
The downturn in the global industry 

F 
ollowing the Global Financial Crisis of 2008 there 
was an attendant fall in demand for aluminium-
based products from major end use customers in 
the construction, automotive, aerospace and 

packaging industries. This forced the global bauxite, alumina 
and aluminium industry to adopt surgical cost reduction 
measures resulting in the retrenchment of uncompetitive 
capacity in some regions of the world. In particular, global 
primary aluminium production fell from 40.1 million metric 
tonnes in 2008 to 37.7 million metric tonnes in 2009. Of this, 
roughly 38% (or 0.9 million metric tonnes) originated in the 
United States. A further 15% (or 0.4 million metric tonnes) 
reduction occurred in Russia and an additional 10% (or 0.3 
million metric tonnes) was slashed in Norway. Within this 
context, global metal grade alumina prices collapsed from a 
high of US$435 per tonne in June 2008 to a low of US$170 
per tonne in January 2009. This effectively induced some 
aluminium smelters to opt to procure their alumina 
requirements on the spot market at these depressed prices 
instead of producing it in uncompetitive affiliated refineries. 
In these circumstances global alumina production slumped 
from 79 million metric tonnes in 2008 to 73.8 million metric 
tonnes in 2009, reflecting a 47% (or 2.4 million metric 
tonnes) reduction in Latin America and a 34% (or 1.8 million 
metric tonnes) capacity downsizing in Europe. With the 
precipitous decline in alumina prices, some 67% of Jamaican 

alumina capacity was rendered revenue-negative from around 
the fourth quarter (Q4) of 2008. This largely due to their 
positioning at the higher end of the international cash cost of 
production curve. As the multinational owners sought to 
bring global production into closer alignment with the 
prevailing diminished market demand, some 2.9 million 
metric tonnes (or roughly 66%) of Jamaican alumina capacity 
(notably at the Ewarton, Kirkvine and Alpart refineries) were 
curtailed, with an associated loss of highly skilled workers 
and well-paid jobs.  

Lessons worth learning  
An important lesson worth learning is that episodes of 
retrenchment (some more protracted than others) are 
inherent features of the global industry‟s business cycle. Also, 
it is to be recognised that being revenue-positive (which is a 
function of a refinery‟s positioning on the global industry 
cash cost of production curve) is a critical determinant of 
long-term survival. As such, it is absolutely necessary to 
continuously tweak the industry‟s business model so as to 
insulate it from the ravaging effects of these cyclical 
downturns. More specifically, there is the urgent need to 
embed disciplined cost structure management and efficient 
resource utilisation (including the efficiency of labour) into 
our business processes. It is therefore with this in mind that 
we now turn to Chart 1 which is based on data from CRU 
Analysis. It shows that energy is a significant element of the 
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alumina industry cost structure, accounting for 28% in 2009. 
This is further amplified by the fact that, under normal 
conditions, the Jamaican alumina industry consumes roughly 
10 million barrels of oil equivalent (predominantly Heavy 
Fuel Oil) in a given year. Indeed, Chart 2 illustrates the level 
of price volatility of Heavy Fuel Oil (HFO) as it flirted with a 
peak of US$100 per barrel in August 2008, plummeted to a 
trough of just under US$30 in February 2009 before 
rebounding to about US$70 in June 2010. Considering that 
on average the Jamaican industry consumes approximately 2 
barrels of HFO in producing a metric tonne of alumina, it 
means that at prices that prevailed in June 2010 fuel 

accounted for just about US$140 of the total cash cost of 
producing a tonne of alumina. With the alumina spot price in 
June 2010 being US$320 per tonne, the cost of raw materials 
and other inputs would have had to have amounted to less 
than US$180 per tonne for the Jamaican operations to have 
been revenue positive. In June 2010 it was determined by 
UCRusal (majority owners of the Windalco operations) that 
the Ewarton refinery – after factoring in an adjustment to the 
fiscal regime structure – could become revenue positive in 
the existing market conditions. Accordingly, the plant was 
reopened on July 1, 2010. However, the Kirkvine and Alpart 
refineries have so far not been able to satisfy the revenue 

Chart 1. Alumina Refining: 2009 Cost Structure
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Chart 2. Mean USG HFO (3.0% Sulphur) prices: 29/8/2008 - 2/26/10
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positive criterion and as a consequence remain closed.        

Revival initiatives already undertaken 
In the interest of enhancing the local industry‟s underlying 
economics, some key revival initiatives have already been 
undertaken. Essentially, they revolve around reviewing the 
fiscal regime structure, determining the quality of available 
bauxite reserves and diversifying the energy mix to include 
natural gas. In this regard, the Ministry of Energy and Mining 
(MEM) and the Jamaica Bauxite Institute (JBI) responded to 
clear evidence of the Ewarton refinery‟s unfavourable 
positioning on the global industry cash cost of production 
curve by adjusting the fiscal regime structure. This was to 
improve the prospect of resuming operations on a 
sustainable basis. In addition, the JBI is spearheading field 
exploration drilling and sample gathering and 
characterisation to assess the processability of available 
bauxite reserves in key mining leases. Also, a concerted effort 
has been made to engage all the relevant industry 
stakeholders regarding the capital investment required to 
retrofit their powerhouses to burn natural gas consequent on 
the build out of a Floating Storage and Regasification Unit 
(FSRU) by 2014.    

Revival measures being considered 
Besides the revival initiatives already undertaken, several 
other measures are receiving urgent consideration. However, 
owing to the very sensitive nature of ongoing deliberations, it 
is prudent at this juncture to simply list them. They include:  

Inaugurate the processability testing component of a 
comprehensive research exercise aimed at cost effectively 
controlling the levels of goethite and phosphorus found in 
some of the remaining Jamaican bauxite reserves; 

Enhance the industry‟s capital intensity by boosting the 
capital stock at each plant to amplify worker productivity 
and the efficiency of resource utilisation; 

Collaborate with existing local players and prospective 
investors to plan brownfield expansion and build new 
capacity around the use of cheaper, more efficient and 
cleaner-burning fuels; 

Remove existing barriers to adopting the principles of 
sequential land use as a necessary safeguard against the 
sterilisation of valuable bauxite reserves; 

Locate, protect and allocate a steady stream of bauxite 
reserves in economically mineable blocks in order to 
sustain production at targeted levels over a 30-year time 
horizon; and 

Explore the prospects of extracting value added products 
from bauxite tailings stored in mud holding ponds. 

A likely risk to the revival process  
In our estimation there is the likelihood of muted growth 
becoming a feature of major segments of the global economy 
within the near to medium term. This poses a risk to the 
revival process. Why? Because the global aluminium market 

as well as the Jamaican bauxite and alumina industry take 
their cue largely from the state of economic health of the US, 
the EU27 and Asia. Indeed, data from Eurostat signal the 
early stages of a synchronised slowdown in all three major 
economic blocs. In particular, US GDP has slumped to 0.3% 
in the second quarter (Q2) of 2011 from 0.9% in the 
corresponding period of 2010. This reflects the country‟s 
very substantial debt overhang, a stubbornly high 
unemployment rate of 9.1% and the parlous state of the 
residential and commercial construction sectors. Then there 
is the wrenching balance sheet rebuilding being orchestrated 
by consumers as well as corporations. Meanwhile, the EU27 
has seen its rate of GDP growth slip to 0.2% in Q2 of 2011 
compared to 1.0% a year earlier. This comes amid 
heightening concerns that recent fiscal tightening coupled 
with unfavourable debt dynamics will serve to decelerate the 
pace of economic growth in the period ahead. In the 
meantime, in the aftermath of the very devastating 
earthquake and tsunami that occurred in March 2011, the 
Japanese economy continues to languish. This is evidenced 
by a 0.3% decline in GDP in Q2 of 2011 against -0.1% in the 
comparable period of 2010. It must be acknowledged, 
though, that with reconstruction efforts well underway, 
things could improve somewhat. That having been said, it 
remains rather doubtful that the country will soon emerge 
from the low growth-low inflation cycle in which it has been 
mired for a decade. Elsewhere in Asia, the outlook is fraught 
with considerable risks to the downside.  
     Against this background, the global aluminium market, 
much like the global economy, faces several headwinds. 
These include the slow grind of bringing inventory levels on 
the London Metal Exchange (LME) down to the 1.3 million 
metric tonnes recorded in September 2008 from the current 
level of roughly 4.4 million metric tonnes, where they have 
remained stuck for 2 years. The LME 3-month aluminium 
price, meanwhile, has regained some of the ground lost in 
2009 but at the current level of US$2,339 per tonne is still 
below the over US$3,000 per tonne registered on July 11, 
2008. 
     For these reasons and in the absence of any disruption 
due to acts of God or industrial unrest, the Jamaican bauxite 
and alumina industry is poised for a steady ramp up of 
production at the Ewarton plant to the rate of 650,000 
tonnes per annum commencing in early 2012. However, the 
time horizon for a restart of the Kirkvine refinery could 
extend into the fourth quarter (Q4) of 2011. In the case of 
Alpart, the timeframe for a sustainable restart appears to be 
far more uncertain. This is due to a considerable degree to 
UCRusal‟s financial challenges, Hydro‟s repositioning in 
Brazil, the time required to inaugurate a cost effective energy 
solution and the likelihood of muted global economic 
growth.‡ 
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