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Chapter Il

NATIONAL MATERIALS ISSUES
RELATED TO ECONOMIC STOCKPILING

Chapter |l addresses the question, “Should the United States consider imple-
menting an economic stockpile?” The major issues which necessitate such con-
sideration are discussed from five vantage points:

Increasing U.S. import depen-
dence,
International cartel actions,

Response of U.S. market system to
materials problems,

Use of U.S. stockpiles for economic
purposes, and

Economic stockpiling in selected
foreign countries.

A. INCREASING U.S. IMPORT DEPENDENCE

In 1970, the United States, which has only
one-twentieth of the world’s population, con-
sumed approximately one-third of the world’'s
raw material supply. Although the United
States is a major producer of both energy and
raw materials, it has become increasingly de-
pendent on imports from other countries to
supply its industrial economy. As a result, the
country is vulnerable to supply cutoffs or price
increases, particularly for several key
materials. Figure 11-1 dramatizes this import
dependence for 16 selected materials.
Although the percent import dependence for
zinc, petroleum, and iron ore is reasonably
small, three factors alone—the degree of de-
pendence, the importance of these materias in
the U.S. economy, and the existence of a po-
tent cartel in the case of petroleum—are cause
enough for concern about the future supply
and price of these materias.

The dependence on imports is increasing
either because such supplies are cheaper than
using indigenous U.S. sources (e.g., bauxite
ore), or the material is not indigenous to the

United States but has performance charac-
teristics uniquely suited to specific and desired
technological needs (e.g., platinum for use as a
catalyst in chemical reactions and chromium
for resistance to corrosion and oxidation).
Most of the other industrialized nations are
even more dependent on importing raw
materials than the United States and are
therefore more vulnerable to future supply
disruptions and price increases, Furthermore,
many of these nations depend upon the United
States as a reliable source of major com-
modities essential to their economies, a depen-
dence recognized in bilateral or multilateral
agreements. As a result, the economies of the
United States, and its dlies, the less-developed
countries, and the Communist countries are
mutually interdependent upon each other for
continuing prosperity. For those countries like
Japan and West Germany which rely almost
totally upon imported raw materias, the situa
tion is even more precarious. While freedom
from dependence on imports may be desirable
for the United States, it may not be a practical
reality.
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Figure 11-1.
U.S. Import Dependence for Selected Materials
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zinc 56
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Source Derived by comparison between U S imports and usage over a number of years
{import data from Department of Commerce usage data from Bureau of Mines and Rubber

Manufacturers Association)

In addition to concern regarding price and
supply of imports over the next several
decades, there is an immediate and serious
problem of the present actual shortages in
many processed materials such as steel,
auminum, and copper. These particular short-
ages appear to be the result of an under-
capacity in the United States and world
materials producing industries which occur-
red for several reasons. (1) a long period of un-
derinvestment in new capacity, (2) unprece-
dented period of high rate of economic growth
which has occurred simultaneously in most of

B. INTERNATIONAL

The emergence of the Organization of
Petroleum Exporting Countries (OPEC) cartel
as a force powerful enough to manipulate the
normal flow of petroleum to the international
economy has made the world painfully aware
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the developed countries, (3) large reductions
of inventories, and (4) the recent economic
slump. The resulting higher prices for
materials, which are also impacted by energy
price increases, are stimulating some cautious
expansion in production capacity and some
improved efficiency of materials use or
substitution in the materials and manufactur-
ing industries. While such changes can be ex-
pected to alleviate this particular source of
shortages, they will not resolve the questions
of vulnerability due to U.S. dependence on im-
ported raw materials.

CARTEL ACTIONS

of the potential which this type of organization
can have on both producing and consuming
countries. Although OPEC has been in exis-
tence since 1960, its action in October 1973 was
the first instance in which its members used



their joint strength as a political weapon
against petroleum-consuming countries, many
of which are completely dependent on imports
for this indispensable material. While the
United States is far from being completely de-
pendent on OPEC's ail, the effects of the tem-
porary embargo and the quadrupling of prices
have been of the most serious nature,
Whatever may come of a long-range program
for energy independence in this country, the
more immediate concern requires, among
other approaches, the consideration of an
economic stockpile for materials other than
petroleum included in the new strategic
petroleum reserve to avert or counteract
future cartel actions which may either restrict
supply or impose monopolistic prices to the
detriment of the U.S. economy. It should be
emphasized, too, that because of the interde-
pendence of the economies of the world in-
dustrial nations, U.S. policy in this important
area will also have repercussions on nations
other than the members of a cartel,

1. Conditions Necessary for Successful
Cartelization

OPEC’s example has undoubtedly stirred
the hopes of other producers of raw materias,
especially where the “climate” for successful
cartels is favorable. If such a cartel action is to
be successful, however, several conditions
must  exist:

. The supply of materials must be con-
centrated in a relatively small number
of countries;

The material must be traded interna-
tionally on a fairly large scale;

C. Substitute materials must not be too
readily available to the consumer, forc-
ing him to continue paying higher
prices for a period of time before seek-
ing a substitute;

. The material must be one in which U.S.
Government stocks do not exist in sig-
nificant quantity;
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.The producers, or at least their
organi zation, must be able to
simultaneously forgo export earnings
from sale of the material for some
period of time, and withstand retaliato-
ry import restrictions on other
economic fronts, as well as overcome
the possible internal labor problems
which deprivation would cause;

. Consumer demand must be somewhat
unresponsive to price changes, and

. The members of the producer group
must have compatible objectives which
could be either political or economic.

Even though all of these conditions were not
present in the OPEC action, the political ad-
vantage was the deciding factor in that
organization’s determination to act as it did.

2. Materials Cartels

Given these conditions, one question domi-
nates the analysis of materials planning: Is
there a probability of a materials cartel like the
petroleum OPEC, and if so what can be done
about it? To the first part of the question, one
can respond only with informed judgment. To
the second, however, there is a history of
scientific and technological solutions which
can be assessed and--contingent upon their
economic, social, and political ramifications—
applied in an effort to avert or counteract
cartel action.

Many producing countries are showing in-
creasing interest in changing present terms of
trade to their benefit."Hence, many of these
countries have either discussed or attempted
market intervention to raise or at least in
fluence raw materials prices. First, seven ma
jor bauxite-exporting countries met in March
1974 and formed an organization to coordinate
their future policies. while some of the mem-
bers opposed using the International Bauxite
Association (IBA) as a cartel, Jamaica in-

tint, tional Economic Report of the President, transmitted
to the Congress March 1975.
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creased its taxes and royalties on bauxite by
500 percent in June 1974. Second, the four
countries which make up the International
Council of Copper Exporting Countries
(CIPEC) met several times throughout 1974 to
discuss setting minimum copper prices. They
finally agreed to reduce exports of copper in
al forms by 10 percent in an attempt to stop
the downward price movement. Third, Moroc-
co raised the price of phosphate rock by nearly
60 percent during 1974. Finally, a number of
iron-ore-exporting countries—mostly less-
developed countries are currently discussing
plans to create a formal collective organiza-
tion.

In general, it must be pointed out that the
price multiplication of raw materials should
affect product prices much less than has been
the case for energy. Bauxite, for example, has
been close to $12 per ton, whereas the price of
aluminum ingot is about $600 per ton.
Although it takes about 4 tons of bauxite to
produce 1 ton of aluminum, it is clear that
doubling the bauxite price should not in-
fluence the price of aluminum as strongly as
the changes in crude oil prices increased the
resulting prices for energy fuels and
petrochemical products, However, there is a
trend for the producing countries to seek price
increases for their raw materias, as well as to
develop their own industries for materials pro-
cessing and fabrication rather than simply ex-
porting raw materials. Such changes in in-
dustrial emphasis could not only result in sig-
nificant changes in the economic development
of producing countries, but it could also
damage the U.S. materials processing industry,

The prospect of a “Materials OPEC” is cur-
rently the subject of serious examination, both
inside and outside the Federal Government,
and such consideration has already changed
the character of discussions in international
trade relations from the focus of the past
several decades on “access to markets’ toward
one of “access to supply, ” The statement by
U.S. Ambassador William Eberle (Special
Representative for Trade Negotiation) at the
recent Hearings on Materials Shortages before

28

the Joint Economic Committee of Congress
pointed to such an administration view on the
development of a stable and equitable frame-
work for international trade in raw materials.

Further, developments in the negotiations
recently concluded in the United Nations Con-
ference on Trade and Development (UNCTAD
IV) suggest new considerations for U.S.
materials policy, A group of 77 countries have
been pressing for the creation of a $3 bhillion
Common Fund to finance buffer stocks as a
means of stabilizing world prices for various
raw materials, Buying and selling these buffer
stocks would permit countries, they argue, to
keep prices within specified ranges and thus
avoid price fluctuations. Initially, the U. S,
Japan, West Germany, France, and Britain op-
posed this suggestion, offering instead to
negotiate commodity agreements on a case-by-
case basis, then at some future date to discuss
the issue of stockpile financing, A compromise
was reached during the last week of the con-
ference which would permit negotiations to
begin on certain commodities before the end of
1976, Moreover, the conference urged quick
review of the debts of 20 very poor nations,
and authorized various studies on world
economic problems, z

The second part of the question regarding a
materials cartel is concerned with what might
be done if the threat of an OPEC-like action
becomes reality. Both increases in price and
uncertainty of supply are likely to stimulate
the following technical responses:

Materials substitution (i.e., the use of a
different material, to perform the same
function, such as copper or aluminum
in conductors);

Process substitution (i.e., the use of a
different raw material, such as other
aumina clays in place of bauxite);

System modification or substitution
(i.e, reduce or avoid the need for a
specific material by changing the

2Washington POSt, June 1, 1976.



engineering system, such as the use of
a magnetic circuit breaker in a car igni-
tion system in place of the conven-
tional electrical circuit breaker); and

. Stockpiling either of materials or of
technology. s

The first three of these responses will require
relatively long leadtimes to develop the
substitute technologies and will be very ex-
pensive if heavy investments in new facilities
are required. For example, the substantial
substitution of natural fibers by sythetic fibers
has taken some 40 years; the replacement of
open-hearth steelmaking technology by the
basic-oxygen process, some 10 years. Histori-
cal experience indicates that the substitution
of a material or a new process for another
generally takes about 20 years. While it is
true that crash programs like the develop-
ment of the atomic bomb or the manned
spacecraft program can result in unusually
rapid change, the investment in resources to
achieve such change is extremely large.

Table I1-1 sets forth the cartel outlook for 16
materials, along with related information on
U.S. imports, magjor import sources, the U.S.
Government stockpile situation, and the trend
of U.S. demand over the next 5 years. Further
details on cartels and potential cartels are con-
tained in appendix B.’

3Requi remen ts for Fulfilling a National Mo terials Policy.
Proceedings of an Engineering Foundation Conference held at
Henniker.N.H.. August 1974. Note—All other references to ar-
ticles from these proceedings will be cited as the Henniker
Report.

sSee also the Council on International Economic Policy
Special Report: Critical Imported Materials for an analysis of
the potential for materials cartelization, and Eight Mineral Car-
tels, The New Challenge To Industrialized Nations, published
by Metals Week, 1975.
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a. Copper Cartel.—The International
Council of Copper Exporting Countries
(CIPEC) has been less successful than OPEC,
due in part to the fact that the four countries in
CIPEC control only about one-third of the
world production. In any event, CIPEC poses
little threat in terms of supply disruptions to
the United States, which is almost indepen-
dent of foreign sources for copper. However, a
successful action by CIPEC will certainly
affect domestic copper prices.

b. Bauxite Cartel.--Other than OPEC, this
is probably the most serious cartel threat to the
United States. Ten countries which produce
over 65 percent of the world's output and ac-
count for 80 percent of the bauxite/alumina
trade are members of the International Bauxite
Association. The IBA’s purposes are to coordi-
nate information on bauxite production and
increase revenues from bauxite operations in
member countries. Unilateral action by
Jamaica, which accounts for about 20 percent
of world production, increased revenue from
the sale of bauxite through higher taxes.
Although that country may press other mem-
bers of the IBA to attempt joint restrictions of
supply, no firm pricing and taxing policies
have yet been established. The U.S. response
to supply or further price actions could be a
shift to substitute materials and, in the long
run, the domestic development of aluminum-
bearing clays and other aluminum bearing
materials,

c. Mercury Cartel.—A mercury cartel has
had an intermittent existence over the last 50
years. During the early 1970's a group of merc-
ury producers met informally to exchange
market views and try to formulate a price
policy. A producers organization, formed in
May 1974 to maintain high prices, has been
unsuccessful and is likely to remain so because
of the existing U.S. mercury stockpile and the
decrease in world demand.
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C. RESPONSE OF US MARKET SYSTEM TO MATERIAL PROBLEMS

In mid-1973, the Secretary of the Interior
issued his “Second Annua Report Under the
Mining and Minerals Policy Act of 1970. " Stat-
ing that “development of domestic mineral
resources is not keeping pace with domestic
demand, ” he cited nine major problem areas
confronting the mining, minerals, metal,
mineral reclamation, and energy industries. Of
the nine areas cited, two are of particular im-
portance in relation to how the U.S. market
system responds to materials problems;

Expropriate ions, confiscations, and
forced modifications of agreements
have severely modified the flow to the
United States of some foreign mineral
materials produced by U.S. firms
operating abroad, and have made other
materials more costly; and

U.S. industry is encountering greater
competition ‘from foreign nations and
supranational groups in developing
new foreign mineral supplies and in
assuring the long-term flow of
minerals to the United States.

The Secretary made a number of corrective
legislative recommendations, including the
creation of a Department of Energy and
Natural Resources, provision of an organic act
for the Bureau of Land Management, revision
of the mineral leasing laws, regulation of sur-
face mining activities, amendment of the
Natural Gas Act, construction of deepwater
ports, and modifications of right-of-way
limitations. Only the latter recommendation,
defined as the Alaska pipeline bill, was
enacted into law in 1973; the other recommen-
dations were carried forward as considerations
for the 94th Congress.

Also in mid-1973, the National Commission
on Materials Policy (NCMP) issued its Final
Report which made 177 detailed recommenda
tions, those affecting minerals being in close
agreement with the Interior Minerals Policy
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Report. Perhaps the most significant recom-
mendation of the NCMP was that

it should be the policy of the United States to
rely on market forces as a prime determinant of
the mix of imports and domestic production in
the field of materials but at the same time
decrease and prevent wherever necessary a
dangerous or costly dependence on imports.”

Under the extraordinary conditions now
facing the United States, however, the
American market system may be unable to
respond quickly and effectively to the variety
of supply problems now occurring. One major
reason is the system’'s dependence for much of
its raw materials upon purchases in interna-
tional markets which are undergoing rapid
changes and do not operate in the same man-
ner as the U.S. system. Whereas in the past
many U.S. firms had subsidiaries abroad
which provided much of their raw materials,
now the situation is complicated by direct
foreign government involvement in many in-
dustrial phases of raw materials supply. In the
United States the political and social ramifica
tions involving raw materials producers or
consumers may override economic factors.
Furthermore, legal and constitutional barriers
may be deterrents to the production and flow
of raw materials. Aside from the significant
impact of the raw materials problems stem-
ming from import dependence, the U.S.
economy is faced with problems of quick and
effective response to domestic supply/demand
changes.

For these reasons, analysis of a certain
limited form of Government action to comple-
ment the market may be necessary. It must be
clearly recognized, however, that an economic
stockpile is subject to political as well as
economic manipulation. Its mere existence
constitutes a threat overhanging the market,

sNational Commission on Materials Policy, Material Needs

and the Environment, June 1973,



unless acquisitions, holdings, and disposals are
carefully disciplined with respect to the poten-
tial dangers of market management. It is
therefore the purpose of this assessment to ex-

CHAPTER Il

amine how national stockpiling policy can be
used to assist, not replace, private industry’s
management and operations in the American
market system.

D. USE OF U.S. STOCKPILES FOR ECONOMIC PURPOSES

The only direct U.S. experience with
stockpiling has been the handling of materials
in the agricultural and strategic stockpiles and
Defense Production Act inventories.”Despite
their statutory limitation to military purposes,
these stockpiles have in actual practive been
used as a de facto economic stockpile,
especialy through disposals after the termina
tion of nationa emergencies. Moreover, recent
disposals from both the strategic stockpile and
Defense Production Act inventories have
depleted U.S. materials resources to the extent
that our capabilities to discourage or coun-
teract foreign disruptions of materials required
by the economy have been seriously com-
promised.

1. Economic Use of the Strategic Stockpile

The Stockpiling Act of 1946 specifically,
albeit unintentionally, included some aspects
of an economic stockpile when it provided in
section 3 that purchases of strategic and criti-
cal materials be made, so far as practicable,
from supplies of materials in excess of the cur-
rent industrial demand. In the same Section,
the matter of disposals provides for the protec-
tion of producers, processors, and consumers
against avoidable disruption of their usual
markets.

Acquisition and sale of materials from the
strategic stockpile were governed by the im-
balance between objectives and inventories.’

sFor further elabora t ion of the events discussed here, see
app. A.

7As explained in ch, I. stockpiling objective in this study
refersto the goa (or use) of a given stockpiling policy, not to the
amount of material to be stockpiled, as defined here by the
strategic stockpile.

The objectives were governed by an ever-
changing set of assumptions relating to the
length of war, accessibility of foreign supply,
size of the Armed Forces, degree of civilian
austerity, and similar considerations which
had a profound effect on either demand or
supply or both, and consequently on the size of
the stockpile objective, This, in turn, deter-
mined whether or not Congress could be asked
for money to buy or authorization to sell. Not
surprisingly, the record shows that when there
was a disposition toward acquisition of
materials, for whatever reason, the assump-
tions tended to result in reduced supply esti-
mates and/or increased demand estimates.
When disposal became a policy objective,
whether to fight inflation or simply to add to
Treasury receipts, changes in the assumption
produced a totally opposite supply/demand
effect.

Evidence of the foregoing abounds in the
case studies and other materials developed
from the literature search conducted during
this assessment. Specifically, the post-Korean
war acquisition period in the fifties, the dis-
posals during the peak of the Viethnam war
production effort in the sixties, and the infla-
tion fight of the early seventies provide high-
lights over a period of several decades. One
item of interest is the total independence of
the stockpile program and actions from politi-
cal-party persuasion. Managing a stockpile has
many political aspects, but orientation to one
party or the other has not been one of them.

In addition to the effect of changing
assumptions or objectives, one other aspect of
the management of the strategic stockpile
should be mentioned. Under section 5a of the
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Stockpiling Act, the President can order
releases of material when, in his judgment,
such release is “required for purposes of the
common defense. ” Thus, the released material
was allocated by the Commerce Department
largely to contractors and subcontractors based
on their defense-rated orders for programs of
the Department of Defense, the Energy
Research and Development Administration,
the Nuclear Regulatory Commission, and
the National Aeronautics and Space Ad-
ministration. The rules were followed to the
letter and beyond in the sense that “common
defense” was given the broadest possible in-
terpretation.

The net effect, however, was essentially the
opposite of what appeared on the surface. As
pointed out earlier, defense production and
construction operated under the rules of the
Defense Materials System (DMS). Under those
rules, purchase orders of defense contractors
had an absolute priority over purchase orders
of nondefense contractors. After defense
needs were met from available supply, the re-
mainder was sold to meet nondefense needs.
To the extent that defense needs were met by
a stockpile release, an equivalent amount of
material was made available from regular sup-
ply for sde to nondefense users.

2. Defense Production Act Inventory

The above discussion relates primarily to
the strategic and critical materials stockpile,
for which statutory language was relatively
tight. However, purchasing and disposal ac-
tions under the Defense Production Act (DPA)
inventory took place under a much more flexi-
ble set of rules.

Under the Defense Production Act of 1950,
congressional approval of individual actions
was not required. As a matter of fact, the
program was managed by the Director of
Emergency Preparedness and predecessor
agencies. He could accept deliveries into the
DPA inventory, divert them to private indus-
try, or accept them and transfer them to the
strategic stockpile to remove the threat of their
sale from the market.
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The DPA inventory was not originally en-
visaged as a stockpile. As is pointed out
several times in the literature search, floor
price purchase contracts represented an in-
ducement to help persuade private investors to
expand productive capacity. e In some cases
deliveries were small in relation to the poten-
tial expectations (or fears) of the DPA program
managers of the 1950’s. As time went on, the
huge amounts of materials made it possible to
use the DPA inventory as an economic balance
wheel, and it was so used.

Table 11-2 presents a summary of stockpile
disposals (as of March 31, 1975) from the
various types of inventories, comparing sales
values with acquisition costs. Total sales value
of all disposals is about 3 percent above ac-
quisition costs. A somewhat different com-
parison between national stockpile inventory
acquisition costs and market values (which do
not necessarily reflect the amount that would
be realized at time of sale) shows the result of
inflationary rises, especialy in 1973 and 1974.
At the end of 1966, these two figures were
fairly close—$4.7 billion in inventory, against
a market value of $4.8 billion. By June 30, 1975,
as a result of large amounts of disposals, in-
ventories had been reduced to $2.6 billion,
while their market value was calculated at
more than $5.4 billion.

In these program actions, there is not the
dlightest suggestion that any law was violated
or any action of questionable legality taken.
Nevertheless, the history of U.S. stockpiling
makes it abundantly clear that any legislation
establishing an economic stockpile and
delegating operational authority to the execu-
tive branch should be designed to include con-
gressional review and approval.’ln March
1975, the General Accounting Office (GAO)
recommended in a report to Congress that
“until the Nation’s critical resource require-
ments are clarified, the Congress may” wish to
consider halting future disposals currently

Wee the case study, “ Releases of Copper from the Stockpile, ”

App. B.
9See, for example, S. 1869, a bill to provide for national

stockpiles to protect the economic security of the United States.
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Table I1-2.—Summary of stockpile disposals as of Mar. 31, 1975

i Saks commitments
Nature of disposal —
Sales value Acquisition cost

Cumulative to date:
National and supplemental stockpiles. . . ... ., ..............,. $4,823,872,570 $4450,789,238
Defense Production ACt . ... ..ot 1,347,293,393 1,589,238,982
Ot INMVENEONTES. . . v o ettt 212,170,670 94,007,911
Presidentia releases. . ...l PP 487,955,000 389,119,000
Total diSPOSAIS. . .ot 6,871,291,633 6,523,155,131
Purchase and resale: Defense Production ACt. . . .......oonneeeeennnn.. 1,749,646,112 1,808,406,671
Grand total . . . . ... ... e ey 0. 8,620,937,745 8,331,561,802

NOTE:-Acquisition cost is based on the average unit price of inventory on hand at time of sale. This unit price is established
without regard for (I'the grade, type, or quality of the commaodity in inventory, and (2) the varying purchase prices or appraisal value
that have accumulated in inventory records since the inception of the program.

Source: General Services Administration DM-80 Quarterly Report, Mar. 31.1975.

authorized under specific legislation and grant
no further requests to dispose of strategic and
critical materials. " The report aso suggested
that Congress might want to “study the ad-
visability of broadening the strategic and criti-
cal materials stockpile concept to release
material to meet short-term economic as well
as national defense emergencies. ” In addition
to the GAO report, the House Armed Services
Committee has requested a complete reevalua
tion of the requirements of the strategic
stockpile in terms of materials and the length
of a potential conflict requiring their use.
Further, Senator Domenici introduced a bill,
S.2767, which calls for a moratorium of 1 year
on al sales from the strategic stockpile, includ-
ing those previously authorized but not sold.
This bill was introduced to enable a reevalua-
tion of the strategic stockpile, permit the ques-
tion of an economic stockpile to be resolved,
and insure that no materials would be sold
which might have to be purchased in the
future at an increased price.

3. Interaction Among Federal Agencies

Another useful product of the literature
search is the insight provided into the actions
and interactions among Congress, the execu -

19General Accounting office, “Stockpile Objectives of
Strategic and Critical Materials Should Be Reconsidered
Because of Shortages,” March 1975.

77-119 0 -76-4

tive branch, private industry, and persons
responsible for other Government programs
such as national security, economic stabiliza-
tion, industrial growth, and budget deficits.

On the one hand, no amount of literature
can ever adequately convey the strength of the
pressures, the degree of abrasion, or the inten-
sity of program conflicts. These are not com-
mitted to paper. Yet the literature search did
illustrate that powerful forces and pressures
were commonplace for many stockpile tran-
sactions. The significance of this is simply that
if a defense-oriented stockpile is susceptible to
external forces, it can certainly be expected
that similar pressures will rise exponentially
for an economic stockpile.

Given these pressures and potential con-
flicts, any piece of economic stockpiling
legislation will have to be both more flexible
and less flexible than the strategic stockpiling
legislation: more flexible in the sense that dis-
posals under present legislation take so long
that the optimal selling time frequently disap-
pears by the time action can be taken, and less
flexible in addressing the question of the
policy assumptions which underlie individual
actions. Perhaps the process could be speeded
up by having the President submit a proposed
transaction to Congress which would have a
10-day period for disapproval.

35



CHAPTER I

E. ECONOMIC STOCKPILING IN FOREIGN COUNTRIES

The same threats of supply disruptions
which could seriously affect the United States
could aso damage the economies of other na-
tions, many of which are more import depen-
dent than the United States. Several of these
countries have established or are planning to
establish economic stockpiles as a form of self-
protection against supply disruptions or price
increases, It is extremely important for the
United States to pay close attention to the
materials which these countries may stockpile.
Inherently, economic stockpiling is a process
of market intervention and will create
economic as well as social and political im-
pacts,

One country which maintains both a
government-owned stockpile and grants in-
centives to private industry to insure supply
and price stability is Sweden. Sweden is now
ranked fourth in the world in the production
of iron ore and is still discovering new
deposits. The major importers of Swedish iron
ore are West Germany, the United Kingdom,
and Belgium-Luxembourg. If Sweden decided
to cut back on its exportation of iron ore, for
either price or strategic reasons, the importing
nations could be adversely affected, creating
foreign policy implications for the United
States. For example, if West Germany were
unable to receive its needed iron ore supply, it
might very well turn to the United States to
supply some of its needs. These stockpiling
programs are summarized in the following sec-
tions, a more detailed analysis is included in
appendix C,

1. Japan

The Japanese Government is considering
several forms of economic stockpiling. In 1974,
the Mining Industry Council, an advisory
group to the Ministry of International Trade in
Industry (MITI), recommended that the
Japanese Government immediately subsidize
the stockpiling of nine nonferrous metals:
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Immediate stockpiling of copper,
nickel, chromium, and tungsten;

Stockpiling held desirable but not cur-
rently appropriate for zinc, cobat, and
molybdenum; and

Supplies considered stable but in need
of continuing observation for tin and
antimony.

The stockpiling program will be carried out
by a private corporation financed by Govern-
ment-guaranteed funds and partially sub-
sidized by the Government. The corporation—
Japan Metal Mining Public Corporation-con-
trolled by MITI is supervising the issuance of
bonds.

“Scrap Steel Stockpiling” was created in
1975 by MITI with the formation of a non-
profit foundation composed of steel manufac-
turers, scrap wholesalers, and scrap collectors.
It will stockpile steel to stabilize domestic
prices of scrap and to encourage recycling of
steel. In addition to this, a special recycling
association was created to promote utilization
of iron resources, It will generate loans for
new equipment and develop new technology
for utilization of scrap.

2. France

In 1972, the French Government decided to
establish a natural stockpile of critical
materials to meet economic rather than
strategic supply crises. The French economic
stockpile has four purposes:

Serve political and economic defense
needs,

Reduce the excessive vulnerability of
certain processing industries,

Allow France to participate in interna
tional agreements to stabilize prices of
raw materials, and

Provide a basis for regulating prices of
materials.



The stockpile management is under the
“Groupment d’'Importation et de Repartition
des Meteoux” (GIRM). GIRM specifically will
assist French mining companies beyond their
traditional efforts in French Africa and over-
sea territories. It will help French companies
extend endeavors into developed countries
with mineral resources such as Canada and
Australia and oil-rich countries such as Iran,
Indonesia, Zaire, Yugoslavia, and Brazil.

The economic stockpile will contain 2
months average input supply of each category
of materials. One hundred million francs (ap-
proximately $23 million) were provided for
1975. Appropriations are expected to double in
1976 and remain there for the level build up of
3 to 4 years.

3. Sweden

The Swedish inventory management
system provides incentives to private industry
to maintain stockpiles. This is done through
taxation of corporate income in three areas:

Inventory valuation,

Depreciation, and

Reserves for future investment.
In reality these will not create a national
stockpile but rather a healthy industry with in-

ventories large enough to meet emergency
situations.
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4. European Common Market (EEC)

The Common Market Study currently un-
derway is oriented toward a policy/
management system. The policy objectives in-
clude the growth and stabilization of the
economics of less-developed countries now
dependent on revenue from exports of particu-
lar materials.

To support these objectives, the EEC na-
tions would enter long-term agreements for
purchase of such materials and agree upon
prices. This would presumably work indepen-
dently of the world market prices being either
higher or lower. West Germany is very con-
cerned about any EEC program which could
interfere with the operation of the free en-
terprise system.

The EEC study consideration is an alterna
tive to economic stockpiling. A big question is
how it could work without affecting world
market prices and/or other nations.

5. Other Countries

The United Kingdom is also creating an
economic stockpile, and unconfirmed reports
indicate that this is the case in several other
countries, including Brazil. Of considerable
importance is the question of how various na
tional economic stockpiles will relate to one
another, and of their tremendous potential for
abuse and use beyond the intended policy ob-
jectives.
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