the import of metals and mining abroad are actively promoted
(Harman 2007a, 2007b). Overall, it is difficult to evaluate the motives of
Chinese actors in the government and in enterprises. This has brought
considerable uncertainty into raw materials markets. The same applies to
actors such as Russia and even India.

Raw Materials Protectionism

The combination of new actors and increased competition for raw mate-
rials has led to a growing raw materials protectionism. For example, in
2006 China introduced export tariffs and restrictions on a whole series of
metals, such as copper, tungsten, and iron ore. At the same time, China
is subsidizing the import of iron and copper scrap, so that the scrap mar-
kets have at times been empty. One of the consequences is, for example,
that the recycling quota for copper scrap in the EU fell from 49 percent
in the 1990s to 41 percent in 2006. Furthermore, the Chinese government
is using national metal reserves in order to control the inflow of raw ma-
terials.

Other important actors are pursuing similar strategies (cf. Deutsche
Bundesregierung 2007a: 3). For example, as early as 1999 Russia and
Ukraine imposed export duties on a whole range of scrap metals. In 2008
India, for example, has imposed export duties on iron ore exports in order
to prevent exports to China (China-Interfax 2008: 1). There have also
been calls in the European metal industry for the introduction of export
duties.

An increase in raw materials diplomacy can also be observed. Large
Chinese state companies make purchases in raw materials-rich developing
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countries accompanied by state trade and cooperation agreements. For
example, in 2008 the Chinese and Congolese governments concluded a
comprehensive agreement on raw materials, according to which Chinese
state companies will invest 3 billion dollars in Congolese mines and 6 bil-
lion dollars in the construction of roads and railways. In return, China’s
Sinohydro Corporation and China Railway Engineering Corporation will
receive a 68 percent share in the Congolese state copper mining company
Gecamines (Reuters 2008). Furthermore, China has concluded a com-
prehensive bilateral trade agreement with Chile. Chile is the largest pro-
ducer of copper in the world and has now promised so percent of its
production to Chinese companies.

In the area of copper alone China has reached agreement on 13 differ-
ent mining projects abroad in the last two years. In contrast to multina-
tional companies these state companies sell the raw materials obtained in
this way mostly to Chinese companies and not to the highest bidder on
the world market. At the same time, the large state companies have be-
come important players on international raw materials markets. For ex-
ample, with the help of the Chinese State Development Bank, state-
owned Chinalco, the largest Chinese aluminum group, was able to buy a
9 percent share in the mining company Rio Tinto for 14 billion dollars.

The Chinese government has in this way indirectly become a major
figure in the takeover battle between BHP-Billiton and Rio Tinto, the big-
gest and third biggest mining companies in the world, respectively. It
remains unclear whether the intention behind this purchase is to block
the takeover, or whether Chinese state companies themselves ultimately
intend to take over Rio Tinto completely. For example, Baosteel, the larg-
est state steel producer, is publicly considering making its own offer for
Rio Tinto (Dyer 2008).

Other states are responding with similar strategies. For example, at the
beginning of 2008 India signed a comprehensive cooperation treaty with
the Congo to explore for copper and diamonds. The German government
too, 1n its raw materials strategy, is calling on the metal industry for back-
ward integration by means of raw materials extraction abroad (Deutsche
Bundesregierung 2007a: 6f). There is a danger of a raw materials protec-
tionist spiral and of a growing fragmentation of markets for metallic raw
materials.
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Power Shift in Favor of Producer Countries
and New Challenges

As aresult of the structural transformation in raw materials markets mar-
ket power is shifting in the direction of producer countries. For the last
30 years it was possible for the consumer countries, due to surplus supply,
to determine market conditions. In the 1970s there were efforts to estab-
lish producers’ cartels and to nationalize mines. Falling demand in West-
ern industrialized countries and falling prices caused these to break up
after only a short time, however. One example is the copper cartel CIPEC,
which was never able to obtain market power. Also, nationalizations, such
as in Chile, contributed rather to the diversification of market actors and
broke up existing producer cartels of multinational companies.

The supply shortage is increasingly enabling the producer countries
to impose their conditions. For example, negotiations are currently on-
going on mining concessions and the introduction of new taxes in a num-
ber of African states, such as the Democratic Republic of Congo and
Zambia (cf. Bariyo 2008: 1; Jones 2008: 1). At the same time, China and
India are at their disposal as new partners. Olusegun Obasanjo, president
of Nigeria from 1999 to 2007, sums it up as follows: »In the past we were
unable to maximize profits from our mineral resources. We did not have
a wide enough range of customers. The West had the whip hand. Things
are different now. We give our oil to those who pay the most. Finally we
are in a position to keep on raising the bar« (Sieren 2007). Used in the
right way this new market power could offer raw materials-rich develop-
ing countries an opportunity for economic development and to fight
poverty (cf. Sachs 2007).

Increasing raw materials consumption is leading to further damage to
the environment. For example, problems with water and energy supply
in the mining regions of South America and Southern Africa have inten-
sified massively. Increasingly, deposits with lower proportions of ore are
being mined. This means that greater quantities of mining waste have to
be moved, which also increases the use of energy and water. Depending
on the form of energy used this leads to increasing co, emissions. In ad-
dition, smaller mines are resuming production and new mines are being
opened in previously undeveloped areas and nature reserves (cf. Blei-
schwitz etal. 2008). While in the 1990s multinational companies were still
trying to operate in an environmentally friendly way (for example, in
Chile in the 1990s pollution in copper mining was reduced by 8o to
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90 percent), Chinese companies in the main pay no heed to environmen-
tal standards.

In some countries, however, the shift in power relations has had a
positive effect on social and working standards in the mining sector. Since
many mines operate at full capacity and lack qualified workers, in Chile
and Peru major concessions have been attained by strike action in the last
four to five years. On the other hand, the social situation of workers in
many African states remains very bad. This is particularly the case in small
mines.

The First Signs of Reform of Multilateral Trade

These new challenges arising from the increasing raw materials consump-
tion of developing countries make it necessary to revise and expand mul-
tilateral trade regulation.

The European Commission has already introduced a comprehensive
proposal on export tariffs in the Doha Round negotiations (WTO 2006).
Within the framework of a »WTo treaty on export tariffs« duties are to be
abolished in the medium term. The least developed countries will at the
same time be permitted over the long term to levy export duties on se-
lected products while tarifts remain low. The exceptions cited in the
GATT/WTO would remain in order to make it possible to use export tariffs
flexibly for other purposes, for example, the prevention of monetary cri-
ses. It is important that such a restriction of export tarifts does not infringe
states’ sovereign rights to determine the extraction of their own mineral
resources. They would remain free to issue extraction licenses or permit
mining by state companies.

This proposal would make it possible to check raw materials protec-
tionism. The most important consumer and producer states as regards
metallic raw materials (with the exception of Russia, which is not a mem-
ber of the wro) would in the medium term have to abolish their export
tarifts on metallic raw materials and secondary raw materials. Alongside
the wTo’s dispute resolution mechanism there would be an effective
means of punishing raw materials protectionism in the form of imposing
penalty tariffs on the exported manufactured goods of the respective
country. In this way the regulations on exports and raw materials import
markets could be linked and the political and economic costs of raw ma-
terials protectionism increased.
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Such an »agreement on export tariffs« would also put a stop to a frag-
mentation of raw materials markets by means of bilateral trade agree-
ments: If export tariffs were no longer permitted at multilateral level no
particular concessions could be granted within the framework of such
agreements. It remains a problem that import subsidies remain inade-
quately regulated. Here Article XVI, paragraphs 1 and 2 of the GATT/WTO,
which define import subsidies as »any subsidy, including any form of in-
come or price support, which operates ... to increase exports of any prod-
uct from its territory,« as well as Article 3.1 of the Agreement on Subsidies
and Countervailing Measures would have to be extended to imports.

Furthermore, an agreement on investments in the mining and raw
materials sector would be necessary under the umbrella of the wro. This
must take place in cooperation with the raw material-rich countries. Such
an agreement should leave it up to producer states to what extent they
nationalize or privately organize their raw materials industries. What is
needed is the transparent and non-discriminatory allocation of extraction
licenses and a commitment to environmental and social standards for for-
eign investments in mining. This would also involve reducing state sub-
sidies for foreign investments.

It is questionable whether it would be possible to implement such
agreements within the framework of the wro. For example, the negotia-
tions of the Doha Round are currently stalled. The proposals put forward
by the Usa and the EU on investment regulations and on environmental
and social standards have already been rejected. The EU proposal on ex-
port tariffs is still part of the Doha Round. It has run up against resistance
from China and other developing countries, however.

The approach of these proposals was cross-sectoral, however, and in-
cluded the broad range of commodities. Accordingly, it would be worth
considering negotiating the problems of raw materials protectionism and
their environmental and social consequences within the framework of a
sectoral wro agreement on trade and investment in the raw materials sec-
tor. In this way the negotiating partners would be better able to deal with
the special characteristics of raw materials markets.

Conclusion

The multilateral world trade system is barely adequate to meet the new
challenges arising from increasing raw materials consumption in the de-
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veloping countries, as well as the increased competition for raw materials.
Raw materials policy was an important part of the G8 meeting at Heili-
gendamm. However, only soft regulation was discussed (Deutsche
Bundesregierung 2007b: 6). The Extractive Industries Transparency Ini-
tiative, which calls for the disclosure of raw materials revenues in devel-
oping countries, and raw materials certification are important initiatives
from a development policy perspective.

A comprehensive approach would have to make possible a new bal-
ance between producer and consumer countries in order to prevent a race
for raw materials and a fragmentation of world markets based on »neo-
colonial« spheres of influence. For this purpose what is needed is recog-
nition of the development policy interests of many producer states.
China’s fear of an oligopolization of the iron ore market by multination-
als should also be taken seriously.

Trade in raw materials was the focus of the Havana Charter 60 years
ago. Its regulations could form the point of departure of a wro agreement
on trade and investment in the raw materials sector. Consumer and pro-
ducer countries should negotiate rules that make possible non-discrimi-
natory raw materials markets and mining investments and are adequate
in respect of the new environmental and social dimensions. The interna-
tional community should learn the lessons of the great conflicts over raw
materials of the nineteenth and twentieth centuries and lay down fair rules
on raw materials trade in the twenty first century. A better understanding
of raw materials markets in a multipolar world order could contribute a
great deal to shaping it in a cooperative way and so to lasting peace.
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