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I am a teacher in Cofimvaba in the 
Eastern Cape. In my classroom, there 
is no dusty blackboard, no tattered 
books. I use a laptop and a projector, 
and each of my children has a tablet. 
We use Wi-Fi.

 This technology has opened up the 
world for us. And it’s all thanks to 
the power provided by the platinum-
based fuel cells that Anglo American 
Platinum put into our school.

On a recent career day, a Grade 7 boy 
told me that when he grows up, he 
wants to be an analytical chemist. 
Imagine that. 
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www.angloamerican.co.za
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ll of the feature articles in this issue of MB 
Magazine are about the single topic of 
mining. It marks the holding of this year’s 
Investing in African Mining Indaba in Cape 
Town, South Africa – the major annual 
event at which international investors, 

mining companies and government ministers meet to 
discuss developments across the African continent.

Our cover profile interview with South32 ceo Graham 
Kerr provides a case study of a major mining house 
managing its set of international assets with a fresh eye for 
future long-term opportunities, while at the same time 
keeping strict control over cost, debt and output levels in 
response to the global commodity markets downturn.

The eight-page opening subsection of our mining 
features reports the views and outlook of experts on 
mining strategy and finance, infrastructure funding and 
commodity trade finance. Based on in-depth interviews 
with these senior individuals, who have first-hand 
knowledge the African mining sector, the current 
investment climate and future potential – as well as the 
availability of different types of funding – are assessed.

The turning point faced by global mining as the 
super-cycle has finished is analysed by a very experienced 
expert contributor and, in a separate article, the particular 
challenges faced by South Africa’s mining industry are 
outlined by MB’s correspondent based in Johannesburg.

In another in-depth interview, the ceo of the 
International Council for Mining and Metals, which 
will mark its 15th anniversary this year, explains the 
council’s role and priorities for the future.

Rio Tinto’s encouragement for junior miners to form 
joint ventures with the mining major, while taking 
advantage of its extensive exploration experience and 
expertise, illustrates another mining trend. And in a 
mining world that is embracing and developing 
innovative strategies and technologies to help in a tough 
business climate, we highlight a selection of interesting 
recent developments.

This extensive package of articles about mining is 
complemented by the full set of our regular pages, 
including our regional review; news reviews; MB 
Research’s analysis of steel, steelmaking raw material 
and base metal markets; as well as pages on people 
moves, innovations, supply chain services and end-uses.

As a bonus, the winners of MB’s Apex leader boards 
for 2015 give their views on base and precious metal 
markets for 2016. And, appropriately, the issue is 
rounded off by a Chartist page focused on the 
macroeconomic prospects for Africa. Threats and 
opportunities abound.
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Rio Tinto secures 
finance for Oyu Tolgoi 
underground project 
Rio Tinto has secured a $4.4 
billion project financing deal for 
the underground development 
of the Oyu Tolgoi copper-gold 
mine in Mongolia. The owners 
of Oyu Tolgoi are seeking to 
raise up to $6 billion of limited 
recourse project finance to 
refinance existing shareholder 
funding and support 
development of the 
underground phase. 

“Rio Tinto and all Oyu Tolgoi 
shareholders will now continue 
to work towards updating the 
feasibility study, including the 
revised capital estimates, and 
securing all necessary permits 
for the development of the 
underground mine,” the miner 
said. While all of the copper 
concentrate currently produced 
is from the open pit mine, more 
than 80% of the value of the Oyu 
Tolgoi project lies in the 
proposed underground mine, 
Rio Tinto has said.

Alcoa cuts more capacity 
Alcoa is moving to cut 
additional upstream capacity in 
the USA, citing prevailing 
market conditions. The 
aluminium producer will 
permanently close its 269,000 
tpy Warrick Operations smelter 
in Evansville, Indiana, at the end 
of the first quarter, and by the 
end of the second quarter will 
curtail the remaining 810,000 
tpy of alumina refining capacity 
in Point Comfort, Texas. Once 
these cuts are implemented, 
Alcoa will have shed 812,000 
tpy of smelting capacity and 3.3 
million tpy of refining capacity 
since announcing its review of 
upstream operations in March 
2015. 

LME volumes fall by 
4.3% in 2015
Total volumes traded on the 
London Metal Exchange fell 
4.3% in 2015 from the previous 
year, with nickel and copper the 
only core metals contracts to see 

an increase in turnover. A total 
of 169.6 million lots were traded 
in 2015, equivalent to $11.9 
trillion and 3.8 billion tonnes of 
material. LME nickel trading 
was up 6.9% from 2014 levels, 
with a record volume of 20.7 
million lots. LME copper 
volumes rose by 0.5% to 41.05 
million lots in 2015, reversing a 
4.1% fall seen in 2014. 

But traded volumes for all 
other LME metals fell, with the 
steepest decline in steel: 
volumes for the Mediterranean 
billet contract fell by 98%. Tin 
volumes declined by 30.7%, 
NASAAC by 29.9%, cobalt by 
28.7%, aluminium alloy by 
21.2%, aluminium by 9.1%, 
molybdenum by 6.8%, zinc by 
5.7% and lead by 0.9%. 

Nyrstar plans sale of 
mining assets 
Nyrstar has formally launched 
the sale process for its mining 
assets and has already received a 
number of unsolicited 
expressions of interest, the zinc 
and lead producer said. The sale 
process is expected to take 
several months, and may or may 
not result in any divestments. 
The company said in November 
that it was pursuing strategic 
alternatives for its mining 
assets, individually and as a 
portfolio, which may include 
additional suspensions, asset 
disposals or a full exit from 
mining. It added that, where 
appropriate, offtake agreements 
will be put in place to maintain 

Nyrstar’s access to 
concentrates. The company has 
mining assets in Mexico, Peru, 
Honduras, Chile, Canada and 
the USA.

SRB splashes out  
on copper, nickel  
and cobalt 
China’s State Reserve Bureau 
(SRB) will purchase 150,000 
tonnes of refined copper from 
eight copper smelters through a 
series of tenders, Metal Bulletin 
has been informed. The 
purchase will be divided 
between the eight smelters and 
all the tenders were to be 
concluded by January 8, with 
delivery three months later. 

The SRB also plans to buy 
30,000 tonnes of nickel between 
January and June, well below the 
level proposed by the industry 
late last year, industry sources 
told Metal Bulletin. At the end of 
November, the China 
Nonferrous Metals Industry 
Association (CNIA) requested 
that the SRB stockpile 100,000-
150,000 tonnes of nickel. 

Also at the end of November, 
the SRB bought more than 1,000 
tonnes of cobalt from major 
players, at prices set above 
200,000 yuan/tonne. Unusually, 
this move came less than two 
months after its previous cobalt 
stockpiling, when it was believed 
to have bought over 400 tonnes. 

 News review: non-ferrous
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Rio Tinto says that most of the value of Oyu Tolgoi lies in underground development

Nyrstar pursues the sale of its mining assets
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largest copper producer to save 
$378.9 million this year. The 
remaining $296.8 million savings 
are expected to come from 
increased efficiency and 
productivity. Codelco ended 
2015 with a cost reduction of 
$1.2 billion, above the targeted 
$1 billion. 

Georgian Manganese 
halts Chiatura 
production 
Georgian Manganese 
temporarily suspended all 
manganese ore mining and 
production at its Chiatura Mining 
and Enrichment Complex in 
Georgia’s Imereti region from 
January 20 due to poor global 
market conditions. The halt is 
expected to last four months, and 
will allow the company to reduce 
manganese ore inventories that 
have accumulated as a result of 
weak demand. Chiatura has the 
capacity to produce about 
261,000 tpy of manganese ore 
and 400,000 tpy of manganese 
concentrate. 

This curtailment brings total 
global cuts to manganese ore 
production to over 250,000 
tpm, with more than half 
relating to South African 
operations. Another recent 
cutback was Bootu Creek in 
Australia, owned by OM 
(Manganese), which ceased 
mining on December 15 and has 
entered voluntary 
administration. 

China NPI and nickel 
producers to cut output 
by 20%
Eleven Chinese high-grade 
nickel pig iron (NPI) producers 
have reduced their 2016 
production plans by 20%, 
according to a joint statement 
released in mid-December. 
Many NPI producers have 
already reduced production or 
shut down in China, and 
Chinese NPI capacity has been 
dramatically decreasing as a 
result. 

This joint statement follows a 
November 27 meeting about 
similar production cuts at eight 
major Chinese nickel producers, 
where the top eight smelters 
alliance agreed to reduce 
production by not less than 20% 
for 2016. 

Hindalco to double 
copper rod capacity 
Hindalco Industries plans to 
double its copper rod capacity at 
Dahej, in Gujarat, India, in the 
next two years, the company 
told Metal Bulletin. The current 
rod capacity at Dahej is 170,000 
tpy, and it plans to spend 
Rs2.25-2.50 billion ($34.0-37.8 
million) to double the capacity. 
The Dahej copper complex can 
produce 500,000 tpy of copper 
cathode. 

Rio Tinto proceeds with 
Amrun bauxite project 
Rio Tinto will expand output 
from one of the world’s premier 
bauxite deposits, following 
board approval of the $1.9 
billion Amrun project in 
Australia. Amrun, formerly 
known as the South of Embley 
project, involves the 
construction of a bauxite mine 
and associated processing and 
port facilities on the Cape York 
Peninsula in north Queensland. 
The planned initial output is 
22.8 million tpy. It will replace 
production from the depleting 
East Weipa mine and increase 
annual bauxite exports from 
Cape York by about 10 million 
tonnes. 

Production and shipping are 
expected to start in the first half 
of 2019, with full production 
possible by the end of 2019. The 
project provides options for future 
expansion to 50 million tpy. 

DRC postpones 
concentrate export ban 
A planned ban on copper and 
cobalt concentrate exports from 
the Democratic Republic of 
Congo (DRC) has been pushed 
back once again, owing to a 
continuing energy deficit in the 
country, according to a 
government notice. The export of 
copper and cobalt concentrates 
will now be allowed until 31 
December 2016. The ban had 
originally been planned in order 
to encourage the domestic 
processing of raw materials, but it 
has been delayed or replaced with 
higher taxes several times. 

Yildirim to cut 250,000 
tpy of chrome ore 
Turkey’s Yildirim Group plans 
to suspend 250,000 tpy of 
chrome ore production in 
Turkey from January 2016 
because of low prices, the group 
announced on December 17. 
Unprofitable mines in Kayseri, 
Hatay, Elazig, Konya and 
Fethiye will close. “Almost no 
one is producing chrome ore 
concentrate in Turkey right 
now. After depleting the stocks, 
there will not be any available 

chrome ore concentrate in the 
market from Turkey. The winter 
season is the usual shut-down 
period for lumpy ore producers 
and they will not restart production 
if prices continue at today’s 
levels,” said a company 
spokesman. 

Kaiser to invest $150 
million at Trentwood
Kaiser Aluminum has announced 
plans to undertake a $150 million 
capital investment project at its 
Trentwood rolling mill in 
Spokane, Washington, USA. The 
five-year project will upgrade 
equipment to cut conversion 
costs and increase efficiency, in 
order to meet current demand 
growth. Updates to the mill’s 
equipment will allow Kaiser to 
produce aerospace-quality 
aluminium sheet, while 
Trentwood’s capacity is expected 
to increase by 5-10% by 2018. 

Codelco to intensify 
cost-cutting 
Chile’s Codelco has vowed to 
deepen its cost cutting efforts in 
2016, as it seeks earnings 
recovery amid the challenging 
environment for copper prices. 
The state-owned miner intends 
to reduce its cash cost (C1) by 
$574 million this year, according 
to ceo Nelson Pizarro. External 
factors, such as lower prices for 
critical inputs and currency 
effects, should allow the world’s 
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Low prices have forced Yildirim Group to suspend some chromite mine production in Turkey
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 News review: steel
CSN concludes $16bn 
iron ore venture 
Brazil’s CSN has concluded a 
$16 billion strategic alliance 
with its partners in iron ore 
firm Namisa, merging their 
mining and logistics businesses 
into a new company. CSN will 
own an 87.52% stake in the 
new venture, named 
Congonhas Minérios, while the 
remaining 12.48% will belong 
to a consortium comprising 
Japanese companies Itochu, 
JFE Steel, Kobe Steel and 
Nisshin Steel, as well as China 
Steel Corp of Taiwan and South 
Korea’s Posco. 

The new venture comprises 
the Namisa, Casa de Pedra, 
Engenho and Fernandinho 
iron mines, in Brazil’s Minas 
Gerais state; the Tecar terminal 
at Itaguaí port in Rio de Janeiro 
state; plus a stake in Brazilian 
logistics company MRS 
Logística. Congonhas Minérios 
has estimated reserves of 3 
billion tonnes with the forth 
lowest global production costs, 
said CSN.

Brazil’s iron ore exports 
hit record in 2015
Brazilian iron ore export 
volumes increased by 6.3% 
year-on-year in 2015, 
according to the country’s 
foreign trade ministry, MDIC. 
Shipments hit a record high of 
366.18 million tonnes last year, 
compared with 344.38 million 
tonnes in 2014. Export 
revenues, however, declined 
by 45.4% over the same period, 
to $14.07 billion from $25.81 
billion, as a result of lower iron 
ore prices. Iron ore accounted 
for only 7.3% of Brazil’s total 
export revenues of $191.1 
billion last year, down from 
11.4% in 2014. 

Vietnam’s Hoa Sen’s 
approval for steel  
sheet plant 
Hoa Sen Group, Vietnam’s 
largest steel sheet producer, 
has received the approval of 
local authorities to build a 1.3 

trillion dong ($57.9 million) 
steel sheet plant in the central 
province of Binh Dinh. When 
fully operational, the plant will 
consist of a 180,000 tpy 
galvanizing line, a 90,000 tpy 
colour-coating line, a 200,000 
tpy cold rolling line and a 
400,000 tpy pickling line. 
Another 700 billion dong ($31 
million) will be put up as 
working capital, which takes 
the total investment up to 2 
trillion dong ($89 million). 

Construction of the 
galvanizing and colour-coating 
lines started in late December 
and are expected to be ready 
for operation by the end of 
2016, the company said, 
adding that it will review 
market conditions before 
proceeding with building the 
cold rolling and pickling lines.

Canada imposes  
duties on Chinese 
linepipe, Indian and 
Russian plate 

Canada has imposed 
preliminary anti-dumping and 
countervailing duties on 
imports of steel linepipe from 
China. Anti-dumping and 
subsidy margins ranging from 
71.16% to 396.43% have been 
set for imports of carbon and 
alloy steel linepipe with outside 
diameter measurements of 
2.375-24.00in. The petition was 
filed by Evraz North America 
and Tenaris, and the Canada 

International Trade Tribunal is 
due to make a final injury 
determination by March 29. 

In addition, the Canada 
Border Services Agency 
(CBSA) has set final dumping 
margins for steel plate imports 
from India and Russia. Indian 
exporters face an anti-dumping 
duty of 98.1%, as well as a 
countervailing duty of Rs7,884 
($118) per tonne, on hot-rolled 
carbon steel plate and 
high-strength low-alloy steel 
plate. Russia’s Severstal was 
assessed a dumping margin of 
15.3%, while all other Russian 
exporters face a 98.1% duty. 

Liberty House buys ten 
Caparo businesses 
Liberty House, owned by the 
Gupta family, has acquired ten 
of UK-based Caparo’s 
advanced engineering 
products and precision strip 
businesses, following talks with 
administrator PwC. The 
businesses sold were 
Clydesdale Jones, Caparo 
Modular Systems, Caparo 
Advanced Composites, Caparo 
Aluminium Bridge, Caparo 
Vehicle Technologies, CMT 
Engineering, Caparo Precision 
Strip’s unit JB&S Lees, Caparo 
Drawn Products, Fairbright 
Wire and Caparo Forging. 

Liberty sees the purchase of 
the Caparo businesses – now 
renamed Liberty Advanced 
Engineering Products – as part 
of its strategy to target the 

aerospace, defence and 
automotive markets, following 
its acquisition of Caparo 
Tubular Solutions in 
November. Caparo’s steel wire 
rod operation – the 75,000 tpy 
Caparo Wire business in 
Wrexham, Wales – was 
purchased by UK-based 
investment company Rcapital 
on November 23.

Tata Steel negotiates 
sale of long products 
business 
Tata Steel UK has signed a 
letter of intent (LoI) to enter 
exclusive negotiations over the 
sale of its European long 
products business with UK 
investment firm Greybull 
Capital, it said on December 
22. The letter covers several 
assets based in northern 
England, including Tata Steel 
UK’s Scunthorpe steelworks, a 
mill in Teesside, an engineering 
workshop in Workington, a 
design consultancy in York and 
associated distribution 
facilities. It also includes Tata 
Steel’s Scottish mills in Dalzell 
and Clydebridge, which are 
currently being mothballed, 
and the Hayange mill in 
northern France. 

“We will now move into 
detailed negotiations with 
Greybull Capital. It is too early 
to give any certainty about the 
potential outcome of these 
discussions,” Karl-Ulrich 
Köhler, ceo of Tata Steel 
Europe, said.

On its strip products 
business, Tata Steel UK has 
started a consultation process 
regarding 1,050 proposed job 
cuts amid persistently difficult 
market conditions, it said on 
January 18. The cuts would 
affect 750 jobs at the 4.9 
million tpy Port Talbot 
steelworks in Wales, 200 jobs 
in support functions and 100 
jobs at other steel mills in 
Trostre, also in Wales, and at 
Corby and Hartlepool in 
England. 

“We will work closely with 
affected employees and their 
trade union representatives,” 
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Brazil’s iron ore exports rose to a record high last year,  
but the resulting revenues slumped by 45%
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James Parish, Louisiana, owing 
to “challenging conditions in 
the global steel market”, 
according to the company. The 
five-phase plan envisages an 
initial $750 million direct 
reduced iron (DRI) plant, a 
$400 million second DRI unit, 
a $500 million pellet plant, $1 
billion for a blast furnace and 
coke ovens, and $750 million 
for a steel mill. Nucor started 
phase one of the project – the 
$750 million DRI plant – in 
2011 and made its first DRI 
shipment in 2013. The 
company says that it remains 
confident of the long-term 
value of its DRI investment. 

China exports a record 
112 million tonnes 
China’s finished steel exports 
were a record 112.4 million 
tonnes in 2015, despite the 
country facing an 
unprecedented number of 
trade cases on the international 
market. This was an increase of 
20% from 2014, according to 
preliminary Chinese customs 
data released on January 13. 
China imported 12.78 million 
tonnes of steel in 2015, down 
11.4% on the year, according to 
the latest Chinese customs 
data. 

A record output and 
sales for new cars in 
China 
For 2015, China’s vehicle 
output and sales rose to record 
highs. The country produced a 
total of 24.5 million vehicles, 
up 3.3% year-on-year, while 
sales rose 4.7% to 24.6 million 
units, according to China 
Association of Automotive 
Manufacturers (CAAM) 
figures. A tax break for the 
purchase of small passenger 
cars, as well as demand for new 
vehicles ahead of the New Year 
holiday and the Chinese New 
Year, gave the automotive 
market a boost at the year-end, 
according to industry 
observers. CAAM forecasts 
that vehicle sales will increase 
about 6% in 2016. 

Stuart Wilkie, director of 
Tata’s UK strip products 
business, said. “Retaining the 
right skills for the future will be 
critical, but we will look to 
minimise employee hardship 
and redeploy employees where 
possible.” The UK steel 
industry saw more than 4,000 
jobs eliminated last year.

Sanyo Special Steel  
to set up subsidiary  
in Mexico 
Japanese steelmaker Sanyo 
Special Steel (SSS) has set up a 
subsidiary in Mexico to 
undertake processing and sales 
of steel products for use in 
bearings. Total investment is 
pegged at 5 billion yen ($41 
million) for the wholly-owned 
Sanyo Special Steel 
Manufacturing de Mexico. The 
plant will be located in 
Guanajuato or Jalisco, with a 
design capacity of 2,000 tpm 
and is expected to commission 
in September 2017. Steel used 
by the plant will be supplied by 
SSS itself. 

The subsidiary aims to meet 
the growing demand from 
Japanese, European and US 
bearing makers in Mexico, as 
the country’s automotive 
industry has been developing 
quickly with sales expected to 
reach 5 million units by 2020 
from 3.2 million units in 2014, 
said SSS. 

Mexico’s car production 
up 6% in 2015
Car output in Mexico 
increased by 5.6% year-on-year 
in 2015, according to figures 
released by the country’s 
automotive association, Amia. 
Production for the year 
reached a record high of 3.4 
million cars, compared with 
3.2 million units a year earlier. 
Domestic sales rose by 19% for 
the year to 1.4 million vehicles, 
while export volumes 
increased to 2.8 million cars 
from 2.6 million. The USA was 
the main importer of Mexican 
cars in 2015 with 2 million 
units, up by 6.3% on the year. 

Samancor to buy IFM’s 
South African ferro-
chrome assets 
International Ferro Metals 
(IFM) has agreed to sell its 
South African ferro-chrome 
assets to Samancor for around 
ZAR720 million ($46 million). 
The South African subsidiary 
of IFM went into business 
rescue in August last year. IFM 
is an integrated ferro-chrome 
producer, listed on the London 
Stock Exchange, with a total 
operating capacity of about 
265,000 tpy of ferro-chrome; it 

has an offtake agreement with 
major shareholder Jiuquan 
Iron & Steel. Samancor 
Chrome says that it is the 
second largest ferro-chrome 
producer in the world, 
producing over 1 million tpy of 
charge chrome and selling over 
2 million tpy of chrome ore to 
local and export markets. 

Nucor defers $3.4bn 
steel mill project 
Nucor has has deferred plans to 
build a $3.4 billion steel- and 
ironmaking complex in St. 
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The Hayange mill in France is one of the plants Tata Steel is 
intending to sell

Nucor has shelved further phases to augment its Louisiana  
DRI plant
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MBR is still fairly bearish for 
aluminium given that the stock 
overhang will become more 
available in 2016 as the viability 
of financing metal deteriorates 
on the back of rising US interest 
rates and higher warehouse 
rents. Although producers are 
cutting production, we 
currently see the global market 
as no tighter than balanced over 
2016, with supply deficits 
arriving only from next year, 
provided cutbacks announced 
so far are honoured and more 
are forthcoming. 

We have few major concerns 
about aluminium’s demand 
prospects and continue to 
forecast a 5%-plus pace of 
global growth this year and 
next. This leaves the price 

outlook hinging on stock flows, 
supply discipline, sentiment 
and external factors, all of 
which are casting clouds to 
some degree. On balance, this 
will keep prices and premiums 
under pressure until more 
capacity is closed and the 
incentive to build new capacity 
diminishes. MBR has a base 
case price forecast of $1,500 for 
Q1 and $1,523 for the full year.

Lead prices have been volatile 
in recent months, ending 
2015 rallying strongly but 
then falling back sharply. It 
seems likely that buyers that 
had been turning quite bullish 
had second thoughts in light 
of the nervousness that hit the 
Chinese equity markets in 
January. Although LME lead 
stocks rose sharply late last 
year, this was only a response 
to tightness in the spreads, 
and cancelled warrants picked 
up to offset the inflows 
anyway. So lead’s stock 
position remains tight and 
visible inventories in China, 
especially, remain low. This 
means that if there are further 
supply constraints or a 
positive demand boost, a 

strong rebound in prices is 
likely. 

In line with MBR forecasts 
more than a year ago, lead was 
the strongest base metal in 
2015, and we see fundamental 
tightness continuing, if not 
intensifying. Price weakness in 
the short term is a buying 
opportunity. Our forecast for 
Q1 is $1,715/tonne and 
$1,764/tonne for the full year.

The fact that copper prices set 
new six-year lows in early 
January is a cause for concern 
and an ominous start to the 
year. It warns that it is still too 
early to call the floor. This is 
despite still-solid fundamentals 
which, in our view, will lead to 
another global supply deficit in 
2016, primarily due to the scale 
of production cuts and supply 
disruptions we are seeing, and 
expect to continue seeing, in 
this market. 

We have reduced our Q1 
base case forecast to $4,740/
tonne, as well as our Q2-Q4 
forecasts, but purely to reflect 
the lower-than-expected 
starting point, not due to any 
deterioration in the underlying 
fundamentals. We think those 

fundamentals will start to 
reassert themselves as the year 
progresses. Indeed, we think 
demand concerns have been 
somewhat overdone and 
believe that the real risk is that 
supply, not demand, will 
disappoint meaningfully this 
year. That could give prices an 
upward trajectory and an 
annual average of $5,040/
tonne.

We have recently re-based our 
supply-demand data for nickel to 
show a 58,000-tonne surplus in 
2015, having previously 
modelled a largely balanced 
market. Demand was weaker 
than expected and supply was 
more resilient as producers of 
nickel – more so than of any 
other base metal – have been 
reluctant to cut supply, despite 
about 70% of global production 
being loss-making. We are still 
forecasting global supply deficits 
in 2016-2017, but smaller than 
before. Nevertheless, those 
modest deficits, including 
14,000 tonnes this year, are only 
achievable if more producers 
throw in the towel. 

Of all the base metals, sentiment 
in the physical nickel market still 

feels most downbeat, and we have 
lowered our price forecasts. Our 
view is that price erosion is likely 
to continue until more production 
cuts occur. Our base-case forecast 
for Q1 is $8,950/tonne, with an 
annual average of only $9,588/
tonne because, although there 
may be sharp short-covering 
rallies, the enormous stock 
overhang will weigh heavily on 
price recovery attempts.

Aluminium
Still bearish on big stocks and oversupply

Copper
Fundamentals justify firmer prices

Lead
Relative strength to dominate again

Nickel
The ball is in the producers’ court
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In this regular section, MBR’s base metals team summarise their 
in-depth reports to highlight key factors driving the markets and 
short-term price forecasts. MBR’s Base Metals Weekly Tracker service 
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Ask an analyst
Will 2016 see a construction steel revival?

MBR thinks zinc prices have 
become oversold and the 
pressure this has put on prices 
masks the improving supply-
side fundamentals, which, in 
time, will underpin a price 
recovery. However, there is a 
large overhang of zinc 
inventory which is likely to slow 
that recovery when it comes. 
Retreating zinc treatment 
charges suggest that the 
concentrate market is already 
in deficit after the closure of the 
Century and Lisheen mines last 
year and cutbacks led by 
Glencore and Nyrstar this year. 
Smelters may even have chased 
the concentrate market lower 
in order to restock, which 
reveals they are now nervous 
about dwindling mine supply. 

It is too early yet to expect 
the emergence of a refined 
metal deficit as well, and soft 
premiums are testament to 
this. But the refined market 
should tighten later in the 
year, with the focus then 
turning to how tightly held 
stocks are. Our price forecast 
is $1,560/tonne for Q1 and 
$1,623/tonne for the full 
year.

Just over a year ago, we were 
asked whether 2015 would see 
a construction steel revival. 
Given that in China alone steel 
demand from the construction 
industry, which is about half of 
global construction steel 
demand, is estimated to have 
declined by roughly 35 million 
tonnes last year to 360 million 
tonnes, the answer should 
have been no. The question 
had its merit given that after 
years of underperforming 
other sectors of the economy, 
construction was finally 
predicted to accelerate sharply 
last year, not admittedly in 
China, but overall thanks 
especially to changes in the USA. 

Given that construction 
accounts for at least 30% of 
steel demand in any big 
country and much more so in 
many, including China and the 
USA, it is always the first place 
to begin a steel outlook. 
Oxford Economics predicts 
that construction output will 
accelerate this year at the 
fastest rate of the decade so far, 
at 3.5%, which may not sound 
that impressive, but it is by a 
distance – and the best rate 
since before the financial crisis. 

Construction is no “outlier”, 
however. Another big steel 
end user, the automotive 
industry, which takes at least 
10% of demand in the biggest 
market, China, to 25% in the 
USA, among automotive-
producing countries, is 
forecast to see actual 
production of cars and trucks 
rise 4.1%. This is the fastest 
rate since 2012, the equivalent 
of 3.7 million new units and 

more than 4 million additional 
tonnes of steel. 

It is hard to find a key 
demand indicator at a global 
level that is not positive. Even 
the metal products sector, 
which has been thwarted by a 
reduction in investment in 
capital goods projects, mining 
and construction equipment, 
is also likely to rebound, albeit 
to just 2.0% growth. 

In the circumstances, 
predicting that steel demand 
will fall again this year would 
seem illogical and although we 
have mentioned nothing of the 
importance of industry stocks 
in this outlook, their 

movement is also likely to be 
positive. After all, last year 
reported inventories fell 
sharply in China, the USA and 
Brazil – in fact in any country 
where demand also declined. 
Stocks fell significantly in 
some instances, by over 15% in 
the USA for example, and just 
as in 2014 we can expect a 
combination of real demand 
growth and a positive stock 
change to boost the order 
books at global steel suppliers. 
Overall we expect steel 
demand to rise by around 9 
million tonnes this year before 
accelerating from 2017, the 
year that 2014’s peak should 
be surpassed.

‘Construction output 
could accelerate this 
year at the fastest rate 
of the decade so far’

Tin
Price recovery dependent on supply-side alone

Zinc
Concentrates in deficit – metal not yet

Every month an MBR analyst answers a question raised by 
readers. If you have a question for our analysts, please email: 
acole@metalbulletinresearch.com

Analysis by Andy Cole, base metals analyst and editor of MBR’s Base 
Metals Weekly Market Tracker. Email: Acole@metalbulletinresearch.com
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The sharp deterioration in tin 
prices in early January was a 
surprise, as the market seemed to 
be consolidating well and 
building a floor around $14,600/
tonne. Accordingly, we have 
lowered our base case price 
forecasts to $13,950/tonne in 
Q1, but note that short-term 
technical targets have moved as 
low as $12,000/tonne. This 
means the risks are on the 
downside while overall 
commodity sentiment remains so 
poor. We have also lowered our 
Q2-Q4 price forecasts, which put 
the annual average for the year at 
$14,463/tonne. 

We still expect an upward 
price trend overall this year, 
supported by a deficit amid tight 
supply-side fundamentals, which 

low prices should exacerbate. The 
demand outlook for tin is far less 
supportive. With over half of the 
metal’s usage in the manufacture 
of solder, electronics is the key 
driver, but with greater thriftiness 
in the manufacturing chain, 
miniaturisation of electronic 
gadgets and more cautious 
consumers, especially in China, 
this is a dark cloud hanging over 
tin’s otherwise bright outlook.
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provides independent, detailed and timely analysis on the latest data, 
price movements and developments that impact the market conditions 
and outlook for LME-traded base metals. 

For free samples of MBR’s reports, please call Harriet Hall  
(tel: +44 (0)20 7779 8000) or access  
www.metalbulletinresearch.com/freesample.aspx
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MBR analysis

In this section, MBR’s steel and steel raw materials team summarise their in-depth reports to highlight key 
factors driving the markets and short-term price forecasts. MBR is a leading independent supplier of product and 
regional price, supply and demand forecasts for steel and raw materials. For free samples of MBR’s reports, call 
Harriet Hall (+44 (0)20 7779 8000) or access www.metalbulletinresearch.com/freesample

Steel
Average prices expected to fall further

Steel raw materials
Higher-cost producers are hanging on

Flat-rolled steel products prices 
were generally rising 
throughout December, 
outperforming long products. It 
had been, unusually, the other 
way around in previous months, 
leading rebar to a temporary 
premium over HR coil through 
the autumn, before the wintry 
weather kicked in. The 
subsequent change was partly 
from revived demand for 
flat-rolled and steel mills’ 
reduced production that made 
major commercial-grade flat 
products tight on the Chinese 
market. 

However, the US market 
continued to see base price 
declines in early December, 
even as steel mills failed to 
secure further cuts in 
December scrap contracts. 
Long products continued to 
trend lower for most of 
December before a bounce seen 
in the second half of the month. 
End users in the Chinese 
market then speculated that 
prices had found their floor and 
began to restock, first flat and 
then long products.

In credit-constrained times, 
such positive speculation does 
not occur on a whim and we 
understand that steel users in 
China have been impressed 
how the bigger steel producers 
– members of the China Iron & 
Steel Association (CISA), and 
responsible for far more of the 
flat-rolled than long products 
supply in China – actually cut 
production in December. The 
previous year, not unusually, 
production among the 
membership surged, 
exaggerated slightly by 
Beijing-enforced production 
cuts in early November 2014, 

In the week ending December 
11th, the daily iron ore spot 
price (MBIOI62) had reached 
an all-time low of $38.30/t cfr 
Qingdao, bringing down the 
December average to a new low 
of $40.39/t cfr Qingdao. A soft 
strengthening of iron ore 
followed. But even as steel 
production and raw materials 
demand has been reviving at 
the start of the year, the mildest 
of rebounds in iron ore prices 
– back to just $42/t on average 
at the time of writing – is 
starting to come unstuck. Now 
with important variables such 
as the oil price actually trending 
downwards, affecting delivered 
costs to China, we doubt prices 
will hold above $40/t this quarter. 

Major iron ore suppliers have 
continued to lower their costs 
with the additional supply they 
brought to the market, as well 
as with the depreciation of the 
Australian dollar. MBR 
analysts estimated that the 
minimum breakeven cost for 
Rio Tinto and BHP Billiton was 
close to $23/t and $25/t cfr 
China, respectively, in Q3 
2015, and since then operating 
costs will have fallen further in 
US dollar terms. The flatter 
cost curves of the leading 
miners are still eroding prices, 
but the impact on their smaller 
competitors has been slower 
than expected. 

Last year, global iron ore 
exports were on course to rise 
quite strongly. At an 
extrapolated additional 47 
million tonnes for the full year, 
it implied that exporters 
outside Australia and Brazil 
were on course to cut supply by 
only 35 million tonnes. 
Cutbacks in Chinese 

before continuing into January 
last year in advance of the 
Spring Festival slowdown. 
Although non-CISA members 
took the opportunity to 
increase output in December, 
CISA cutbacks had a bigger 
impact on market pricing and 
especially for flat-rolled. 

That said, downstream 
restocking and higher prices 
have not been sustained, with 
prices for most basic steels now 
off their recent peaks. 

Though global construction 
activities are forecast to 
accelerate rapidly this year, 
China does not show much 
optimism in demand. CISA 
analysts themselves believe, as 
we do, that demand will fall for a 
third consecutive year in the 
country but they predict that 
this year, unusually, supply cuts 
will be in line. MBR, by 
contrast, predicts that supplies 
will not fall in line and that net 
exports will rise further, from 
just under 100 million tonnes in 
2015 to 110 million tonnes this 
year, enough to more than meet 
our admittedly modest demand 
growth targets. At this stage, 
overall, we continue to expect 
average prices in 2016 to fall 
further.

production, at close to 9% 
through November last year on 
a run-of-mine basis, were also 
clearly far from sufficient to 
support prices even as the 
Chinese market was technically 
in deficit last year for the first 
time since 2012. 

Reports that the Australian 
government expects another 
100 million tonnes of iron ore 
to be exported this year is 
adding to downside price risks. 
The biggest new project, at 90 
million tpy, is coming from the 
S11D project in Brazil. 
Although we do not expect 
start-up until the second half of 
the year, we would not be 
surprised if Brazilian exports 
also rise further this year.  

While we do not forecast that 
seaborne supply can rise by as 
much as 100 million tonnes 
from Australia, and certainly 
not by 200 million tonnes from 
Brazil, as some analysts 
suggest, there is little doubt 
that new seaborne supply will 
accelerate, putting further 
pressures on the higher-cost 
producers. As with base metals, 
it seems increasingly clear that 
prices will only respond once 
the higher-costed producers 
leave the market.

For access to MBR’s detailed product and regional price, supply and demand forecasts or for a free sample of MBR’s Steel  
or Steel Raw Materials Market Trackers: www.metalbulletinresearch.com/freesample.aspx

Analysis by Alistair Ramsay, 
Metal Bulletin Research
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Metal Bulletin Research



February 2016 | Metal Bulletin Magazine | 17

We keep                  you
We keep

2015 proved to be a record year for the Port of Antwerp! We handled more than 200 million tonnes 
of freight, double the amount of cargo loaded and unloaded over the past 20 years, making us the 
second-largest in Europe. 

By constantly adapting to your needs we achieve faster distribution, smarter logistics, smoother customs, 
greener activities and clearer processes. At the Port of Antwerp standing still is no option. Moving is.

Challenge us at 
customerservice@portofantwerp.com
Follow us at 
www.portofantwerp.com/200milliontonnes

#portofantwerp

join the best:  4-8 April 2016
Düsseldorf, Germany  I  www.wire.de  I  www.tube.de

International Tube and Pipe Trade Fair
Internationale Rohr-Fachmesse

International Wire and Cable Trade Fair
Internationale Fachmesse Draht und Kabel

join the best — welcome to the world’s leading trade fair for the 
tube, wire and cable industry! Those who wish to fi nd comprehensive 
information about the latest innovations both in wire and tube 
manufacturing and processing need look no further. It can all be found 
here at the world’s most important exhibitions. A focal point of wire 
2016: the growing importance of copper wires in automotive engineering, 
in telecommunications or electronics. Special focal point at Tube 2016: 
Plastic tubes. A special area is reserved for them, because the question of 
materials is becoming more and more important.

An important fi xed date in your calendar — your visit to wire 2016 and to 
Tube 2016 in Düsseldorf!

For further information contact:
International Trade Shows Link Ltd.

Ramsay House, Marchmont Farm – Link Road  
Hemel Hempstead – Hertfordshire HP2 6JH

Tel. +44 (0)1442 23 00 33 – Fax +44 (0)1442 23 00 12
info@itsluk.com

www.itsluk.com

wir1602_WirTub_90x120_GB.indd   1 29.12.15   14:29

www.metalbulletinresearch.com/tubeandpipe

l Prices & analysis
l Short term forecasts
l Long term forecasts

Without doubt the global
market leaders in tube &
pipe market analysis,
forecasts and
consultancy, providing
essential information
and data that is not
available anywhere else.

OCTG l Linepipe lHSS lDOM lMechanical tube
Precision tube lBoiler pipe lStandard pipe

www.metalbulletinresearch.com/tubeandpipe
www.itsluk.com
www.portofantwerp.com/200milliontonnes


18 | Metal Bulletin Magazine | February 2016

 Regional review 

The US Federal 
Reserve was 
sufficiently 
confident that the 
US economy 

would continue to strengthen 
this year that it increased interest 
rates on 16 December – albeit 
only by 0.25% – for the first time 
since June 2006. However, much 
of this confidence has seemed to 
fade, largely on concerns about 
the impact that struggling global 
economies – especially China’s 
– as well as further weakness in 
the energy sector, will have upon 
the US economy. 

The manufacturing 
purchasing managers’ index 
(PMI), as reported by the 
Institute for Supply 
Management, registered only 
48.2% in December, its lowest 
reading since June 2009 and its 
second consecutive month 
under 50%. This is despite the 
fact that the automotive market 
experienced a record year in 
2015 with North American light 
vehicle production reaching 17.4 
million units, up from 16.9 
million units in 2014, and is 
expected to rise to 17.8 million 
units this year. Overall US 

North America 
Myra Pinkham
Economic uncertainties are not over yet

industrial production, however, 
saw a 1.8% year-on-year decline 
in December, including an 
11.2% year-on-year decline in 
the mining sector.

The US drill rig count was 
down 61.2% year-on-year as of 
mid-January, according to Baker 
Hughes. This is on the back of 
West Texas Intermediate (WTI) 
crude oil prices dipping just 
below $30 per barrel for the first 
time in 12 years on January 15, 
while Henry Hub natural gas 
prices were trading at only $2.10 
per MMBtu. It is widely believed 
that energy prices, therefore 
domestic drilling activity, will 
remain low for much of this year, 
especially given very high US 
inventories, increased Iranian oil 
exports and the strong US dollar. 
This could have a depressing 
effect on the OCTG market and 
its related steel raw materials, as 
well as on construction and 
employment in the oil sector. 

Economic uncertainty is also 
making metal service centres, 
who are finally close to getting 
their inventories in better 
balance, remain cautious about 
buying any more metal than they 
need.

Europe
Richard Barrett
Will the EU reform?

As people of a 
nation in the EU 
but outside the 
eurozone, UK 
citizens 

sometimes suspect that UK 
government views do not 
always get as much attention as 
they deserve when the heads of 
EU member states gather or 
the European Parliament 
meets.

Right now, however,  
UK prime minister David 
Cameron has more than usual 
cause to be heard, as he looks to 
encourage EU reforms ahead  
of a promised UK referendum 
on the country’s membership 
that could see it leave the union. 
So what does he want the EU 
 to do?

In a speech he gave at the 
World Economic Forum in 
Davos, Switzerland, on 21 
January this year, he set out  
the four things that he thinks 
need to change, prefacing them 
with his overall aim to secure 
the future of Britain in a 
reformed EU.

His first desired change 
concerns competiveness: “I 
want to see clear measures to 

cut the bureaucracy that there 
is in Europe and to cut the 
rule-making.”

The second area for change 
concerns currency. “I want to 
make sure that this organisation 
is good for those countries that 
are members of the eurozone, 
but also good for those 
countries, like Britain, that 
don’t want to join the euro,” 
said Cameron.

The third is about 
sovereignty. “Britain has never 
been happy with the idea that 
we are part of an ever-closer 
political union,” he stated. 
“We’re a proud and 
independent country, with 
proud, independent, 
democratic institutions that 
have served us well.”

Cameron said that the fourth 
and final area “is perhaps the 
most difficult of all”: migration 
and welfare.

Responses to such demands 
have been mixed but, with the 
referendum due to be held 
before the end of next year 
– and much talk that it will be 
held this year if “a good deal” 
can be agreed to address those 
issues – the stakes are high.

Asia
Juan Weik
Vietnam shines

Vietnam has 
been one of the 
most impressive 
growth stories in 
Asia. The nation 
experienced 

high growth rates in the 2000s 
but its economy lost 
momentum some five years 
ago on tightened domestic 
credit. Subsequently, the 
country embarked on a few 
much-needed reforms.

Now, while most of its 
neighbours struggle, Vietnam 
has been booming. High 

domestic growth rates are 
back, foreign direct 
investment has been pouring 
in, and exports are booming. 
The secret? Manufacturing.

“As the traditional East 
Asian manufacturing hubs 
have moved up the value chain 
and become expensive, 
Vietnam has drawn 
manufacturing companies into 
its borders with its cheap, 
expanding labour force and 
openness to foreign capital,” 
Standard & Poor’s (S&P) 
Ratings Services said in a 

recent research note. “These 
developments are putting 
Vietnam on a higher growth 
path and creating the potential 
for it to be an outperformer in 
Southeast Asia,” the ratings 
agency pointed out in its 
report: Vietnam could be the 
next tiger economy.

While S&P singled out the 
electronics and mobile phone 
industry as the “star of the 
show” in this trend, there has 
been a flurry of investments on 
several other sectors too. In 
steelmaking, Formosa Plastics 
Group, a Taiwanese industrial 
conglomerate, has just started 
commissioning a $10.5 billion 
7 million tpy plant that will be 
the largest in the whole of 
Southeast Asia. 

The South East Asia Iron & 
Steel Institute (Seaisi) has 
recently noted that Vietnam 
was the country mainly 
responsible for an increase of 
nearly 9% in the region’s 
demand for steel during the 
first half of 2015. Steel 
demand in Vietnam jumped 
32% in that period, to 8.3 
million tonnes, which turned 
it into the largest steel 
consuming country in the 
whole region, overtaking 
Thailand.

As S&P noted in its 
research, there will surely be 
policy challenges along the 
way. But, for the time being, 
this has been “quite a head 
start” for the country’s 
economy.
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Africa 
Bianca Markram
A tough 2016 looms for all in Africa

African 
economies are in 
for a tough 2016 
owing to a 
convergence of 

events that are placing countries 
on the continent under pressure. 
Low commodity prices are set to 
remain as China’s economic 
growth remains sluggish. China 
is Africa’s largest export 
destination for its commodities. 
The slowdown of China’s 
economic growth has translated 
into shrinking mining operations 
on the African continent, leading 
to job losses and reduced tax 
revenue for governments. 

A point in case is copper. Some 
producers in Zambia have 
stopped production, crimping 
their workforce because of the 
dismal copper market, while 
having to deal with rising 
inflation in the country due to a 
plunging currency.

Zambia is not unique. All 
emerging market currencies 
have been beaten down by a 
strengthening dollar, while 
consumption of the continent’s 
minerals has been declining. In a 
way, the currency weakness is 
where the silver lining is for some 
commodities. Analysts tip gold 

and the platinum group metals 
for potential upside this year, 
meaning that those countries 
that produce these precious 
metals could make some money 
while the dollar remains strong 
and African currencies weak.

However, for most other 
commodities the outlook is 
bleak. Chinese customs reported 
recently that commodity 
imports from Africa to China fell 
by 38% year-on-year in 2015, an 
indication of just how much less 
China is consuming. 

Economists say that mining 
companies can expect 
governments in Africa to 
increase taxes to claw back some 
lost tax revenues. This will 
coincide with an increase in 
interest rates as central banks try 
to control inflation growth 
during a period of volatile 
currency trading. 

To the mix we can add one of 
the biggest droughts to have hit 
Africa this century, which 
threatens food security on the 
continent and further adds to 
pressure on governments’ public 
accounts as they secure imported 
foodstuffs for their citizens. 

For Africa, 2015 was not easy, 
but 2016 may be tougher still.

Latin America 
Ana Paula Camargo
Demand is the real issue

The year did not 
start well for 
Brazilian steel 
producers, with 
the government 

declining to take trade measures 
to protect the domestic steel 
sector. In December 2015, Brazil 
created an inter-ministerial 
group to support the national 
steel industry. The group, named 
GTIS, aims to advise president 
Dilma Rousseff on appropriate 
measures.

Market participants expected 
the government to increase 
import tariffs on certain steel 
goods. But the government 
decided that steel import volumes 
are not the major issue for the 
national steel industry at present. 

Flat-rolled steel imports into 
Brazil, for instance, fell by 21.1% 
year-on-year in 2015, to 1.42 
million tonnes from 1.8 million 
tonnes, according to the 
country’s foreign trade ministry, 
MDIC. Meanwhile, long steel 
imports declined by 34% over 
the same period, to 499,923 
tonnes from 758,281 tonnes.

The real challenge for the 
Brazilian steel industry is the lack 
of demand in the home market. 
For 2016, the country’s steel 

association, Aço Brasil, expects 
apparent steel consumption to 
drop by 5.1% on an annual basis, 
to 20.28 million tonnes.

Major steel consuming sectors 
such as automotive and oil/gas 
are facing tough market 
conditions. Car output in Brazil is 
forecast to rise by only 0.5% 
year-on-year in 2016, to 2.44 
million units from 2.43 million 
tonnes in 2015, which was itself a 
decline of 22.8% from 2014, 
according to the national 
automobile association, Anfavea.

Meanwhile, Brazilian 
state-owned energy firm 
Petrobras has recently cut its 
investment budget for 2015-19, 
amid falling oil prices. The 
company plans to invest $98.4 
billion during the five-year 
period, a sum down by $32 
billion from its previous estimate, 
it said. 

The decrease in industrial 
activity in general follows the 
weak performance of Brazil’s 
overall economy. The country’s 
gross domestic product is 
estimated to have declined by 
3.8% year-on-year in 2015, and 
the economy is also predicted to 
contract by 2.9% this year before 
growing by just 0.86% in 2017.

Speakers at 
Metal Bulletin’s 
Middle East Iron 
and Steel 
Conference 2015 

in Dubai in December 
highlighted the range of issues 
facing the region. 

Saeed Ghumran Al-Romaithi, 
ceo of Emirates Steel, forecast 
that steel output in the Arab 
countries will increase 18% by 
2018, but noted that the whole 
MENA region needs 
anti-dumping duties, import 

quotas, and certification and 
quality control in line with 
current global trends.

The ceo said that steel 
producers in the region are 
looking for supportive pricing 
policies from state-controlled 
energy companies and 
preference for locally-made 
products for local use. He noted 
that the region suffers from 
depressed prices for 
commodities, including 
critically-important oil and gas, 
with many major Arab 

economies depending on oil for 
a high proportion of their 
income. 

“Almost 50% of steel required 
by consumers in Arab countries 
is imported, while finished steel 
production capacities in the 
region are more than enough to 
cover regional demand. But the 
utilisation of capacities in the 
Arab region is under 40% [for 
finished steel],” Al-Romaithi 
added. 

Abdullah Al-Zahrani, 
manager at Saudi Arabian Basic 
Industries Corporation (Sabic), 
said that in Saudi Arabia after 
2020, “the composition of 
construction activity is expected 
to change, due to projected 
growth in the non-residential 

sector and only moderate 
growth for the infrastructure 
sector.”

Construction, the country’s 
main steel-consuming sector, 
has grown by an average of 7.2% 
annually since 2003, and 
residential and non-residential 
construction used to represent 
about equal shares of 
construction activity in the early 
2000s. Al-Zahrani pointed out 
that falling oil prices meant that 
Saudi Arabian government 
spending will need to be 
adjusted to the lower oil price 
environment, noting that 
sustaining the current level of 
expenditure would lead to 
deficits during the 2015-20 
period.

Middle East
Serife Durmus
Steel leaders peer into the future
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Graham Kerr
“I just see
opportunities”
South32 ceo Graham Kerr says that global mining needs to do 
more to restore supply-demand balance, but tells Andrea Hotter 
that he remains optimistic about China’s potential

When Graham Kerr experienced 
explosives first hand, he was 
hooked. The Perth, Australia-born 
ceo of South32 had until then been 
more at home with mathematics 
than with mining, but that changed 
when his then-boss at BHP Billiton 
sent him to work for a couple of 
months with the underground 
crews at the Cannington silver, lead 
and zinc mine. 

“One of the things I learned very 
quickly was the joy of blowing things 
up,” says Kerr. “I have a commerce 
degree, but the majority of my jobs 
have been running assets or looking 
after operations. Without a doubt 
that has been the first love,” he adds. 

It’s a love that has led to a 
life-long career in mining – most of 
it with BHP Billiton and more 

recently with its demerged unit, 
South32. The creation of the 
independent global metals and 
mining company in May 2015 was 
driven by a desire to unlock 
potential in assets that had become 
a little overlooked by BHP Billiton, 
particularly as competition for 
capital increased.

“In BHP Billiton, these assets 
didn’t get the time or the attention 
or the love that they needed. So the 
whole rationale behind the 
demerger was unlocking that 
potential,” Kerr tells Metal Bulletin 
Magazine.

Making the best of those assets 
requires running South32 in a 
different way. The company has its 
own board, management and 
strategy, all designed around a 

regional model, with hubs in 
Australia and Africa. This allows 
the miner to aggregate its 
functional support, reduce 
duplication, and speak with one 
voice to stakeholders, which is 
something that is particularly 
important in Africa. 

“We believe we can create a 
different kind of company, and we 
do believe we have a very clearly 
defined purpose, a nice simple 
strategy, which is important. We 
started day one with absolutely the 
right balance sheet, which we think 
is critical in the industry,” Kerr says. 

“By putting in place and fast 
tracking the regional model, having 
the right teams, putting the right 
organisational structure and 
cultural change in place, we think 

Profile

‘We have a very 
clearly defined 
purpose, a 
nice simple 
strategy, which 
is important’



February 2016 | Metal Bulletin Magazine | 21

SO
U

TH
32



Profile

22 | Metal Bulletin Magazine | February 2016

we can take a set of really good 
assets to become great assets. 
We’ve got to prove that to the 
marketplace, and we’re making 
really good progress in that space,” 
he adds.

South32 is looking closely at 
what it can do to improve and 
develop the assets in its portfolio, 
which include aluminium, 
manganese, nickel, silver, lead, zinc 
and coal.

“Cannington, GEMCO, Cerro 
Matoso, to name a few assets, they 
all have embedded options that just 
haven’t been looked at in probably 
the last five to ten years. So we’ll be 
working hard over the next 12-18 
months trying to understand the 
potential of those assets,” Kerr says.

The final piece of the strategy is 
to create new opportunities to grow 
the company. “This will potentially 
mean looking at things that add on 
to what we have, outside and within 
the portfolio. We’ve always been 
quite clear that we have a strong 
balance sheet, and we value that; at 
the same time, with M&A we have 
to be ready and watching, but as a 
key component in the strategy it 
[M&A] is also opportunistic,”  
Kerr adds.

For sure, South32’s balance 
sheet is a key point of 
differentiation; at the end of fiscal 
2014/15, the miner had net debt of 
just $402 million. In its December 

2015 quarterly report, it has since 
said it reduced net debt by almost 
$300 million in the first half of fiscal 
2015/16, taking it to around $115 
million by the end of December 
2015. But its share price has not 
been immune since its inception to 
the effect of the weakness in 
commodities. South32 debuted on 
the Australian Stock Exchange at 
A$2.13, valuing the company at 
A$11.3 billion. Its shares are now 
trading around A$0.90.

Relative to the rest of the sector, 
Kerr says the firm is “probably 
middle of the road” in terms of its 
share price decline. “Some of that 
[price decline] is partly uncertainty 
about what we can deliver, which 
we hope to fix over the next 6-12 
months as we make our results 
presentations,” Kerr says. 

He points out that the biggest 
share price impact has tended to be 
on companies that are highly 
leveraged. “I have a fundamental 
belief that historically in the mining 
sector, people have underestimated 
the combination of financial and 
commodity price leverage. I think 
they’ve [our peers] overstrained 
themselves,” he says. 

“So we won’t compromise our 
balance sheet with M&A, but being 
a little more patient is also 
important because I don’t think the 
pain and the carnage has really 
started to hit the sector. You 

haven’t seen enough people really 
feel the pain yet, to the extent that 
they have taken supply out of the 
markets,” he adds. 

The slump in the price of key 
commodities comes amid slowing 
demand from China, the world’s 
largest consumer, which has forced 
mining companies to cut costs and 
sell assets. But production cuts 
have been relatively few and far 
between, leaving the markets still 
well supplied in many 
commodities. 

According to Kerr, the 
reluctance to cut output is partly 
down to a general denial that the 
Chinese growth story has 
significantly changed. “The market 
overshoots a lot of things, and I 
think it has at the moment, but the 
sector is in for a different stage of its 
life where demand from China is 
good but no longer growing at the 
same exponential rate,” he says. 

Most of the commodities in 
South32’s portfolio, he notes, are 
seeing prices move towards historic 
norms. “I’m not sure other 
companies in the sector have got 
their minds around that yet, and as 
a consequence they are very slow to 
take supply out of the marketplace. 
A number of our competitors are 
going to have a lot more pain than 
they expect,” Kerr adds. 

Wait-and-see
At the same time, many companies 
have adopted a wait-and-see 
approach, in the hope that either 
prices will improve or other firms 
will make much-needed cutbacks 
and curtailments. “There has no 
doubt been an element where 
people are looking for the price to 
turn; they’re looking for the 
stimulus to come out of China 
which will invigorate the price and 
allow them to continue 
[producing]. But the longer the 
downturn or the price 
normalisation continues to occur, 
the more people are going to feel 
that pain,” Kerr says. 

“The biggest problem for the 
industry is not the demand side 
from China, because most demand 
for commodities is pretty good; it’s 
actually the excess supply that has 
been built into the supply side that 
needs to leave the system, because 
economically and from a rational 

‘I don’t think 
the pain and 
the carnage has 
really started to 
hit the sector’

Outdoor passions
Having lived and worked around the world 
during his career in mining, Graham Kerr says 
that one of his best experiences was with the 
Ekati diamond mine in Canada’s north-west 
territories. 

BHP Billiton sold the mine to Dominion 
Diamond Corporation, but Kerr was involved 
in its start-up. Ekati, Canada’s first surface and 
underground diamond mine, formally started 
diamond production in October 1998. 

Kerr says the environment surrounding 
Ekati is “pristine” and that the economic 
benefits of the mine in terms of employment 
and education are outstanding. “If you mine 
and carry out the resources business in the 
right, sustainable way, you can fundamentally 
change people’s lives and create really good 
value for your shareholders. The mine is one  
of the most pristine environments and 
environmental stewardship was first class,”  
he notes. 

His favourite place to live was Vancouver, 
which Kerr says was “unbelievably 
breathtaking.” He thrived on its outdoor life, 
including winter skiing and wildlife, and 
frequently came across bears and cougars in his 
backyard. “To be honest we probably never 
thought we’d come back to Australia, that’s 
how much we loved Vancouver,” he adds. 

South32 has taken him back to the city of his 
birth – the first time he had lived there for a 
long period of time. His life is a little different 
to the last time he called Perth home; instead of 
playing Aussie rules football he watches it, and 
he spends most of his spare time out and about 
with his children and the family dog. 

“Perth is a great place to live with the 
outdoor lifestyle as well, but it’s pretty busy 
with the kids,” he says, who range in age from 8 
up to 17. “I’m a passionate Fremantle 
supporter, and go to see them as a family every 
second week when they are playing,” he adds.
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‘This doom and 
gloom around 
the sector, I 
think it’s just 
way overshot’

perspective it just shouldn’t exist,” 
he adds. 

Iron ore is a perfect example, he 
notes. “It’ll take a little bit of time to 
correct, and once the wheel starts to 
go then momentum will gather 
speed really quickly – that’s when 
you’ll see a number of small, 
medium and even really big players 
feel the pain.”

He says there is still some 
relatively high-cost production in 
the marketplace at the moment, 
even in Western Australia: “ It’s 
either getting some support from 
debt providers, or getting some 
support from the government on 
royalties and tax relief,” Kerr notes. 

He says this is unsustainable 
because he believes that prices are 
not going to return to the levels that 
such operations need to be 
profitable. 

He adds that the mining industry 
generally needs to take a hard look 
at supply-demand balances and 
make realistic decisions about cuts 
accordingly: “People [who are slow 
in cutting] want to believe that 
prices are going to return to where 
they were two years ago, and I  
don’t think that’s going to happen,” 
he says.

The end-result is that some 
mining companies will start to 
restructure or vanish, Kerr believes. 
For big mining companies, that 
could mean that they start breaking 
up their businesses, he adds. 

He predicts a “fair few” 
bankruptcies among medium- to 
small-size firms, although Chapter 
11 bankruptcy protection in the US 
will create companies that “die but 
don’t quite die,” and also expects 
that some players in that size range 
will not survive in their current forms.

Kerr’s least favourite pick right 
now is thermal coal, which he sees 
as a “challenged industry,” but he 
believes future supply constraints 
in zinc and nickel make those 
markets “quite attractive.” 

China
While China has undoubtedly 
slowed its growth and, with it, 
demand for commodities, Kerr says 
the negative sentiment towards the 
world’s second largest economy is 
overdone. “This pessimism, this 
doom and gloom around the sector, 
I think it’s just way overshot. 

Markets tend to run with bulls and 
bears and at the moment they’re 
overshooting on the negative side,” 
he says. 

“As an industry we’ve been very 
lucky to have had the Chinese 
period of growth that has been 
bigger than anything in a short 
period than anyone has probably 
seen before, in terms of a move 
through urbanisation to city life. 
We’ve had a fantastic ride with 
China, which isn’t finished but it’s 
changing, so we should recognise 
that,” he adds. 

That change in China includes 
moving in the direction that the 
financial markets had always 
expected – away from 
manufacturing and towards a 
more-consumption-based 
economy. “The Chinese economy 
is not in tatters. There are bits the 
government has got to manage; 
there are issues around credit risk 
in the provinces, there are some 
issues around how China can 
transfer from heavy industry to 
being more consumer-led. But 
China can manage its way through 
that,” he says. 

According to Kerr, it’s the 
mining industry itself and how it 
responds to the slowdown in China 
that is the most important thing. “It 
is so easy to get caught up in the 
doom and gloom, but we shouldn’t 
lose sight of the fact that demand 
for most commodities used in 
China is still really strong – it’s not 
negative, it’s not in terminal 
decline; in fact some of it is high 
single-digit figures and a lot of it is 
around 4-5%,” he says. 

“Maybe China isn’t growing as 
fast as it was, but on the flipside it’s 

growing off a much bigger base. So 
the demand is there. The big 
problem causing the challenges at 
the moment is that the industry, as 
it has done historically, has put in 
place too much capacity, and that’s 
a supply-side problem, not a 
demand-side problem. That’s 
where the industry needs to react,” 
he notes. 

“We absolutely believe mining 
can be a very profitable, 
high-returning industry, which we 
think plays an important part in the 
global development of the world. 
I’m not gloomy about what I see 
happening in the world – I just see 
opportunities,” Kerr adds. 

Cutting costs
For its part, South32 has 
announced a portfolio-wide 
cost-cutting programme. 

The company is targeting a 
reduction in controllable costs by at 
least $350 million annually by the 
end of fiscal 2018, and a reduction 
in sustaining capital expenditure by 
9% to $650 million in the current 
financial year to June 30.

Management plans to update the 
market on its cost targets as part of 
its half-year results on February 25. 
“The general feeling is we’re doing 
well and we’ll continue to do well in 
that space,” Kerr says. 

In order to protect its financial 
position in the currently 
challenging environment, South32 
has already cut or suspended 
production at some of its operations. 
Kerr says the company will take 
further decisive action as it seeks to 
maximise short-term cash flow 
while preserving longer-term value.

Last year production was 
suspended at the Alumar smelter in 
Brazil, a joint venture with Alcoa 

London listing to stay
Kerr dismisses talk that the company, which has its primary 
listing on the Australian Securities Exchange, might not keep 
its listing in London. 

“The UK is a terribly important market if you talk about 
size of funds – both it and the US are incredibly important to 
us. The secondary listing allows the UK to keep in touch with 
what the company is doing. I don’t see that changing,” says 
Kerr. 

“I certainly don’t see in any shape or form our 
commitment to that marketplace changing. The 
management team will always go through London on a 
regular basis... I struggle to see a world where it isn’t 
important to us,” he adds.
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South32 energy coal 
operations, located 
in South Africa’s coal 
rich corridor, are a 
major supplier of 
coal for domestic 
power generation 
and the country’s 
third-largest 
exporter of coal
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and Rio Tinto, and production was 
cut at the Hillside aluminium 
smelter in South Africa.

The company has also curtailed 
production in manganese, a metal 
with key industrial metal alloy uses, 
particularly in stainless steels. 
South32’s South African 
manganese mines have been shut 
since November and will remain 
closed until a review of the 
operation has been completed. 
“We have a slightly different 
philosophy than BHP Billiton 
because of the size of the assets we 
have. Outside of manganese, in 
which we are probably the biggest 
supplier, we are not the dominant 
supplier in another space,” Kerr says. 

“So when we look at our assets on 
an individual basis, we will not run 
them for production’s sake – we’ve 
been quite clear that our assets 
either need to be cash positive or 
they need to have a plan to be cash 
positive by the end of this financial 
year on June 30. We have a couple 
of assets that are under pressure in 
this aspect at the moment,” he adds. 

South32 owns a 60% stake in 
GEMCO, a manganese mining 
operation located in Australia’s 
Northern Territory, with the 
remainder owned by Anglo 
American. Through this, the miner 
also has a majority stake in 
TEMCO, a manganese alloy plant 
located in Tasmania which is a 
wholly-owned subsidiary of 
GEMCO. 

Its South African manganese 
operations are in Hotazel in the 
Northern Cape, located in 
the Kalahari Basin, home to 80% of 
the world’s known manganese ore 
resources. Unfortunately, demand 
had not caught up to rising levels of 
supply, Kerr notes, although the 
impact of cuts by producers across 
the region are starting to be seen in 
South African export numbers. 

“The challenge for the manganese 
market at the moment is that over 
the past five years, growth in the 
Kalahari Basin has absolutely 
surprised us. We’ve had a lot more 
producers come online, and as a 
consequence there’s been a lag 
between that production coming 
online and what’s happening on the 
demand side, because China’s steel 
production has slowly started to 
come off the boil,” Kerr says. 

“You really have seen excess 
supply in South Africa come to the 
market, which has had a hugely 
negative impact on the 
marketplace,” he adds. 

But the company is cognizant 
that its role as South Africa’s largest 
manganese producer comes with a 
responsibility to its employees and 
stakeholders. “In South Africa, the 
reason we have done things 
properly is that we wanted to get 
the series of community, 
government and employee 
engagements right. We said we’d 
outlay the plans for our strategic 
review of manganese in our 
half-year results, and we’re still on 
track to do that,” Kerr tells Metal 
Bulletin Magazine.

Kerr says it’s a case of “watch this 
space” with manganese right now 
because of the current changeable 
nature of the market, which 
South32 believes is highly 
attractive in the longer term, but 
“just needs to be managed in a way 
that is sensible.”

“We will continue to take 
production out of the marketplace 
if it makes no sense to continue to 
produce. Manganese is an 
important resource for South 
Africa and how the country 
manages that is going to be 
important, because it doesn’t want 
to flood the marketplace,” he adds. 

There are likely to be manganese 
assets for sale, potentially including 
Anglo American’s stakes in 
South32’s own operations. Yet 
while Anglo American has said it is 
looking to simplify its overall 
business, it hasn’t publicly 
announced that it is selling its 
manganese business. “From our 
perspective Anglo American has 
been a very good partner for a long 
period of time. Clearly today we are 
the operator of the [joint venture] 
assets, so if we were ever to do 
anything in that space, it would 
have to be with some kind of real 
advantage,” Kerr says. 

“But at the moment, I don’t think 
it is worth speculating because 
Anglo haven’t announced what they 
intend to do in that space,” he adds. 

Mining Indaba
As the mining industry gets ready 
to meet this month in Cape Town 
for the annual Investing in African 

Mining Indaba, at which Kerr is a 
speaker, he reflects on the path 
along which South Africa has come 
and the journey that lies ahead. 

“We absolutely believe in the 
transformation agenda that needs 
to occur [in South Africa]. We’ve 
obviously been involved in that 
journey now for a period of time; 
we comply with the legislation but, 
more importantly, we believe in the 
legislation. Yet we do think there 
are still challenges in South Africa 
and we don’t shy away from those,” 
he says. 

He cites challenges around 
infrastructure as well as power, 
with the electricity system having 
been under severe pressure since at 
least 2008. South Africa generates 
most of its electricity and its state 
power company Eskom has for 
some years been forced to resort to 
load-shedding as a near-daily 
occurrence.

“We think we can help be part of 
the solution there on the energy 
coal side, while also understanding 
the smelter part is important in 
terms of the stability of the whole 
grid,” he says, referring to the South 
Africa Energy Coal, in which 
South32 holds a 90% stake, and its 
Hillside smelter in Richards Bay, 
which sources power from Eskom 
under long-term contracts.

The other challenge for South 
Africa is regulatory certainty, 
particularly over empowerment 
and the transformation targets set 
by the Mining Charter: “These are 
all things that just need clarity,” 
Kerr says. This includes the “once 
empowered always empowered” 
debate over interpretations of the 
requirement that 26% of the 
mining industry be owned by 
historically disadvantaged South 
Africans. “That’s the message that 
we continue to give the 
government, and we don’t shy away 
from that,” he adds.

But the world shouldn’t be too 
negative on South Africa, Kerr 
believes. “I’ve been involved in 
South Africa for a couple of decades 
– and the change on the ground in 
terms of people, the change in the 
composition of our own workforce, 
it is actually very exciting and really 
liberating to see. That’s a real 
positive for the country,” he 
concludes. 

‘We shouldn’t 
lose sight of the 
fact that demand 
for most 
commodities 
used in China 
is still really 
strong’
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CME appoints Shannon for 
Europe operations 
CME Group has named Joanne 
Shannon as executive director and 
head of commercial development 
for CME Europe, based in London. 
Before joining CME Group, she was 
a consultant for the London Stock 
Exchange, and also spent over 15 
years at NYSE Euronext, where she 
held a variety of sales and 
relationship management roles in 
Europe and Asia. 

Outokumpu names Baan  
as president and ceo 
Outokumpu has appointed 
Roeland Baan as its president and 
ceo, and chairman of the leadership 
team, effective from 1 January. Baan 
was most recently the executive 
vice-president and ceo of Aleris 
Europe and Asia. Before joining 
Aleris, Baan was the executive vp 
and ceo of Mittal Steel Europe and 
subsequently executive vp and a 
member of the management 
committee of the combined 
ArcelorMittal Group. He has also 
held senior management positions 
at Shell International and SHV. 

Carpenter appoints Audia 
as cfo
Carpenter Technology named 
Damon Audia as senior 
vice-president and chief financial 
officer, effective 19 October 2015. 
For the last ten years Audia has been 
with The Goodyear Tire & Rubber 
Co, most recently as senior vp of 
finance for its North America 
division. His prior experience 
includes positions with Delphi and 
General Motors. 

Management changes at 
Norilsk Nickel 
Norilsk Nickel has introduced new 
senior positions and reallocated 
some business functions in order to 
optimise efficiency. Marianna 
Zakharova has been appointed to 
the position of first vice-president, 
head of the unit, for corporate, 
property and legal matters. She has 
served as a member of Norilsk 
Nickel’s board of directors since 
2010. Elena Bezdenezhnykh has 

People moves

been appointed vice-president 
– state secretary, and will be
responsible for relations with 
federal and regional governments.
Elena Kondratova has been named 

as vice-president – chief of staff, and 
will be in charge of the 
organisational development of the 
company. Andrei Bougrov will 
focus on cooperation with the 
international business and financial 
communities.

Gowans to lead Arizona 
Mining 
Arizona Mining has appointed 
James Gowans as president and ceo, 
and a director, effective 1 January. 
He has more than 30 years’ 
experience in mineral exploration, 
feasibility studies, starting new 
mines and the development of best 
practices. Gowans was formerly 
co-president of Barrick Gold, and 
he has also held senior positions at 
Debswana Diamond Co, De Beers 
Canada, International Nickel 
Indonesia and Placer Dome. 

Norsk Titanium expands 
commercial team 
Norsk Titanium (NTi) has added 
three executives to its commercial 
team. Steve Carrington has been 
appointed as vp, product 
development. He joins from L-3 
Communications. Tony Prezioso, 
who has held a number of positions 
at Bombadier Aerospace, joins as 
vice-president, contracts. Nicolas 
Mayer has been named as vp, 
product development, having 
previously held leading positions at 
Northrop Grumman, Aerojet 
Rocketdyne, Lockheed Martin, and 
others. 

Alacero names de Paula  
as president 
Latin America’s steel association, 
Alacero, has appointed Jefferson de 
Paula as president, it announced on 
11 November. De Paula, ceo at 
ArcelorMittal Long Carbon 
Central and South Americas, took 
up the position with immediate 
effect, and will lead the association. 
He replaces previous president 
Martín Berardi, director general at 
Ternium. 

Anglo American shuffles 
senior management 
Anglo American has reorganised its 
senior management team to enable 
a greater focus on its marketing and 
strategy evolution. Peter Whitcutt 
has been appointed ceo of the 
miner’s marketing business, having 
served as group director of the 
strategy, business development and 
marketing division since 2013. 
Bruce Cleaver becomes group 
director of strategy and business 
development, with responsibility 
for analysis of global economic and 
commodity trends. He was 
executive head of strategy and 
corporate affairs at De Beers, and 
was replaced in this post by Gareth 
Mostyn, the cfo of De Beers. The 
appointments were effective from 1 
January. 

Trafigura appoints division 
co-heads 
Amin Zahir and Julien Rolland have 
been appointed joint heads of 
Trafigura’s minerals, metals and 
bulk commodities division as part of 
a senior reshuffle of the company’s 
ferrous and non-ferrous trading 
team. Julio Arce has also been 
named as head of iron ore trading. 
Zahir will have responsibility for 
concentrates and refined metals 
trading, while Rolland will lead the 
coal, iron ore and freight teams. 

Ludueña joins Norsk Hydro 
Norsk Hydro has hired Alejandro 
Ludueña to head its metals sales 
team in South America. Ludueña 
has more than 15 years’ experience 
in sales and marketing of value-
added aluminium products, mostly 
with Argentina’s Aluar. He will be 
based in Rio de Janeiro. 

HKEx announces changes 
to group structure 
Hong Kong Exchanges and 
Clearing (HKEx) announced 
changes to its group structure as it 
prepares to launch and implement 
its strategic plan for 2016 to 2018. 
The changes took effect on 1 
January 2016.
Trevor Spanner, chief executive of 

LME Clear and Head of Global 
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Clearing (Europe), moved from 
London to Hong Kong to become 
chief operating officer of HKEx and 
head the new Platform 
Development Division. 
Two divisions, namely the 

Clearing Division and Markets 
Division, headed by Calvin Tai and 
Roger Lee respectively, will be 
created as a step towards gradually 
consolidating all Hong Kong 
clearing and trading businesses 
together.
A new Market Development 

Division will be created and 
co-headed by Romnesh Lamba, 
who previously headed Global 
Markets, and Li Gang, who 
co-headed the Mainland Division. 
Adrian Farnham, coo of LME 

Clear, replaces Spanner as chief 
executive of LME Clear, and Iain 
Greig, chief technology officer of 
LME Clear, succeeds Farnham as 
coo of that business. 

Chromalloy appoints 
Sartain 
Chromalloy has named Brian 
Sartain as the company’s 
vice-president, commercial aero & 
military strategic business unit. 
Sartain, an aerospace executive for 
more than 25 years, has held 
executive assignments in all aspects 
of the global business. Previously he 
worked at United Technologies 
Aerospace Systems and Goodrich 
Aerospace, which was later 
acquired by United Technologies 
Corporation. 

Eger joins Nyrstar as cfo
Chris Eger, previously M&A 
director at Trafigura, is replacing 
Heinz Eigner as Nyrstar cfo, 
effective immediately, as Eigner 
leaves to pursue other 
opportunities. Prior to working for 
Trafigura, Eger was a member of 
the investment banking group of 
Bank of America Merrill Lynch, 
where he worked with metals and 
mining companies on debt and 
equity financing and M&A. He also 
worked as a director in the Global 
Metals and Mining Group at BMO 
Capital Markets. 
Nyrstar has also appointed Darin 

Cooper as vp of zinc smelting, 
following the departure of Marcos 

Ramos to pursue new 
opportunities. Cooper was 
previously gm global roaster and 
leaching for Nystar, and also served 
for eight months as coo of Finland’s 
Talvivaara. 

Vareha-Walsh joins 
Indium Corporation 
Indium Corp has hired Donna 
Vareha-Walsh as director, metals 
unit. Vareha-Walsh joins from 
alloys producer Carpenter 
Technology – where she was 
director of global procurement 
– and will be based in the USA. 

AK Steel names new  
top team 
AK Steel has promoted three 
finance executives to support 
incoming ceo Roger Newport from 
1 January 2016, when ceo James 
Wainscott retires. Jaime Vasquez, 
previously director of finance, will 
serve as vp finance and cfo, taking 
on Newport’s current 
responsibilities in the latter post. 
Gregory Hoffbauer, AK Steel’s 
controller and chief accounting 
officer, has been promoted to vp, 
controller and chief accounting 
officer. David Westcott, previously 
treasurer, becomes vp and 
treasurer, charged with heading up 
the company’s information 
technology programme.

Abdullatif is ceo of Saudi 
Steel Pipe 
Saudi Steel Pipe has appointed 
Hisham Abdullatif as ceo, with 
effect from 1 January. He was 
previously the deputy ceo, and 
replaces Ahmed Al-Dabasi, who 
remains a board member. 

US Steel reorganises  
flat-rolled business 
US Steel is changing the 
management structure of its 
flat-rolled group. The industrial, 
service centre and mining 
commercial units are being 
combined into one group led by 
Douglas Matthews, who was senior 
vp of North American flat-rolled 
operations. Sara Greenstein, senior 
vp of consumer solutions, will have 

operational responsibility for the 
company’s Mon Valley Works, East 
Chicago Tin, the No. 5 coating line 
at the Fairfield Works, and Double 
G Coatings. Mark Tabler, 
previously vp of tubular operations, 
has been made vp of global quality 
and manufacturing processes. Jim 
Bruno will continue to lead the 
automotive solutions group, but 
will now also be in charge of the 
mills and coating lines that 
primarily serve automotive 
customers, including Pro-Tec 
Coating Co. 

Carroll joins MMG as cfo 
MMG has appointed Ross Carroll 
as the new cfo of the company. He 
has previously served in senior 
financial positions at mining and 
construction contractor 
Macmahon Holdings and BHP 
Billiton, as well as at Woodside 
Petroleum and Foster’s Brewing 
Group. 

Fabrini named as  
Abal board chairman 
Brazil’s aluminium association 
Abal has named Alberto Fabrini 
Junior as its board chairman for the 
2015-2017 period. Fabrini is Norsk 
Hydro’s vp for the bauxite and 
alumina business, responsible also 
for the company’s operations in 
Brazil. The board also appointed 
ReciclaBR’s president Mario 
Fernandez as Abal’s deputy 
chairman. Milton Rego remains as 
the executive president of the 
association. 

Constellium appoints 
Brooks as advisor 
Constellium has named Martha 
Brooks as special advisor to the 
board of directors, and expects to 
nominate her as a non-executive 
director at the company’s agm in 
June 2016. Brooks was president 
and coo of Novelis until her 
retirement in May 2009, and she 
has also served as president and ceo 
of Alcan Rolled Products, Americas 
and Asia. She is currently a member 
of the boards of Bombardier and 
Jabil Circuit, and has previously 
served as director of Harley 
Davidson and International Paper. 
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Times like these throw the threats and opportunities 
faced by miners into sharp contrast. Richard Barrett 
asks experts on African mining and finance for their 
views on the consequential trends and outlook

Collapsing commodity prices, 
shrinking market capitalisations, 
cost cutting, production 
curtailments, restructuring and 
asset sales have come to 
characterise global mining in the 
minds of many investors. Such 
times push the hurdles miners need 
to jump to secure finance ever 
higher, but they also create 
opportunities for those with means 
– and those willing to explore 
innovative financial solutions.

A spot mentality
Jason Burkitt, PwC partner and 
UK-based mining consultant, says 
that a spot mentality has developed. 
“The year has been a really good 
example of this paradox we have in 
mining in the sense that on the one 
hand you have the long-term 
investment decisions, which are 
driven by your view over a long 
period of time on what profits can 
be made, and the short termism 
that dominates capital markets: 
liquidity questions and shorter 
term decision-making where 
people do not have the luxury of 
time.”

He says that commodity prices 
falling consistently across the whole 
complex, foreign exchange rates 
moving, and a lot of other changes 
over the past year have highlighted 
the differences in attitude.

“For certain companies – the 
‘haves’ and ‘have nots’ in terms of 
strength and their ability to invest 
or having to take evasive action – it 
is starting to show that up. But 
generally, in terms of the market, 
when you look at market 
capitalisation, and what people are 
willing to do in terms of investment 
decisions in equity, it is very much 
focused on a spot mentality.”

While spot markets have been 
volatile, they have shown a fairly 
steady downward trend. “Once the 
market starts pricing in spot, and 
cannot look beyond that, 
particularly when it comes to spot 
pricing decreasing, it becomes 
more difficult to look through the 
long-term lens. That then makes 
things worse – it’s like a feedback 
loop.”

Burkitt says the best example of 
that is liquidity, since the moment 
the market becomes concerned 
about the ability of a company to 
repay debt, its yields go up in terms 
of what it costs to refinance, and 
what its bonds trade at, which 
makes it hard for companies to raise 
new debt – it becomes much more 
expensive – and their ability to do 
things in the short term 
deteriorates.

“It might have been that there 
was not going to be any real issue for 
those companies, because actually 
– looking on a long-term basis and 
when those bonds were repayable, 
and what levers they had to manage 
in the short term – they could 
manage their way through that. But 
because of the market reaction it 
starts to make it more difficult for 
those companies.”

Burkitt says that the 
consequence, whether in Africa or 
more generally, is to look at 
short-term ways of raising capital 
that does not increase debt. 
Disposals are one of the most 
obvious strategies, but that has 
been hard to do because it has been 
a buyers’ market for assets. “There 
have been more sellers than buyers 
and, of course, the prices that you 
can achieve have been going down 
– again because there is that spot 
mentality.”

Markets have been so tough that 
companies have decided that they 
now need to sell assets that might 
have been considered as core 
previously, but prices are hitting a 
low point and the opportunity to 
realise better values has been lost to 
some extent, Burkitt says. He adds 
that some companies do not have 
multiple mines and product 
groups, so they cannot carve out 
non-core assets, but they can raise 
cash by selling metal in the ground 
for the future through streaming 
agreements.

“In many ways it is a fantastic 
remedy to short-term problems.  
‘I need cash, I can’t increase debt, I 
cannot issue equity, but I can sell 
forward some of my future value.’”

Nevertheless, he agrees that 
there is a cost to doing that and it 
can be a costly way to raise cash. “It 
does give away some of the upside 
to help with the situation today. I 
think again there is a going trend 
around that and I think that, in a 
market where anything you do 
equity-wise is dilutive, something 
like a streaming transaction 
becomes one of the key alternatives 
if you cannot dispose of other assets.”

Burkitt also observes that, in an 
African context, streaming has and 
will be seen for mines with a set- up 
that does not easily allow another 
partner to come in: “Sometimes 
you can carve out a part of a 
business that you 100% own, but if 
it’s a vertically integrated business 
it’s very hard to pick a piece that 
you can bring someone in on.”

Streaming advantages
Joint venture partnerships are not 
always straightforward either: 
many partners would want to 
operate the mine and then there is 
the question of whether they are 
going to be a silent partner or not. 
Maybe there is already debt in a 
mine’s financial structure, in which 
case, for security reasons, it can be 
quite convoluted to change. 
Lenders with a call on assets as 
security may not allow a transfer 
out or will charge for doing so.

“In that sort of an environment, 
and in an African environment, I 
think it’s likely that we’ll see more 
streaming transactions because, 
provided that you believe that the 
resources are there, you can make 
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funding, so there will 
still be some projects 
going ahead,” says 
PwC’s Jason Burkitt



February 2016 | Metal Bulletin Magazine | 29

your own assumptions about what 
the market is going to do and put a 
deal on the table,” says Burkitt.

Streaming has a track record for 
getting credit and cash flow from 
precious metal by-products of base 
metal mines. Burkitt reminds that it 
has also been attractive to smaller 
players because they found it more 
difficult to raise equity or debt very 
easily. It works well as a package 
alongside other options. “What’s 
changed, particularly in the past 12 
months, is that major companies 
have done more of these deals and 
it’s not just getting rid of the 
by-products – it’s become much 
more major,” he adds.

Another advantage is that taking 
out a streaming deal does not affect 
covenant ratios and other financial 
factors because the metal sold in 
advance is already off balance sheet, 
notes Burkitt. “The moment before 
I do a streaming deal, I’ve just got 
some reserves in the ground – the 
banks won’t take account of that. 
But the moment I’ve consummated 
that deal I’ve got a pile of cash sitting 
on my balance sheet, which changes 
everything. Yes, I’ll have a smaller 
total reserve, but ultimately I can 
mine and deliver against the 
contract,” Burkitt explains.

Pre-development appetite
EAIF’s deputy managing director 
Roland Janssens says that the 
pre-development or early stage of 
investment in mining is, of 
necessity, riskier than later stages. 
“It is certainly not something that a 
number would finance, but there 
are equity funds and investors for 
that,” says Janssens. “I think people 
do look, but I would argue that they 
would be more selective by type of 
product and opportunity.”

He says that the bar on what is 
attractive for this stage of 
investment is set higher: “Do you 
have the right reserves? Can you be 
cost-wise competitive?”

Janssens says the flipside is that 
the amount of investment 
opportunity has shrunk, although 
Africa still has significant 
investment opportunity in mining. 
“There will be opportunities and 
there will be people who are willing 
to take, strategically, the long view.” 
It varies by project and by product 
– partly depending on the 

abundance or scarcity of the 
material concerned.

For early-stage development, 
some projects are massive with a 
pre-development stage that can 
cost hundreds of millions or billions 
of dollars, but very often those are 
smaller amounts. “If you look at the 
large volumes of money, I would 
argue that the trend is down, and 
that is more focused on cost 
reductions, competitiveness, than 
necessarily on opening new mining 
capacity. It is also driven by some 
major miners having over-extended 
themselves,” Janssens observes.

Changed priorities
A year ago the emphasis for miners 
was on deploying capital wisely, but 
that has changed to deferring any 
decisions on doing that. “We’ve 
seen more cutbacks this last year 
than we’ve seen for a long time. 
Each time a large company with a 
long capex pipeline makes an 
announcement, that capex figure is 
getting smaller,” says Burkitt.

The real opportunity now is for 
those companies that can afford to 
spend money on capex: “Now is a 
really good time to do it because it’s 
a much cheaper environment and 
you can get more bang for your 
buck. There are more skills 
available, it’s easier to get things 
done: it’s classic investing against 
the cycle.”

Burkitt believes that the new 
tension will be that miners will have 
to make sure that they get enough 
from disposals to meet their cash 
flow requirements as opposed to 
getting an appropriate valuation.

To give that context, some of the 
major miners have said that they are 
going to reduce net debt by a certain 
amount and dispose of a certain 
number of assets, he explains. “You 
just need a number. The valuation 
realised has become less important 
now than the cash that is the key to 
maintain credit rating or helping 
support a dividend. So that 
imperative has switched. It has gone 
up a notch.”

The market capitalisations of 
major miners have been in free-fall. 
Whereas previously the climate was 
about optimising and ensuring that 
any capital spend was well made, 
“Now we’ve moved into an 
environment of existential risk to 

those [big] mining companies, so 
the decisions at the top are different.
More decisions reflect liquidity 
considerations. There are more 
decisions about stop-go in terms of 
operating your mines, because a 
much greater section of the industry 
is not making free cash flow.”

In such circumstances and with, 
for example, three-quarters of 
nickel mines trading below their 
cash costs, raising money for 
greenfield projects in Africa has 
gone from very tough to extremely 
difficult.

“There are always some 
companies that have access to 
funding, so there will still be some 
projects going ahead and that will 
always be the case,” says Burkitt, but 
they will very much be in the  
minority. “I expect that the 
conversation this year will be about 
mines coming off production just as 
much about what’s coming into 
production,” he adds.

Best opportunities
Janssens says that it is difficult to say 
where the best opportunities for 
mining in Africa are. “Mining 
companies will look at that on a 
project-by-project basis. They will 
look at geology, extraction, cost 
recovery and so on from an absolute 
view, and also in terms of their 
portfolio – because for larger 
mining groups they have the choice 
of taking their money to different 
mines and locations.”

He also notes that, for a given 
country, people will also look at 
factors such as labour rates, tax rates 
or ease of negotiations. “A lot 
depends on the relationships people 
build in countries and how 
comfortable they are there. Some 
countries build their own 
reputation in particular sectors so 
people go there and are 
comfortable. In others, where it 
may be newer, people may feel less 
comfortable.” Judgement on where 
to invest is really very specific for a 
particular investor or project.

Are some countries inclined to 
look at their mining codes too 
frequently, leaving miners to 
wonder what will come next? 
Janssens sees this as part of the 
wider need for governments 
globally to raise funds through 
taxation in difficult economic 

‘It’s a much 
cheaper 
environment 
and you can get 
more bang for 
your buck’
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Trends in West Africa
Ludivine Wouters, managing partner of 
Latitude Five – an investment and 
advisory firm operating out of London and 
Abidjan – says that the fall in metal market 
prices over the past year has severely tested 
West African mining projects in gold and 
iron ore. She recalls that in Côte d’Ivoire, 
for example, when the country’s mining 
code was revised in 2014 the government 
was optimistic that there were roughly as 
many pre-development projects as 
operating mines in the country that would 
rapidly come on-stream, thus providing a 
significant cash injection into the country’s 
economy and the State’s budget in royalty 
and taxes.

That has proven not to be the case to 
date. “The reality is, and 2015 has proven, 
that a number of West African projects 
simply were not strong enough to face both 
falling gold prices and capital and operating 
costs which remain high compared to other 
regions,” says Wouters. 

“It has absolutely stress-tested West 
African gold, as little had been done to 
reduce costs, particularly energy costs: 
power infrastructure remains weak in most 
countries, and revisions of mining codes 
have sometimes reduced tax incentives for 
fuel, adding pressure on miners. Costs 
remain a problem in West Africa.” She 
believes some projects could have gone 
ahead with lower gold prices, but not in 
combination with high costs. “Capital is 
being reallocated and it’s not always in 
favour of West African projects,” she adds, 
“although there have been some 
acquisitions followed by significant 

investment programmes, which 
demonstrate the region remains attractive 
to new investment.”

She recalls that West Africa previously 
developed some fairly low-grade assets in 
the past, where scale and attractive fiscal 
terms helped to make those commercially 
viable. Now a significant number of assets 
in West Africa are being downsized to 
focus on higher grade ore, but that strategy 
is a struggle to implement in an 
environment that has already been stressed 
by prices going down. 

“I think West Africa is beginning to show 
the weakness of some of the assets that 
were, quite frankly, mildly attractive in a 
good market, but in this market are 
struggling to attract attention at all,” she 
surmises. 

Wouters believes that some West 
African governments are recognising the 
issue of costs, of which the cost of power 
and energy in general is key. She notes that 
one of the most negative aspects of a new 
mining code in Burkina Faso is that 
subsidies on fuel were removed. “So the 
cost of power has never been more of an 
impediment to West African producers 
and some governments are thinking about 
that.” The drop in fuel prices is mitigating 
that effect to some extent, to the benefit of 
miners.

Wouters says that the costs of moving 
the right people, plant and goods to mine 
sites in West Africa are an issue: “I think 
just generally there is a premium on the 
cost of logistics into West Africa.” She 
notes that Ghana is a base for service 

providers, but also that many of the 
international service providers there only 
have a representative office. “You still need 
to fly in a lot of people from very far away. 
You’re still going to Johannesburg, London 
or even Canada for the top people to be 
available.” 

“It has become harder and harder for the 
right project and the right circumstances to 
come together to become financeable,” she 
says. “One result has been mine closures, 
but it is also downsizing and rescaling 
projects to focus on the best reserves and 
higher grades. There is a cost to all of that.”

A land grab
Acquisitions have come to the fore in the 
current mining climate. “Over the past 
year there has been a real land grab in West 
Africa and it is amplifying,” says Wouters. 

“Since the beginning of the year we have 
seen more and more producers buying up 
significant packages,” she says. “It is either 
external producers coming in to West 
Africa for the first time, producers in one 
West African country looking to diversify 
by holding exploration rights in other West 
African countries or producers taking 
advantage of circumstances to grow their 
land package around their assets or in the 
same country.”

Wouters says that political risk has 
triggered some of that buying. She explains 
that producers who want to have a West 
African growth story usually have one or 
two assets, which are not the biggest part of 
their portfolio. They buy, initially in their 
home country in West Africa, but clearly 

LA
TI

TU
D

E 
FI

VE

Latitude Five’s 
Ludivine Wouters: 
“What we’re building 
today will be the basis 
for growth in 5-10 
years from now”

times. “It shows up as maybe 
more extreme in Africa, because 
very often – particularly if the 
national product of the country is 
small – a mine may be a very 
significant proportion of the GDP 
of the country,” he adds. “It may 
be one of the few sources where 
they can actually tax significantly. 
So, if the country has limited 
resources then, yes, it becomes an 
issue.”

Noting that countries have 
been willing to revise mining 
codes, he adds that there is also 
pressure on them from the World 
Bank and labour organisations 
wanting to make sure that there 
are good labour conditions, but 
mines themselves may need to 
review their labour levels to get 

the right balance between staffing 
and automation.

He says that this is where 
organisations such as the ICMM, 
and policies such as the Extractive 
Industries Transparency 
Initiative, come in. “These are all 
good initiatives, but ultimately a 
mine still needs to be 
commercially viable and make 
money so you have to make what 
can be very difficult trade-offs,” he 
notes.

Hindrance and help
Burkitt notes that there has been a 
lot of governmental support for 
copper miners in Chile to keep 
them going. By contrast, in some 
African countries – just as metal 
and commodity prices have been 

coming down –there has been an 
increase in taxation. In other 
countries, market protectionism 
and trade barriers are going up as 
some governments have become 
involved in competition 
investigations.

“It is still very relevant in the 
sense that governments can either 
help an industry when it’s going 
through such a significant change 
or their policies may hinder it. 
Sometimes through the 
unintended consequences,” says 
Burkitt.

In West Africa, governments of 
the regions’s nations sometimes 
take similar steps to each other. 
High costs are hampering the 
region’s mining development, 
notes Ludivine Wouters, 



February 2016 | Metal Bulletin Magazine | 31

have a view over the next 12 months to go 
hunting elsewhere in the region. She says 
that this activity can go unreported because 
it is not always material to the buyers, and 
also because purchasers do not necessarily 
want to publicise the fact that they are 
buying.

Wouters adds that these are often 
‘saviour’ deals for the vendors and 
frequently the only way for them to 
continue. “I think we’re going to hear a lot 
more of that in coming months. It is the 
right time to be buying.” 

In terms of licence to operate and 
investment and tenure protection, since 
these acquisitions are being done at the 
bottom of the market, a significant aspect 
of these programmes is expectations 
management with national and local 
government authorities, observes 
Wouters. Large-scale acquisitions during 
the mining boom heightened the 
expectations of host governments and civil 
society. Nowadays she says that buyers 
typically have a more subdued message, 
focusing on in-the-ground spend, 
reasonable expenditure commitments and 
realistic timelines.

She believes that some interesting 
headline M&A deals could happen in the 
next six months, with some people sitting 
on a “nice little portfolio of assets” which 
they could sell. “There are still 
pre-development assets out there that are 
up for sale, and acquisitions will probably 
result in operations and expenditure 
refocusing on those key assets while the 
rest of the portfolio is put on hold.” 

International interest
Wouters notes an agreement signed 
between South Africa and Côte d’Ivoire in 
December, according to which the two 
nations will look for ways to co-operate. 
Côte d’Ivoire is the third largest economy 
in West Africa, after Nigeria and Ghana, 
and has maintained strong growth since 
2012. “South Africa needs to export its 
skills and its capacities, which would be of 
great value in West Africa,” says Wouters.

She is optimistic about the outcome, 
reminding that the West African Economic 
and Monetary Union (WAEMU, or 
UEOMA in French), a sub-division of the 
Economic Community of West African 
States (Ecowas), comprising eight, mostly 
Francophone, countries provides a 
harmonised customs and single currency 
zone. Wouters believes that the fact that 
South Africa is putting in an effort to have 
discussions with Côte d’Ivoire, and 

probably to agree on a favourable tax and 
investment framework, promises the start 
of a potential trading route which would 
benefit the whole region.

Codes and licences
Last year Burkina Faso passed a new 
mining code that abolished a previous 10% 
tax break on mining company profits and 
obliged firms to pay into a local 
development fund. Mali is also looking at 
reviewing its mining code, which only dates 
from 2012, notes Wouters, adding that 
there is a revision of the Senegal mining 
code that has been pending for a while too. 

“I think we’ve all had enough of the 
revisions, but the governments keep them 
coming and – even if the revisions are good 
– the fact is that they are slow and difficult 
and not synchronised,” she says. “More 
importantly, the question of title has 
become a worry for operators,” she adds.

The problem is that at a time when 
miners are facing significant financial 
pressure and can struggle to meet their 
commitments, the negotiation with States 
is hard for operators that were doing well a 
few years ago but are now forced to inform 
authorities that they are not spending 
anything right now, but will nonetheless 
need a renewal this year or next year or they 
will have to leave, explains Wouters.

Exploration title usually lasts for 
between 3 and 4 years and, depending on 
when there is particular interest in 
particular countries, there tend to be waves 
of renewals, notes Wouters. Many licences 
for example are up for renewal over the 
next 12 months in Côte d’Ivoire, which 
raises the question of how the State will 
address these renewals where 
commitments have not been met in the last 
year or two.

Governments look to weed out 
speculators and poor potential assets, “But 
if they get into a clean-up mood they can 
also clear out companies that are doing 
their best and are good operators, but are 
now heading into financial headwinds and 
probably need a break for a year or two,” 
says Wouters, adding that it can sometimes 
be difficult for a mines administration to 
distinguish between the two.

Generally operators have sought to 
trigger conversations well ahead of 
exploration licence renewal. “I think that 
conversation is going to increase in 
intensity and frequency as M&A 
transactions increase, requiring sufficient 
foreseeability for buyers in terms of tenure 
and renewal,” says Wouters. 

“Last year dampened everyone’s 
enthusiasm and expectations,” says 
Wouters, considering the mood in West 
African mining. “When things are great, 
the success of mining is a fantastic political 
tool, both locally as well as internationally. 
Mining has systematically been a topic of 
discussion in every election, and every 
political transition in West Africa, in the 
past few years. Now that miners are facing 
financial and operational issues, and have 
less cash to spend on social initiatives, the 
perception is that we don’t deliver on 
promises made by politicians without any 
link to the reality of the industry.” She says 
that the fact is that if mining is not growing 
significantly – and visibly pumping money 
into the economy – nobody is really that 
interested.

For some West African nations, mining 
is either a newcomer to the economy or still 
a relatively small part of economic growth. 
“So it really doesn’t matter how many 
statements they make about mining being a 
strategic aspect of national growth in the 
next ten years, the fact is that these 
governments do not decide that. All they 
can do is make their nations as attractive as 
possible to investment in a globally 
competitive environment, but that is not a 
point that is widely accepted in the political 
context,” says Wouters. The reality is that 
governments have to reshape their internal 
messages, based on world events, she adds.

Hurting across the board
“I think last year we still saw pockets of 
growth and potential and we all focused on 
those, but now everyone is hurting across 
the board. I think that, across Africa, it is 
going to be that way for at least another 
year or so.” That is why she thinks it is 
exciting to see investments in exploration 
now, because those are tangible 
commitments: “Those operators have 
budgets and foreseeability and they are 
making that commitment for 3-5 years to 
West African countries.” She perceives a 
shift from exploration being done by “real 
mavericks” across West Africa to more 
solid mid-tier producers taking a significant 
stake in exploration in these countries.

Part of West Africa’s mining portfolio 
‘clean-up’ is also about finding bigger 
projects that attract bigger players. “I think 
that it’s a positive step in the evolution and 
it’s good that they are currently buying 
exploration in West Africa… What we’re 
building today will be the basis for growth 
in 5-10 years from now,” Wouters 
concludes.
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managing partnerof Latitude Five 
(see panel on West Africa). 

Burkitt notes that there has not 
been a rush into the commodity 
space generally by private equity. 
“Some of the money has come 
from groups that are now under 
more pressure, so that the fall in 
prices have not been conducive to 
getting deals done.”

He has seen an innovative 
response to dealing with different 
views on commodity values: 
effectively the sharing of risk in 
structures around the slide in 
commodity prices. “That is a 
feature that we have not seen in 
deals previously, but it has been a 
feature of some of the private 
equity deals recently.”

He says that there are different 
mechanisms, but basically some of 
the consideration is deferred. 
Miners are scared of giving up the 
upside potential for their products 

and private equity investors are 
concerned about the potential for 
prices to slide and the possibility 
that they are buying at the wrong 
time. “So if you agree on a set 
price, but link part of it to price 
movements, you are both taking 
part in that risk,” he explains.

“I think we’ve done things the 
old-fashioned way in West Africa 
for a while, and we still run on 
fairly simple financing structures,” 
says Wouters. “Hence the problem 
of financing the pre-development 
projects we were all raving about 
3-5 years ago, because the fact is 
that if you don’t have the equity 
those assets are not going to go 
ahead, because debt is hard to 
attract to the kinds of projects that 
we have.”

Wouters says that there is some 
equity available, including private 
equity. “There are some 
pre-development projects in 

Africa that are being funded 
privately. That has got to say 
something about the region’s 
capacity to attract investment to 
pre-development assets from 
strictly private funds.” 

She does not think the mining 
industry has been very 
sophisticated about structuring its 
financing. “We’ve often gone with 
a lot of very well rounded, very 
well understood structures,” she 
observes.

From a West African 
perspective, she believes that there 
is capital and equity available for 
projects, but adds: “I think that 
equity is being remarkably picky 
and I don’t blame it! We’ve seen 
some mining management teams 
around for a very long time, and 
they’ve had a very good run 
despite not always creating much 
in terms of revenue or value 
addition for their investors.”

Funding for infrastructure
All mining projects need some 
infrastructure for their operations. Power, 
roads, or railways, and water supplies are 
often key to them being able to start 
production at all, of course.

While such infrastructure is good in 
parts of Africa, in many other parts it is 
well known to be poor or non-existent, 
often making the development of new 
mines inseparable from the infrastructure 
needed for them to proceed. Add the 
distance of some ore deposits from viable 
markets, and the political risk or poverty 
of some mining host nations, to identify 
some of the substantial headwinds that 
face commercial financing of 
infrastructure development in Africa.

In difficult locations that are unlikely to 
attract the finance needed from other 
sources, lenders such as the Emerging 
Africa Infrastructure Fund (EAIF) can 
sometimes step in. EAIF lends money on 
commercial terms to Sub-Saharan 
infrastructure projects that would be 
unlikely to get private commercial 
funding. To do so, the fund provides 
investment arrangements that take into 
account the economic, social and poverty-
reducing benefits of the project concerned.

Most of the infrastructure development 
that EAIF supports comprises 
conventional projects such as pipelines, 
power lines or telephone networks, but it 
also provides loans for infrastructure 

development associated with mining. In 
addition, the fund finances basic industries 
providing materials needed to build 
infrastructure, such as projects in steel or 
cement pipe manufacturing.

“When we finance a mine, we normally 
do so because there is infrastructure 
within the package, by which we mean 
sharable or socially usable infrastructure,” 
explains Roland Janssens, deputy 
managing director of EAIF. “There may be 
need for a railway upgrade, a new railway 
or railway spur, or a power plant that uses 
some of its capacity to also provide power 
to some local villages, or there may be 
roads to be built.”

He adds that EAIF can also finance 
infrastructure outside the mine. “For 
instance, if you had a separate power plant 
that supplies the mine, that’s fine,” he says. 
“We can also finance a mine with the 
power plant in it. We just have some 
requirement that the amount of financing 
roughly corresponds to – or is no less than 
– the usable infrastructure that we define.”

Since infrastructure is frequently the 
largest cost to opening a mine, most 
miners would prefer that governments in 
Sub-Saharan Africa could finance that – or 
a good portion of it – themselves, but they 
often lack the money needed. “Mining is 
an important driver of economic activity, 
but it does require infrastructure to be 
viable,” Janssens notes. 

EAIF was, for example, one of the 
financiers of Kenmare Resources in 
Mozambique – operator of the Moma 
Titanium Minerals Mine on the country’s 
north-east coast. Infrastructure 
components of the project included, for 
example, power lines to bring power to the 
area, and the jetty, one of the few on this 
area of Mozambique’s coast.

Long-term lender
EAIF typically finances with long-term 
debt in euros or dollars from total fund 
capital of around $700 million. It provides 
senior and subordinated debt and 
convertibles and mezzanine finance, but 
is not itself an equity investor. The fund 
also co-invests with commercial 
financiers, who might not otherwise 
invest because of the geopolitical risk of a 
country or because of the type of project 
activity.

The Private Infrastructure 
Development Group (PIDG), of which 
EAIF is part, also includes GuarantCo – a 
credit guarantee fund that can guarantee 
long-term debt in local currency if that is 
needed. PIDG itself is owned by a set of 
international development agencies.

Janssens says that for mining, in his 
experience commercial lenders would 
probably feel more comfortable with 
larger mining groups – preferably 
multi-mine and multi-company – than 

‘We are one of 
the sources that 
are still open for 
finance, whereas 
a lot of others 
have withdrawn 
while waiting for 
an upturn’
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China’s influence
Wouters notes that Indian and 
Chinese companies have been 
inwardly investing in West Africa 
for manganese, but also that 
production of the metal is inclined 
to start and stop very quickly in 
line with market developments. 
“We’re so used to seeing the 
Chinese doing big things, but 
West Africa does not have that 
much available in big projects 
now,” she adds.

The Chinese are playing a 
multi-asset strategy. China has 
infrastructure projects across the 
region, including in Côte d’Ivoire 
in power generation, roads or port 
infrastructure – says Wouters. 
For them, everything is 
interlinked, she adds. So some of 
the contractors for these projects, 
or their sister companies, will 
later express interest in obtaining 
mining licences: “They are 

opportunistic shoppers!” Chinese 
companies are also adapting to 
the market by looking at smaller 
projects.

Burkitt believes China’s 
importance as an investor in 
African infrastructure and 
mining will continue. “The same 
imperatives are there. The same 
issues are there.” He adds that 
there are people globally looking 
for good infrastructure projects 
and that it offers a different risk 
and reward profile. “China goes 
about it in in a different way, but 
generally it is a competitive 
market and is not a depressed 
market in the way that 
commodity markets have 
moved.”

EAIF’s Janssens stresses the 
importance of China as a market: 
“I think the current focus on China 
from the global investor, financier 
and mining point of view is more 

on whether the Chinese economy 
will keep going up at a rate that 
allows it to keep buying more, or a 
steady flow of, mining products, or 
will it not – rather than ‘Is China 
still investing and will it invest 
more?’”

A significant proportion of the 
downturn in natural resources is 
the global economy, but a very big 
portion of that is the reduced 
growth rate in China, he adds. “If 
China buys less mining products, 
immediately it has an impact 
everywhere else.”

“I think China has not stopped 
investing, but I personally do see 
or hear a bit less,” says Janssens. 
China’s economic system does 
allow for more long-term strategic 
planning than corporations do, he 
adds. “I do think that they 
continue to need access [to raw 
materials] for their industry. I 
think that the link for China 

Funding for infrastructure
junior miners. “People are more inclined 
to look on a project-by-project basis than a 
broad-brush strategic view,” he adds. The 
lending tenor can be up to 20 years, but 
the longest loans tend to be more for 
projects such as renewable energy.

He says that some miners have been 
looking at dual finance with their 
infrastructure partly shared, for which the 
infrastructure has a longer tenor and the 
mine a shorter one. “We have seen some 
attempts to do that but, in my experience, 
there has not been an overwhelming 
number that have succeeded yet,” he 
observes. “But it is clearly something 
people are thinking about.”

Investment climate
EAIF can invest in 48 Sub-Saharan 
countries.  It currently has active, financed 
projects in approximately 19 Sub-Saharan 
countries, but has also financed projects, 
since repaid, or evaluated projects in other 
countries since it started up in 2002. 
“Paradoxically, we would be inclined to 
prefer the more fragile, lower-income 
countries, although they may have the 
highest credit risk.”

He adds that there is no reason why 
EAIF would not provide finance in other 
Sub-Saharan countries, but he notes the 
fund has had to pull out from some 
projects under consideration if a country 
has become too unstable.

EAIF has investment guidelines by 
country, by sector and by client exposure, 
but Janssens stresses that they are 
guidelines rather than hard and fast rules.

He says that EAIF probably has more 
exposure in power plants than mining. 
“That doesn’t mean we have not tried, but 
it is fair to say that at the current point in 
the cycle the prices of a lot of mine 
products are very low and that has 
undoubtedly affected the climate,” he 
adds. “We are one of the sources that are 
still open for finance, whereas a lot of 
others have withdrawn while waiting for 
an upturn.”

Janssens says that EAIF is actively 
looking at mining projects, but repeats that 
the state of the commodity markets makes 
it more difficult. “What we perceive is that 
there is less demand or viability for junior 
miners. We are getting some demand from 
some more senior majors… In the current 
climate they might look to us. Overall the 
current demand on projects in mining is 
clearly down.”

African capital markets
EAIF also promotes the development of 
Sub-Saharan capital markets and the 
capabilities of the African finance industry.

If you raise debt finance, you can raise it 
in the form of loans or through the bond 
market. EAIF can participate in bond 
issues. “That could be in the local market 

or an international issue,” says Janssens. 
“In our experience, financing for junior 
miners has been more loans than bonds, 
but it is one form of finance available.” 
EAIF and GuarantCo have been involved 
in bond issues outside mining.

Janssens says that the number of 
projects considered for investment by 
EAIF exceeds the number actually funded 
by some distance. The geopolitical risk in 
some countries is very significant. UN 
embargos have thwarted at least one 
mining project that EAIF was looking at, 
for example. “Mining has always been 
more difficult. Cement and steel has been 
more stable,” says Janssens.

“I think that co-financiers that we have 
worked with would have had a similar 
experience. It does reflect that we have 
traditionally financed more in the more 
difficult part of the market than a 
commercial bank that would give a loan at 
a corporate level to a large mining group. If 
you look at volumes of money, those 
remain the bulk of the industry.”

He adds that in terms of growth in the 
industry from an African perspective, the 
newer smaller mines are important, but 
they are more difficult to finance, and the 
risk, or ‘accident rate‘, of them not 
proceeding is much higher. “That does not 
mean necessarily that they die. It just 
means that they take longer and may still 
be around five years later,” he explains.

EA
IF

“Paradoxically, we 
would be inclined 
to prefer the more 
fragile, lower-income 
countries, although 
they may have the 
highest credit risk,” 
says EAIF’s Roland 
Janssens
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continuing to build infrastructure 
in Africa remains.”

“Chinese companies are actively 
bidding and that very often is more 
sophisticated than bartering for 
mine access in return for building a 
road – something that people have 
accused China of in the past,” 
Janssens says. He adds that 
Chinese companies are certainly 
continuing to actively look for 
construction contracts, which can 
be indirectly linked to mining or 
railroads, for example. “It’s more 
subdued and more careful, I think, 
but it is still there.”

In Janssen’s opinion, the 
demand for financing in Africa is 
so high that there is a need and 
potential for all investors: Chinese, 
Asian, North and South American, 
European and Australian: “There 
is scope for everybody.”

Cost concerns
Costs are a concern across the 
continent. Scipion Capital’s 
vice-president Ben Storrs sees 
mining, logistics and energy costs 
in Africa as one of the continent’s 
greatest issues. 

“That is the massive challenge 
for Africa and why they are 
struggling… If you look at other 
geographies, they have done very 
well from lower commodity prices 
– they are exporting more than 
ever,” he says. “It’s because Africa 
is a higher cost jurisdiction, 
because of the power and because 
of the other costs that are 
associated with mining and 
processing. That’s why they are 
struggling by comparison with 
other jurisdictions. In actual fact 
material such as copper in Zambia 
has a higher grade than anywhere 
else. It should be much cheaper to 
produce and export, but it’s not,” 
he stresses.

Nicolas Clavel, Scipion chief 
investment officer, adds that 
power supplies and costs are 
central to that argument. Both 
DRC and Zambia have hydro 
power, for example. Electricity is 
supplied from the Congo River via 
a long transmission line that goes 
all the way to Zambia, which also 
has its own hydro power plants. 
Recent drought in Zambia has left 
an empty reservoir and no power, 

however. “So you have to have 
your own generator set, because 
they do not have enough power 
station generating capacity from 
other fuels,” Clavel explains. 

High transport costs can also 
interplay with power production. 
Clavel points out that the high 
costs of transport influenced 
Botswana’s decision to build a 
300-350 MW coal-fired power 
station, which will consume 
domestic supplies of coal that 
would be too expensive to export. 
He believes that a cocktail of 
factors will continue to depress oil 
prices, including Libya potentially 
bringing more capacity on stream, 
heavy investment in Iraq to 
increase production, sanctions to 
be removed in Iran – implying 
another 2 billion barrels of 
production – and the USA 
removing its ban on exports of oil. 

“In the context of miners and 
Africa, it is potentially great news,” 
he says. “The number of African 
countries that will suffer as a 
consequence of that is a fraction of 
the number that will benefit. In a 
region where you have widespread 

Commodity trade finance
A specialist in commodity trade finance 
across Africa, Scipion Capital has recently 
expanded its team to 16 people, located in 
London, Geneva and Johannesburg. It 
manages a 100  million dollar fund that is 
used to finance trade in a wide range of 
commodities. 

Nicolas Clavel, chief investment officer, 
says there has been a shift in the balance of 
commodities financed over the past two 
years. “At some point as commodity prices 
have gone down – iron ore and coal, to take 
two main examples – our client borrower 
tells us that they cannot export: it doesn’t 
make sense any more,” he explains. “There is 
a natural end to a particular business line, 
which will start again once the price is right. 
That also isolates us from the price risk in that 
respect.” Scipion’s finance for copper 
exports, for example, has dried up as demand 
and price have slumped.

He adds that Scipion’s price risk is never 
more than one shipment at a time. “We are 
dealing in fixed-price contracts, so it is only a 
limited risk, and often in hedged contracts to 
diminish the risk even further.”

Clavel notes that overall bulk export growth 
in metals from Africa has been zero in the past 

two years, but he has seen some metallurgical 
coal export trade to India return in the past 6 
months, as Africa acts as a closer supplier for 
Indian steelmakers than Australia. “It is 
mainly a freight play at the end of the day, but 
is also influenced by the suitability of the coal 
imported for blending,” he says.

Commodity shift
For Scipion’s business, the commodity trade 
balance has shifted towards energy and 
agricultural products. Metals deals now sit at 
the lower end of the 40-70% range that 
Scipion usually books annually. Zambia, 
Botswana, South Africa and Morocco form 
the backbone of the fund’s non-ferrous metal 
transactions.

Oil products, and notably fuel, have 
increased in share. Clavel says that a reason 
they have grown to a reasonable size is 
because of the economies of scale in exports. 
There is no point in doing shipments in 
thousands of tonnes when bigger players  
can come along with 20-30,000 tonnes.  
“The saving that they can make on the freight 
will be larger than the margin you might  
have on the smaller consignment,” he 
explains.

According to market need, Scipion helps 
junior miners on the African continent in 
copper, tin, lead, manganese, metallurgical 
and steam coal. It has financed shipments of 
ore, concentrate, blister and scrap.

“Some guys have left, but have then come 
back,” says Clavel. He can think of a couple of 
borrowers for whom a development finance 
institution (DFI) was due to provide funds, 
but when that took too long they came back 
to Scipion for a loan.

“We have seen quite a lot of recycling in 
lead and scrap aluminium out of Africa,” he 
adds. “It usually goes to Asia, and India in 
particular, or sometimes Turkey. We are also 
working on some flows of manganese.” He 
summarises that, after a lull, some trade lines 
are starting up again.

Scipion accepts material assets as collateral 
for its loans. Above-ground ore stocks or 
treatable tailings are accepted as security for 
loans provided to improve the operation or 
efficiency of a mine. “We avoid mining risk, 
but if we can see that by adding some 
equipment, which is secured against material 
that is already out of the ground – and we can 
provide funds that get repaid within 12 months 
– that sometimes works,” Clavel explains.
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metal mining there are only a few 
oil producers,” he notes.

Outlook
PwC’s Burkitt says that there are 
two key questions that he would 
like to know the answer to. The 
first is on the supply side: how 
much supply is going to come off in 
response to spot prices? “If you are 
not making money, then why are 
you producing? Although we have 
seen some pull-backs, we have not 
seen a big supply-side response 
yet. I think that has yet to come 
and it is going to be pivotal,” he 
stresses.

“The other big question though 
– and it’s the scarier question – is 
on the demand side. Over the past 
10-12 years, it has been very much 
the story of the rise of China, just as 
Japan and the USA before it, and 
Germany when it industrialised. 
You have that large change in 
demand and that’s what creates a 
super cycle.”

He says that his fear now is that, 
as China cools and as Beijing 
decides what sort of economy they 
want to have, it might be the end of 

that growth story. “In some senses 
we’re waiting for China to come 
back,” he says, but the experience 
of historical booms is that they 
eventually come to an end.

“Whatever the source of new 
growth is going to be, I don’t think 
we know. But I think it’s something 
else that we have to wait for,” he 
says, adding that’s not going to 
happen soon. “They don’t happen 
every 2-3 years. They are more 
generational things.”

How does Janssens see the 2016 
outlook? “It’s the old question of 
whether the glass is half full or half 
empty. We genuinely do not know. 
We are very transaction-focused. 
My personal sentiment is that we 
will probably be trailing at the 
bottom, with unfortunately risk for 
further downside price 
developments.” Economic 
developments in, for example, 
China or globally in general and 
significant unexpected events may 
shock commodity markets, 
triggering further price declines in 
an already low price environment. 
“I do see product markets perhaps 
going up a little in volume, but price 

increases might take a bit longer.  
Prices will trail the bottom and may 
slide further,” he says.

That does not mean that you 
cannot find good investments and 
prepare for when the market picks 
up, he adds. “Demand for our 
finance is actually increasing. More 
precisely because we were set up to 
go in more difficult climates, but 
also because a lot of financiers have 
‘shut the hatches’ for the time 
being. In some senses we are a 
modest financier, but as things 
stand now we may have become 
more important – even if we are 
forgotten again when the market 
booms! But we do always play an 
important role in infrastructure.”

“EAIF has provided financing of 
around US$ 1.1 billion to 
approximately 60 projects across 
Sub Saharan Africa since 2002.  
The outlook for EAIF is very good, 
but we do see more growth in 
power plants, telecoms and gas 
pipelines, while it remains difficult 
in mining at current levels of 
demand. EAIF’s portfolio is in 
good shape, given where we 
operate,” he concludes.

Commodity trade finance
Structured loans
“A lot of miners think the only way forward is 
to raise money by getting listed – for example 
in Australia, Toronto, or on AIM in London 
–  and raise money on a 1p share in the hope 
it will become a pound!” says Clavel, but he 
notes an alternative. Provided people with a 
distressed asset still have some money to 
work with, Scipion will look at arranging a 
structured loan facility with them.

A structured facility usually lasts for 12 
months and is liquidated through cash flow. 
“We can help them to get going and to raise 
equity once they have something that 
works,” he explains.

Vice-president Ben Storrs says that a 
challenge that Scipion has is that many 
people do not know that structured finance 
can be done in this way: “They go to the 
‘usual suspects’ first and perhaps get turned 
down.” 

Although streaming is a better known 
option, structured finance is probably 
cheaper, says Storrs. “It depends on having 
current assets that you can leverage, whether 
that be tailings or easily available pre-mined 
stockpiles of ore to process.”

He says that he is surprised how many gold 
mines look at streaming, for example. “If 
you’re a gold miner you’re selling the gold 
price, whereas if you’re streaming and the 
gold price goes up you’re handing a lot more 
money over, so streaming won’t suit 
everyone,” he explains.

Storrs also highlights a tendency for junior 
miners to stall before they start producing. 
“They have done a lot of preparatory work, 
and surveys over the past few years, but when 
they want to start producing, that is when 
they get stuck,” he notes. They have to start 
production within the next 6-12 months for 
Scipion to consider finance provision for 
them, but he will still look for assets such as 
pre-mined material as security.

Multiple investors
There are more than 70 investors in Scipion’s 
fund with a variety of backgrounds: from 
traditional high-net-worth individual family 
office to pension fund and life insurance 
companies. 

Clavel notes that some DFIs, such as the 
IFC, are also interested in the fund now. He 
recalls that the IFC itself launched a 

substantial trade finance line during the 
2008-09 financial crisis when traditional 
bank credit dried up. The IFC’s trade 
funding has mainly helped to finance larger 
traders and banks, says Clavel, who says that 
they are now looking to extend the range of 
enterprises they can help: “They have started 
some leveraged facilities with a number of 
funds in various regions to get down to the 
SMEs.”

Scipion itself has grown on the strength of 
its finance for smaller transactions. Clavel 
says that banks’ appetite for risk remains low 
and they can struggle to make arrangements 
for trade deals less than $15 million. He says 
that Scipion makes its own swift assessments 
of the risks associated in financing any 
particular deal in order to provide funding 
quickly when possible.

A change for commodity traders is that the 
collapse in prices has eased pressure on their 
credit lines. Simply, they may find that they 
can now handle double the tonnage of a 
commodity that has halved in value per 
tonne. “On the other hand, they have to 
pedal twice as fast for the same amount of 
money!” notes Clavel.
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“We can help them 
to get going and to 
raise equity once they 
have something that 
works,” says Scipion’s 
Nicolas Clavel
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Mining has reached a turning point.  
David Humphreys analyses the impacts  
of a super cycle and the consequences  
of its completion

Twelve years ago we stood on the 
threshold of a golden era in the 
mining industry. Already at that 
time it appeared possible that the 
shift in the focus of global 
economic activity towards Asia 
would result in a terms-of-trade 
shift away from manufacturers in 
favour of mineral commodities 
and provide structural support for 
a cyclical upswing in mineral 
commodity markets. But no-one 
fully anticipated the scale of what 
was about to happen within the 
industry or the strength of what 
later came to be known as the 
super cycle. 

Considering that the cycle had 
probably played out by the end of 
2014, I decided to write a book* 
to tell the full story of the great 
commodities boom – what 
happened, why it happened and 
what the future consequences 
were for the mining industry. This 
article summarises my 
conclusions.

Consequences of boom
The boom catalysed some 
profound and long-lasting 
changes in the mining industry, 
which are likely to play an 
important role in its future 
evolution. These included a 
change in the customer base of the 
mining industry, a change in the 
basis of pricing of a number of 
products, a change in the cast of 
players in the industry, and a 
politicisation of mining.

To take each of these in turn, in 
the mid-1990s two-thirds of 
global demand for minerals 
originated in the advanced 
economies and one-third in the 
emerging economies. Twenty 

years on, the positions have 
reversed. The emerging 
economies are the dominant users 
of minerals.

This switch in focus has also 
given a new economic ‘relevance’ 
to mining. In earlier years, the fate 
of mining had seemed to be tied to 
the fortunes of a few hundred 
million people in the 
slow-growing and dematerialising 
advanced economies. Now, it was 
beginning to be associated in the 

public and investor mind with the 
aspirations of billions of people in 
emerging economies and their 
efforts to lift themselves out of 
poverty and to raise their 
standards of living.

This shift in the customer base 
of the industry was not, however, 
just about geography, it was also 
about the kind of companies the 
mining industry was selling to and 
how business was conducted. 
Demand was shifting to countries 
where markets were more opaque 
and less easy to monitor and 
predict. It was also moving to 
markets dominated by smaller 
companies with a shorter-term, 
trader mind set. The consequence 
of this was a shift away from 
contract-based business towards 
spot business. This was most 
evident in the collapse of the 
benchmark system for pricing 
iron ore, but was also apparent in 
other commodities, including 
coal, copper concentrates, bauxite 
and potash. 

The cast of players in the 
industry changed as emerging 
market companies established 
themselves as a much bigger force 
in the industry and sought market 
listings. By 2008, ten of the 20 
largest miners in the world were 
from emerging economies. 
Research by PwC shows that 
emerging market companies 
today account for 50% of the 
aggregate market capitalisation of 
the world’s 40 largest mining 
companies. The new players 
included companies from the 
countries of the Former Soviet 
Union, Russia, Kazakhstan and 
Ukraine, from non-aligned 
countries such as India, Mexico 
and Peru, and, of course, from 
China.

The boom re-ignited the 
interest of governments in 
mining. Through the 1980s and 
1990s governments had been 
actively disengaging from mining, 
which they frequently viewed as a 
burden on their economies. 
However, the turnaround in the 
industry’s fortunes revived 
interest in government in the cash 
flows of the industry and also in 
the potential role that mining 
could play in promoting national 
economic development through 

Mining reshaped 
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greater direct involvement in the 
management and ownership of 
mining projects.

This movement, often 
characterised as resource 
nationalism, took many forms. 
Most common of course were 
increases in taxes and royalties, 
but other measures were directed 
more towards ownership and 
control of the industry.

Another strand was focused on 
ensuring that minerals mined 
locally should be processed locally 
in order to capture more of the 
downstream value added from the 
industry. Indonesia’s blanket ban 
on the export of unprocessed raw 
materials such as nickel ore and 
bauxite from the start of 2014 was 
a particularly dramatic example of 
this but there are others. For a 
variety of reasons, this is not a 
tendency that is likely to reverse 
any time soon. 

In summary, the mining 
industry that emerged from the 
boom was, in a number of 
important ways, different from 
the industry that went into it. In 
this sense, it was ‘remade’. 

What happens next? – China 
So much for the past – what about 
the future? As a result of the 
boom, China has come to 
dominate the demand landscape 
for minerals in a way that no 
country has dominated it since 
the USA in the 1950s, so 
developments here will be a 
critical element in what happens 
next. China now accounts for 
around 16.5% of global GDP, 19% 
of global industrial production, 
only 12% of oil usage, but, 
disproportionately, half of the use 
of many metals and 70% of the 
market for traded iron ore. 

China’s economy is now 
cyclically slowing and the capacity 
of the government to boost it in 
the manner in which it did in 2009 
no longer exists. All measures of 
economic activity are trending 
down; notably GDP. There is 
simply too much capacity, too 
much debt and too little demand. 
The monetary policies being 
pursued in Europe and Japan are 
not making China’s job any easier. 
By continuing to print money and 
suppress their currencies, they 

are deflating the US dollar value 
of global GDP, restricting the 
opportunity of China and other 
emerging economies to boost 
their trade and forcing export 
prices lower. 

The bigger and more important 
story, however, is not the cyclical 
slowdown but the underlying 
structural shift in the Chinese 
economy – away from exports 
and investment towards domestic 
consumer demand and services 
– which the government has been 
talking about for years, but which 
is now unavoidable if it wants to 
sustain its growth rate.

The 13th Five Year Plan, due to 
run from 2016 to 2020, promises 
a continuation of this tendency.  
For sure, it contains some major 
infrastructure initiatives, notably 
the ‘one belt one road’ project, the 
integration of Beijing-Tianjin-
Hebei regions, and investments in 
clean energy, but its primary 
emphasis is on less materials-
intense activities, on welfare and 
market reforms, on the 
environment, on 
telecommunications and on 
boosting consumption. 

The official growth numbers for 
China over the past few quarters 
clearly show some of these effects 
at work (see chart). Growth is 
slowing, but the proportion of 
that growth accounted for by 
tertiary activities – the services 
sector – is increasing. 

How fast the move towards the 
new growth model will be and 
how successful it will be in 

sustaining growth – now officially 
targeted at 6.5% a year – remains 
to be seen, but it seems inevitable 
that this new phase of growth will 
be a less materials-intensive one 
than that which went before. 
China’s industry does not face a 
collapse, but it does face a period 
of consolidation and 
rationalisation. The China Iron 
and Steel Association has stated 
that it expects steel use in China 
to trend down. 

Emerging-world trends
What of other parts of the 
emerging world? How far will 
they be able to pick up the baton 
of demand growth for 
commodities as China slows? 

Investors in emerging markets 
are having a hard time now and 
some of the gloss has come off the 
emerging markets story. The 
slowing of global trade and of 
cross-border investment is not 
helping much, but it remains the 
conviction of most forecasting 
agencies – including the IMF 
– that emerging economies will 
continue to account for the lion’s 
share of global growth in coming 
years (see chart). This growth 
tends to be more materials 
intensive than that in advanced 
economies. Which is to say it is 
more focused on construction, 
transport systems, electrification 
and demand for consumer 
durables from an emergent 
middle class. 

China, India and the Next 11
 Population GDP/head Steel use 
 (millions) (US$) (million tonnes)
China 1402 7380 711
India 1282 1610 75
Indonesia 256 3650 13
Pakistan 188 1410 3
Nigeria 184 2950 2
Bangladesh 160 1080 2
Mexico 125 9980 20
Philippines 102 3440 7
Ethiopia 99 550 1
Vietnam 93 1890 12
Egypt 85 3280 8
Iran 80 6820 17
Turkey 77 10850 31
Next 11 1449 3729 116

Source: UN, World Bank, WSA

Consumption of copper in Asia (’000t)

* Rep of Korea, Taiwan, Hong Kong, Singapore                                                                   Source: WBMS
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If we disaggregate the forecasts 
for the emerging economies, it is 
clear that there is particular 
optimism surrounding the 
outlook for India, which is 
forecast to grow faster than China  
and the ASEAN countries. 
Sub-Saharan Africa is also 
projected to grow at around 5% a 
year. While this optimism seems 
well founded, it is important to 
retain a sense of perspective. 
These other emerging markets 
will struggle in the near term to 
offset the effects of China’s 
slow-down on commodity 
markets. 

Data for China, India and the 
‘Next 11’ – that is the most 
populous countries in the 
emerging world needed to make 
up one China – are worth 
comparison (see table). India is a 
young country demographically 
and it is benefiting at present from 
the fall in oil prices, but it is 
pursuing a very different growth 
model from China. Growth is 
being driven more by domestic 
demand and from the bottom up 
rather than orchestrated from the 
top down.

The Next 11 are very disparate 
countries both in their standards 
of living and their economic 
prospects. They may collectively 
have a similar population to 
China, but they clearly lack its 
economic coherence. Moreover, 
steel use in India and in the Next 
11 is small compared with China. 
It will take time for this to make an 
impact at world level 

A similar argument applies with 
respect to the demand for copper 
(see chart). Consumption of 
copper in Asia represents 70% of 
global copper use. ‘Other Asia’ 
largely comprises ASEAN 
countries and the Middle East. 
Demand from these countries and 
from India is coming on well, but 
remains small compared with 
China. It is asking a lot to expect 
these countries to offset the 
effects of China in the near term. 

A look at longer term trends, 
using a chart with a logarithmic 
scale in order to observe more 
easily rates of growth, shows the 
overwhelming trend seen – at 
least since the late 1970s – of 
continuity, not disruption. 

Demand for aluminium provides 
evidence of an acceleration in 
demand over the last few years, 
courtesy of China, but, for the 
other metals shown here, the 
historical trend seems stable and 
intact. Even though we might be 
in a bit of trough at the moment, it 
seems that there are worse bases 
on which to forecast global trends 
in demand. The precise incidence 
of metals demand moves around 
the globe, but the overall picture 
is less subject to change.

Outlook 
If these longer trends provide 
some reassurance for the outlook 
for the mining industry, there are 
nonetheless some big 
uncertainties in the nearer term. 
While there are no particular 
grounds in the economic outlook 
for supposing that minerals 
demand faces a crash, it is equally 

difficult to see what might drive 
an imminent recovery. For the 
moment, the mining industry 
should not be planning on such a 
recovery to reignite its prospects.

Another question is whether 
there is anything in the past that 
might be relevant to current 
circumstances and the projection 
of what happens next. 

No cycle ever repeats itself 
exactly, but probably the closest 
parallel to today’s developments 
is the aftermath to the 
commodities boom of the 1970s 
(see chart). Back then, there was a 
boom triggered in part by an 
emergent industrial power – then 
it was Japan – and there was a 
secondary price peak reflecting 
the effects of fiscal laxity and a 
tidal wave of loose money. Sound 
familiar? If these two booms are 
plotted on top of each other,  
using The Economist’s non-ferrous 
metals prices index, there is an 
approximate match, and indeed 
for the secondary peak quite a 
good one. 

The key point to take from this 
comparison is that the industry 
was, in this earlier period, slow to 
respond to what was going on in 
the aftermath to the boom. It 
hung on to surplus capacity in the 
expectation that the good times 
would return. They did not. As a 
result, it took until 1987, more 
than seven years after the 
secondary peak of the cycle for 
prices eventually to respond. The 
point is not to suggest that a 
repeat of this experience is 
inevitable. In fact the intention is 
the reverse: this does not have to 
happen. But in the absence of a 
boost from the demand side, it 
requires that the industry 
acknowledges what is going on 
and responds in a constructive 
fashion. 

*The author was formerly chief 
economist at Rio Tinto, and 
subsequently at Norilsk Nickel. He 
is now an independent consultant. 
His book, The Remaking of the 
Mining Industry, was published by 
Palgrave Macmillan in June 2015. 
This article is based on a 
presentation made to the Mines & 
Money conference in London, 
December 2015.
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Most South African mines are under pressure,  
but the weaker rand provides some relief,  
writes Bianca Markram

Since the end of December the 
South African rand exchange rate 
against the US dollar has plunged 
to new depths, falling within one 
month from ZAR12-levels for $1 
to current levels of more than 
ZAR16/$. Although this is bad 
news for an import economy, the 
current historic weakness may 
just be the lifeline some South 
African mining companies need 
to navigate an already tricky 
marketplace. 

Certainly, 2015 was a tough 
year for South African mining, 
building on the hardships and 
labour disputes of 2014. 
Prospects for 2016 look equally 
tough. 

Globally, mining companies are 
strained due to what analysts are 
calling a protracted commodities 
destocking phase. China, the 
largest consumer of commodities, 
is continuing to slow its rate of 
growth. And within South African 
borders, politics, huge cost 
inflation, an anaemic power and 
water supply infrastructure and a 
militant workforce are creating 
the perfect storm for mining 
companies.

“The weak rand will enable a lot 
of companies to survive this year,” 
says Stephen Meintjes, an analyst 
at Momentum SP Reid in 
Johannesburg. “Gold in particular 
is looking promising, which could 
also stabilise platinum. The weak 
rand will have a dramatic 
[positive] impact on mining at 
these levels.”

Because South Africa exports 
the majority of its raw minerals 
and trades in dollars for these, the 

weak currency brings more 
money on to South African 
companies’ balance sheets.

Negative mood 
However, Meintjes warns that all 
other emerging countries have 
seen a devaluation of their 
currencies at the same time as 
South Africa, and these countries 
will also benefit by exporting their 
commodities. So, while South 
African companies can gain more 
when they export, they will still 
have to compete with other 
commodity-exporting 
economies. For certain 
commodities, this will matter. 

For example, South Africa will 
probably not benefit much from 
the currency weakness in exporting 
iron ore – a commodity for which 
global prices have plummeted. 
The same goes for coal. 

Even at these unprecedented 
weak levels of the rand, South 
African miners still have to 
grapple with certain operational 
inefficiencies that are often 
beyond their control, such as a 
huge labour cost inflation, a 
labour force that frequently 
strikes, water and power 
shortages, and the costs involved 
in trying to secure and manage 
these. 

At the same time, economic 
growth in the country is forecast 
to be a mere 1.6% or less for the 
year, compared with 4% and more 
for many other African countries. 
This makes South African miners 
look less competitive, unless they 
can lower production costs 
further still.

The country is also teetering on 
the edge of a possible national 
credit ratings downgrade within 
the next two years, which would 
certainly discourage investors.

“The mood remains very, very 
negative,” Meintjes says. “Morale 
of workers and mine owners alike 
is not good and it’s not going to 
change if we have another 
protracted strike in the gold 
sector, or any other commodity 
sector for that matter.”

Within the past two years the 
precious metals sector has been 
plagued by strike action, with 
mining companies losing millions 
of rands. In 2014, the year started 
with a strike that ended up lasting 
five-and-a-half months. Other 
strikes took place in various 
sectors throughout 2015. 

Business rescues
Cracks from the strenuous 
environment are starting to show. 
Some companies have entered 
business rescue procedures. 

South Africa’s Evraz Highveld 
Steel & Vanadium entered 
business rescue in April last year 
after suffering mounting losses. 
The company reported steel 
production in 2013 of the order of 
500,000 tons, and 486,706 
tonnes of ferro-vanadium. It 
suspended production at its 
steelworks last July.

ArcelorMittal South Africa 
(Amsa) is battling with lethargic 
domestic steel demand, high 
input costs and also having to 
compete with cheap imports. 
The company’s share price has 
fallen by three-quaters in a year. 
It finalised a ZAR4.5 billion 
($266.7 million) rights issue in 
January. It put its Vereeniging 
long steelworks under 
emergency care and maintenance 
during July and August, and 
started a process in September  
to lay-off staff at unprofitable 
units. 

The South African steel 
industry is a gauge for the  
overall health of the country’s 
manufacturing industry, 
accounting for 4.7% of the 
country’s total manufacturing 
production. It feeds into other 
major manufacturing sectors, 
such as cars and white goods. 

Under pressure
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In August last year the South 
African steel sector was thrown a 
lifeline when the government 
imposed 10% tariffs on steel 
imports into the country. 
Nevertheless, the industry is far 
from thriving.

The South African ferro-
chrome sector has also suffered 
losses. International Ferro Metals 
(IFM) was driven into business 
rescue last year after its ferro-
chrome production costs rose due 
to higher power and ore input 
costs.

Tata Steel KZN initiated 
business rescue proceedings in 
July, while African Rainbow 
Minerals’ (ARM) Machadodorp 
ferro-chrome plant went on care 
and maintenance as the last 
quarter started. Samancor closed 
its low-carbon ferro-chrome 
operations in Middelburg, and 
poor demand saw many of the 
remaining producers reducing the 
number of furnaces they are 
running.

Weak rand’s impact
Of all the production cuts 
worldwide since May last year in 
the bulk ferro-alloys category, 
more than half have been in South 
Africa. 

And yet prices continue to 
decline, even while chrome ore 
exports to China continue to 
increase: they are expected to be 
around 8.0-8.5 million tonnes for 
2015, compared with 7.25 million 
tonnes in 2014.

In other commodities, 
platinum producer Lonmin’s 
share price collapsed last year. 
The company recently finalised a 
$407 million rights issue to keep 
running. 

Even though the mining 
industry has a lot of hope riding 
on the weak rand, it is not a sure 
win for all operators. Afarak’s ceo 
Alistair Ruiters has noticed that 
the chrome ore price adjusts 
according to rand/dollar 
exchange movements. “Where 
we would in the past talk about a 
weak rand as a blessing, it came to 
my attention recently that the 
market is now indexing according 
to the rand movement against the 
dollar,” he says. In short, if the 
rand weakens, the price of ore 

seems to drop accordingly. 
“Clearly we have too much 
capacity,” he adds.

Where is the bottom?
Siyanda Chrome Smelting’s ceo, 
David Kovarsky, agrees. “In 2008, 
we fell off the cliff, but we knew 
when we were at the bottom,” he 
says. “This time around there is 
no telling where that bottom is. A 
massive destocking is underway, 
and we still have a while to go for 
that to finish.”

He believes this is also true for 
the bulk commodities and for 
nickel, zinc and copper.

Indeed, South African 
commodities production has 
declined by 50% since 2011, 
according to Mike Schussler, head 
economist at Economists.co.za in 
Johannesburg. “Most of the South 
African mines remain under 
pressure,” he says. 

He believes that gold has a 
chance of performing better than 
all the other commodities in 
South Africa this year because the 
rand gold price has consistently 
outpaced all other main 
commodities in the South African 
market. 

Iron ore and coal will continue 
their downward trend, though, 
and so will the bulk metals, 
Schussler believes. Meintjes at 
Momentum SP Reid believes that 
prices will stop falling in the 
second half of this year. Kovarsky 
also sees the destocking and price 
decline persisting for the next six 
months. 

Each agrees that they do not see 
price increases looming after the 
period of decline, but merely a 
stabilisation of prices in most 
commodity classes.

The only exception could be 
precious metals, and specifically 

gold. Schussler says that if the 
gold price remains buoyant, 
platinum, palladium and the rest 
of the precious metals could 
follow suit. 

A ride-it-out year 
Most miners are battling to turn a 
profit and many have seen their 
market capitalisations drop 
through the floor. Even so, 
potentially well-priced assets do 
not seem to whet investment 
appetite.

“Even though there could 
potentially be opportunities for 
mergers and acquisitions, nobody 
is pulling out cheque books and 
swooping in on a good buy right 
now,” Kovarsky notes. “This is 
true globally, but I sense South 
Africa is suffering also because of 
its political environment and the 
investment risk attached to the 
country.”

He refers to the country’s debt 
rating downgrade by Fitch at the 
end of last year. On the same day, 
Standard & Poor’s adjusted its 
outlook to ‘negative’ from ‘stable’. 

The government’s subsequent 
handling of appointing a new 
finance minister in mid-December 
unsettled markets and further 
knocked investor confidence.

Afarak’s Ruiters says that the 
lack of stability in politics makes it 
extremely difficult to sell to 
investors and boards to invest 
more money in operations in the 
country. 

For many South African 
miners, 2016 will be a ride-it-out 
year in the hope of weathering the 
storm until better times.

The author is a specialist writer 
based in Johannesburg. 

SA mining commodity index (US$)

Source: Economists.co.za12 year upward march of SA mining commodities. This was a long wave upward cycle. 
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The International Council on Mining and Metals 
(ICMM) will mark its 15th year in 2016. Richard Barrett 
asks ICMM ceo Tom Butler to outline the council’s 
strategy and outlook now

In the late 1990s, large mining 
companies realised that the global 
mining and metals refining industry 
had a problem with its roots in a 
historical legacy that stretched back 
over decades and was peppered with 
examples of poor community and 
labour relations, accidents and 
pollution.

At a time of increasing public 
awareness and concern for the 
environment – and the broader 
concept of sustainability rapidly 
coming to the fore – a group of the 
largest miners launched the Mining, 
Minerals and Sustainable 
Development (MMSD) project to 
address the issues. Beside a desire to 
tackle the challenges effectively, 
miners also understood a growing 
risk to their licence to operate.

The MMSD project established 
an agenda to implement change that 
became the foundation of the 
International Council on Mining 
and Metals (ICMM), which was set 
up in 2001.

Fifteen years later, ICMM now 
has 23 large mining and refining, 
plus 34 mining and metal 
association, members. Its mining 
members account for about 40% of 
the market capitalisation of mining 
companies listed globally. Progress 
has clearly been made, but the 
council’s work continues as the 
mining industry continues to evolve 
and public expectations change.

Big and small miners
“Our agenda and what we produce 
is primarily set to improve the 
performance of our members,” says 
Tom Butler, ICMM ceo. “Our members 
are also hoping that, through leading 
by example, the rest of our industry 
will see the benefit of following,” he adds.

Guides, toolkits and reports are 
an important part of ICMM’s work. 
The council has published over 250 
freely available documents (see box 
for recent titles), which Butler says are 
designed to be useful to all sizes of 
mining company.

“One of the important things that 
junior miners are increasingly 
realising is that they are often the 
first people to engage with 
communities,” says Butler. “When 
they make promises or 
commitments that they cannot fulfil 
– or they engage in value-destroying 
ways with communities – they are 
potentially compromising their 
ability to on-sell a discovery to a 
bigger company.”

He says that the environmental 
and social practitioners that smaller 
companies consult are also well 
aware of ICMM’s publications, and 
increasingly their ceo or head of 
corporate social responsibility (CSR) 
is as well.

“The big companies are always 
interested to learn what their 
competitors are doing,” says Butler. 
ICMM runs member-only health & 
safety forums every six months. “A 
lot of that knowledge sharing ends 
up in our toolkits or other 
documents,” he adds. “The majors 
are learning from each other, but 
they are also recognising that 

knowledge is important to pass on to 
others. We are all in the business of 
improving the reputation of the 
industry.”

Forward strategy
Setting out a programme for the 
next three years (2016-18), last year 
ICMM developed a strategy 
grouped into three themes: 
1. Environmental stewardship.
2. The role of mining and metals in 
society.
3. Human wellbeing.

Water is central to the first. “It is 
increasingly an issue in much of 
southern Africa, but also South 
America,” says Butler. “This year we 
will be focusing on how to report in a 
consistent way on water use, how to 
account for its use, and how to 
engage on water issues with other 
users.”

The council has produced some 
guidance on that already, but Butler 
says there is not a consistent 
approach on how to engage with 
affected communities on water use. 
“That is quite a big focus and a 
priority for most, if not all of our 
members,” he says. “There is a lot of 
pressure to show that we’re being 
efficient in the use of water.”

The second strand has two angles. 
One is raising awareness of the role 
of the industry in modern society. “It 
is not just about getting people to 
understand the variety of metals 
that go into products like mobile 
phones. It also about the positive 
contribution that mining itself 
makes in developing countries,” 
Butler explains.

He elaborates that while people 
are concerned about the impacts of 
mining, they can also understand 
the benefits that it can bring and the 

Sharing best practice

IC
M

M

Recent ICMM publications
ICMM added four new publications to its list in December:
- Demonstrating value: A guide to responsible sourcing
- Understanding company-community relations toolkit
- ICMM Critical Control Management: Implementation 

Guide (complements the Health and Safety Critical 
Control Management: Good Practice Guide)

- Land Acquisition and Resettlement

“We try to 
understand the 
main concerns 
and perceptions 
of society with a 
view to addressing 
them,” says ICMM 
ceo Tom Butler
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‘Our members 
are adamant 
that ICMM’s 
work is a high 
priority. Their 
commitments 
to ICMM stand, 
notwithstanding 
where they stand 
in the business 
cycle’

ability the industry has to really 
transform some developing 
countries. “There are examples 
where mining investments have not 
done particularly well for the 
country,” he admits, “But in 
countries that have managed it well 
there are some really good case 
studies. We want people to 
understand what the key success 
factors were.”

ICMM is also doing some public 
perception work to try to get further 
understanding of what key concerns 
society more broadly has about the 
mining industry. “We see ourselves 
a little bit as the eyes and ears of the 
industry, so we try to understand the 
main concerns and perceptions of 
society with a view to addressing 
them.”

Investor engagement is another 
activity on a list for this second 
theme, “to deepen ICMM’s 
engagement with investors to 
enhance and rationalise reporting 
obligations.”

The third theme also has two 
elements. The first, health & safety, 
is trying to drive the industry 
consistently downward to zero 
fatalities. “We’ve done well as a 
membership in driving that down, 
but we are still not at zero,” says 
Butler.  The second element is on 
strengthening operational capacity 
to engage with communities.  “The 
larger companies have a group of 
community experts. We are trying 
to help them convey that knowledge 
and expertise to the guys at the 
‘coalface’,” explains Butler.

Monitoring uptake
How does ICMM monitor the level 
of uptake of its recommended 
actions and practices? Member 
companies are required to report on 
their activities and progress 
annually. For example, when the 
council surveyed its membership 
last October to find out the uptake of 
the approach set out in its new 
Health and safety critical control 
management good practice guide, it 
found that 80% of members said 
that they were either already doing it 
or would be doing so within a few 
months of the survey.

 “It is harder to say how much it is 
being picked up by the rest of the 
industry, but we do keep an eye on 
the number of downloads of the 

document,” says Butler. At last 
count it was 7,000.

“The idea came from BHP 
because they are already doing it at 
Escondida and were pleased with 
how it was going there,” Butler 
explains. “It is a good example of 
how we can help catalyse a good idea 
like that and get it spread out 
quickly”.

International reach
Butler stresses that ICMM’s output 
is not country-specific, but is 
targeted at a global audience. 
Nevertheless, he acknowledges that 
language is a barrier in some 
jurisdictions. Butler says that 
China’s Minmetals, parent 
company of ICMM member MMG, 
follows ICMM activity assiduously, 
so they are one of the leaders. “But 
there are thousands of Chinese 
companies and we are not yet at the 
stage where we are translating our 
output into lots of languages,” he 
adds.

ICMM’s first Russian member, 
Polyus Gold, joined ICMM last year  
and they are already translating 
some of ICMM’s documents into 
Russian with a view to an increased 
uptake in its good practice guidance.

ICMM also has a number of mining 
associations in its membership. 

“Indirectly we are reaching most of 
the industry through the national 
associations. The Australians, 
Canadians and Americans are 
particularly good at picking up on 
ICMM’s output and distributing it 
to their own membership,” says 
Butler. 

He notes that a key difference is 
that, to join ICMM, a company is 
put through a rigorous process to 
test corporate commitment to 
sustainability standards and ensure 
that the company is complying with 
the council’s principles. Admission 
to membership of national 
associations does not have the same 
requirements.

African relevance
Butler believes the uptake of ICMM 
output in Africa is good, because 
English is widely understood on the 
continent and a number of the 
council’s members are either 
headquartered or have operations 
there.

He will be chairing an Investing in 
African Mining Indaba panel in 
February, which will include 
representatives of faith groups and 
the mining industry, together with 
community representatives, to 
discuss the perspectives of the three 
different parties and the steps 

Mining contribution index (MCI) score around the globe

Above 80 Above 60, less than 80 Above 40, less than 60 Above 20, less than 40 Zero to 20

Source: The role of mining in national economies (2nd edition) – ICMM
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needed for a better dialogue and 
understanding between them.  
“One of our roles is to listen to 
stakeholders and to help the 
membership react to what they 
hear,” he explains.

Butler also says that ICMM’s 
work is particularly relevant to 
Africa since the continent has a high 
proportion of the world’s poorest 
countries, where mining can have 
the biggest impact in terms of 
positive economic contribution (see 
map), job creation and anchoring 
infrastructure.

ICMM’s role, within its priority 
theme of promoting understanding 
of the positive contribution of 
mining and metals in society, is to 
look at ways of maximising that 
contribution. Butler identifies the 
top three ways in which that can be 
achieved. First, skills development. 
Secondly, linkages – essentially 
procuring as much as you can locally 
– and helping local suppliers 
develop the capacity that they need 
to supply a big mining company. 
And thirdly, trying to maximise the 
amount of spin-off infrastructure 
that mining companies could 
support.

Financial relevance
While the short-term nature of 
some forms of mine finance can be 
at odds with the many years it can 
take to bring a mine on-stream from 
the start of exploration, Butler 
points out that investors would still 
be wise to take account of 
sustainability.

Within the, say, 25 years that it 
can take to bring a mine on-stream, 
it can change hands several times. 
“At any point along the timeline, it’s 
quite easy to destroy your licence to 
operate, ensuring that your mine 
will never go into production,” he 
warns.

He adds that ICMM is about 
doing things right by the 
stakeholders and community, and 
thereby maintaining the licence to 
operate. “We’re hoping that if that 
is picked up by some of the smaller 
companies, at the end of a 25 year 
timeline you will still have 
something that is viable.”

Butler says that some of the 
companies joining ICMM actually 
did so following encouragement 
from their investors. “I’ve also had 

meetings with investors who’ve 
been putting pressure on me to 
reach out to certain companies to 
highlight ICMM principles. They 
don’t want to invest until they’ve 
got through the ICMM hurdles.”

Development banks are also keen 
on ICMM principles, he notes, 
since for them it’s a positive mark if 
a company is an ICMM member. 
“They will still fund companies that 
are not members, but from the 
point of view of due diligence and 
recommending a project to their 
board it makes it easier. They often 
take the lead where other investors 
will follow,” says Butler.

Tangible benefits
This year ICMM is planning to look 
at some concrete opportunities for 
countries that it can work with, 
alongside its members, in order to 
demonstrate improved economic 
contributions. It is looking at 3-5 
countries with which it can work. 
Butler says it is likely that some of 
those will be in Africa.

Some of those economic 
contributions are likely to be either 
shared infrastructure or using 
mines to support more sustainable 
infrastructure, whether it is 
improving the amount of renewable 
energy that a mine uses, or 
co-operating and collaborating with 
other mines to develop 
infrastructure that is shared.

Some of ICMM’s work informs 
other organisations that assess, 
formulate or apply sustainability 
measures and standards. “A lot of it 
is about influence on policy 
formation,” says Butler. One 
example is the council’s input to the 
UN Guiding Principles on Human 
Rights. “ICMM’s influence was to 
make sure that the UN policies were 
well thought through and 
something that companies would 
actually be able to implement,” says 
Butler.

ICMM also devised Metals 
Environmental Risk Assessment 
Guidance (MERAG). It indicates 
how to handle metals and minerals 
from a chemical risk perspective 
during transportation. The 
guidelines were to ensure that the 
toxicology is understood and 
appropriate rules put in place for 
different products. “That was 
adopted by the EU and we are 
currently talking to the OECD, who 
are likely to adopt some, if not all, of 
our guidance,” says Butler.

The council also manages the 
mining industry’s engagement with 
the Extractive Industries 
Transparency Initiative (EITI), 
including contributing ICMM 
members’ share of funding – over 
£300,000 this year. The EITI’s 
mission is to improve the 
transparency around payments paid 
to and received by governments, 
with a view to making governments 
more accountable for what they do 
with the money from mining, such 
as rents, and to making sure it goes to 
good use properly and democratically.

Support maintained
Despite the present globally 
challenging markets for 
commodities, Butler stresses that 
its members’ support is unaffected. 
“Our members are adamant that 
ICMM’s work is a high priority. 
Their commitments to ICMM 
stand, notwithstanding where they 
stand in the business cycle. That is 
really important in terms of their 
engagement with stakeholders. I 
don’t see them compromising on 
safety or environmental impact just 
because they are in a downturn.” He 
highlights that ICMM’s annual 
budget is around £6 million (about 
$9 million) and is at the same level as 
last year.

Tailings dam standards
In addition to the pre-set programme of priorities agreed by 
ICMM’s members (see main text), the council is expediting a 
global review of the standards for handling mine tailings, as 
a consequence of the tailings dam failure at Samarco in 
Brazil last year. ICMM member BHP Billiton has a 50% 
share in Samarco. The council is assembling the review 
team, comprising an external expert panel, and engaging an 
independent consulting firm to handle the work, which is 
due to commence by February.

“We will be looking at what standards are being applied, 
how consistent they are, what sort of governance 
procedures are in place, and design responsibilities,” says 
ICMM ceo Tom Butler. Practices vary across the industry, 
he notes.

Based on what the consultants deliver, ICMM will aim to 
prepare a report that will help members and the industry 
manage risks. Butler does not want to pre-empt the review’s 
findings, but says that the report will “very likely look like a 
set of recommendations which would help prevent such an 
incident from happening again.” He envisages that the 
review team should report by mid-2016.

‘At any point 
along the 
timeline, it’s 
quite easy 
to destroy 
your licence 
to operate, 
ensuring that 
your mine will 
never go into 
production’
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Mining major Rio Tinto is expanding its global 
network of partnerships with junior explorers

Every stage of mining carries 
financial risk. The exploration and 
pre-development stages are 
arguably the riskiest. A junior 
miner can spend millions of dollars 
securing, surveying and analysing a 
promising site, but if results are 
disappointing, or a proven resource 
fails to find a buyer or finance to 
proceed with development, the 
investment can be lost.

In today’s phase of the 
commodity cycle, and with general 
investor sentiment making it tough 
for even good mining projects to 
win funding, some junior miners 
are embracing other options.

Major miners enhance their own 
pipeline of new projects through 
acquisition of proven resources 
from junior miners to balance their 
portfolio of mineral and metal 
assets. Until recently, those 
purchases have been made 
relatively late on, when confidence 
in a potential new mine site has 
already been secured through the 
work and investment of a junior 
mining company. Within the last 
year or two, however, major miner 
Rio Tinto has been encouraging 
junior miners to engage at an earlier 
point in the exploration phase.

“Attracting partners and 
advancing exploration projects is a 
key feature of our commercial 
approach going forward,” says 
Stephen McIntosh, Rio Tinto’s 
head of exploration. “This seeks to 
leverage our funding, our people, 
our data analysis capabilities and 
our in-house technologies,” he 
adds. “We are actively seeking to 
do more with junior companies. 
Partnering and collaboration lie at 
the heart of Rio Tinto’s approach to 
exploration going forward.”

He outlines the fundamentals of 
Rio Tinto’s thinking: “In science 
the lone discovery is rare.  It is 
typically built on previous 

knowledge, collaboration, 
commitment and partnerships. 
Gone are the days when 
collaboration was regarded as 
‘group think’ or signalled a risk to 
intellectual property and 
confidentiality. These issues can be 
managed.”

He explains that modern 
technology provides an 
opportunity for juniors to tap into 
Rio Tinto’s network and its 
exploration ‘eco-system’ to take 
advantage of the major’s 
capabilities. In particular, Rio 
Tinto has an extensive global 
database of past geological survey 
results and a centralised, state-of-
the-art automated laboratory in 
Australia for analysis of rock 
samples from around the globe.

Several deals that Rio Tinto has 
agreed with miners provide 
interesting examples. 

Example projects
Australia’s Azure Minerals is 
progressing its Promontorio 
Copper Project, in the northern 
Mexican state of Chihuahua, with 
the Rio Tinto Group. 

Promontorio is within a district 
containing numerous gold-silver 
mines already in operation within 
10-100 km of the project, notes 
Azure on its website. The company 
also indicates that the overall 
10,520 hectares Promontorio 
project area offers excellent 
potential for more precious and 
base metal deposits.

In December 2014, the 
Kennecott Exploration Company, 
part of the Rio Tinto Group, 
entered into a three-stage earn-in 
and joint venture agreement with 
Azure to search for large copper 
deposits and accelerate exploration 
at Promontorio.

On signing the agreement, 
Kennecott paid a non-refundable 

fee of US$250,000 to Azure and 
committed to sole-funding a 
minimum expenditure of $2 
million during 2015. Kennecott has 
the option to continue its 
exploration and, through spending 
a total of US$20 million over a 
further five years, earn an initial 
51% interest in the project (at 
which point a 51:49 joint venture 
would be formed). In the third 
stage it could increase its share to 
80% by spending a further US$25 
million within a further 6 year 
period.

In Western Australia, Antipa 
Minerals holds over 1,100 sq km of 
prospective granted tenements in 
the Paterson Province, known as 
the Citadel Project, in a region 
known for gold, copper, silver and 
tungsten deposits. Under the terms 
of farm-in and joint venture 
agreements, Rio Tinto can fund up 
to $60 million of exploration 
expenditure to earn up to a 75% 
interest in the project.

Antipa’s North Telfer Project 
– extending from the southern 
boundary of the Citadel Project –   
includes a further 1,285 sq km of 
granted tenure, which is also 
subject to the Rio Tinto farm-in 
agreement, to within 20 km of the 
Telfer mine and 30 km of the 
O’Callaghans tungsten and base 
metal deposit.

On 11 December last year, 
Reservoir Minerals announced an 
earn-in and joint venture 
agreement with Rio Tinto for 
Reservoir’s Timok Magmatic 
Complex properties in Serbia, 
comprising four wholly-owned 
exploration permits. Rio Tinto will 
have the option to earn up to a 75% 
interest in stages by sole funding 
project expenditure of up to 
US$75 million.

Rio Tinto has other, undisclosed, 
arrangements under discussion 
with more mining juniors, but how 
extensive will the major’s portfolio 
of such partnerships become? 
“There are more than 2,000 junior 
explorers worldwide; clearly Rio 
Tinto cannot partner with all of 
them,” says McIntosh, but his 
overall message is that Rio Tinto is 
open to considering partnership for 
good prospects and with 
experienced mining managements 
globally.

Juniors embraced
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Rio Tinto’s laboratory 
at Bundoora, near 
Melbourne, Australia, 
is equipped to 
analyse mineral 
samples sent there 
from around the 
globe
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As commodity prices plunge, advanced mining 
technologies are being developed which cut both 
operating and capital costs, writes Steve Karpel

Vale’s innovative 
operations 
Brazil’s Vale is now developing the 
largest iron ore project in its 
history, S11D in Carajás, Pará state. 
This will have a potential capacity 
of 90 million tpy of ore, and 
contribute to raising the company’s 
output from 340 million tonnes in 
2015 to 459 million tonnes in 
2019. It will also be the company’s 
most innovative mining operation. 

As of the end of 2015, about 60% 
of the construction work had been 
completed, and the project is on 
track to start up in the second half 
of this year. The total investment 
will be $14.4 billion, including $6.5 
billion for the mine and plant, and 
$7.9 billion for the railway and port 
expansion. With the start-up of 
S11D, Vale says that the operating 
costs for its North System, which 
includes Carajás, will fall below the 
current level of $10 per dry tonne, 
delivered to port. 

Vale observes that this project 
has three notable advances from its 
existing operations: truckless 
mining, dry ore processing and 
modular plant construction. 

The mine is located on a hill 
some 400 metres above the plant 
site. It will have four mobile 
excavation and crushing systems 
working simultaneously. After 
being crushed, the excavated 
material will be transported by 
conveyor belts to a transfer station 
for separation into ore, mineral-
rich overburden and waste rock. 
The ore will be sent to the plant via 
three conveyor lines, each 
extending for 9 km, while another 
two lines, each of 5 km, transport 
the overburden and waste rock to a 
stockpile. 

The characteristics of the S11D 
orebody – 9.5 km long, 1.5 km 
wide and relatively homogenous – 

allow the use of a truckless 
transport system, says Vale, which 
notes that such systems are widely 
used in coal mining. If this mine 
were a conventional one, it would 
need 100 off-highway trucks, each 
of 240 tonnes capacity. Their 
absence will reduce diesel 
consumption by about 70% and 
significantly cut the generation of 
waste such as tyres, oil filters and 
lubricants. 

S11D will also use an ore 
processing technology developed 
by Vale that cuts water 
consumption by 93%: ‘dry 
processing’ uses the ore’s natural 
moisture. In addition, the mine 
does not require tailing ponds. 

Using the truckless and dry 
processing systems, the mine’s 
annual greenhouse gas emissions 
will be at least 50% lower than they 
would otherwise have been, 
cutting around 130,000 tonnes of 
carbon dioxide equivalent per year. 
The project innovations will also 
save 18,000 MWh of electricity 
per year. 

The modular construction of the 
plant is another development at 
S11D, says Vale. This has enabled 
the modules, totalling 109 and 
weighing between 80 and 1,300 
tonnes each, to be assembled in 

advance over 40 km from the plant 
site, and subsequently transferred 
there by road. This stage was 
completed by October 2015. 

Managing and  
visualising data 
A wide and growing range of 
software is now available for the 
planning and operation of mines. 
Dassault Systèmes has introduced 
two software solutions for mining, 
both based on its established 
3DExperience® platform: ‘Lean 
Mine Construction’ and ‘Perfect 
Mine and Plant’. 

Lean Mine Construction is a 
solution that unites a mining 
company with its engineering, 
procurement, construction and 
management (EPCM) partners on 
a single collaborative platform that 
helps to ensure that projects are 
completed on time, on budget, and 
to specification. 

The software’s virtual 3D world 
gives project participants the 
ability to explore plant designs, 
mine layouts and site 
infrastructure as they would exist 
in reality. This helps to detect 
design defects before construction 
begins and avoids the resulting 
delays and cost overruns, says 
Dassault. Risks are flagged up 
early, and the real-time data access 
allows adjustments to be made 
earlier and faster compared with 
using manually compiled reports. 
The simulations can be time- or 
schedule-dependent, creating a 
‘4D’ capability. 

Mines are often in production 
for 20 years or more, and Lean 
Mine Construction keeps track of 
all critical data in order to assist 
with infrastructure 
reconfigurations or expansions. It 
supports rapid adjustments to 
engineering designs when 
requirements change, and 
facilitates just-in-time deliveries of 
components, says Dassault. 

Perfect Mine and Plant is a 
platform that covers business 
planning, mine planning, operation 
modelling and simulation, virtual 
training, production management 
and work management. In business 
planning, the company states that 
it adds new tools that enhance the 
agility to respond to emerging 
opportunities, changing market 

The way ahead
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The use of conveyors 
at S11D removes the 
need to operate a 
hundred 240-tonne 
capacity trucks



conditions and operational 
variances from budget targets. In 
mine operation, it breaks down the 
barriers between departments so 
that there is a new level of visibility 
across the entire operation. 

For planning, it incorporates the 
latest geological and operational 
data into schedules, with the latest 
data being available immediately, 
improving the quality of day-to-
day planning. The input into long- 
and medium-term planning is also 
improved, with the ability to 
incorporate a wide variety of 
factors such as equipment 
performance, weather conditions, 
geotechnical data and site logistics. 

New ideas can be tried out in a 
virtual world before implementation. 
Different scenarios can be 
reviewed using data from an 
extensive range of sources to 
improve even the most complex 
operations, Dassault explains. 

The training of employees in a 
simulated environment away from 
dangerous or remote sites is 
another function available, 
enhancing safety and improving 
on-site productivity and consistency 
across global operations. 

Geological modelling 
leaps ahead 
Converting a mass of geological 
data into an accurate visual tool is 
vital in the planning of new mines, 
and is a particular focus of software 
developers in this sector. Aranz 
Geo, of Christchurch, New 
Zealand, produces a range of 
modelling tools for different 
industries and has recently 
launched version 3.0 of its 
Leapfrog® Geo for mining. The 
company describes this as a major 
release that allows users to get 
more from their geological data 
and take more control over the 
modelling process. 

Leapfrog Geo 3.0 includes a 
powerful drillhole correlation tool 
that allows users to quickly 
visualise and compare lithology, 
assay and geophysical intervals, 
and identify correlations. A 
workflow introduces an 
interpretation table that allows 
users to adjust interval boundaries 
and re-assign intervals. The new 
tool is a dynamic system and any 
changes made to interpretations 
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providing fresh insights into its 
operations. 

The Open Forums have yielded 
over 3,000 ideas for transforming 
operations, and these have been 
distilled into nine initiatives. The 
company says that it expects the 
first returns in under 18 months. 

Mining vehicle automation is one 
advance being pursued by several 
companies and Anglo American 
formed a multi-year partnership 
just over a year ago with 
Autonomous Solutions (ASI) of 
Utah, USA, in order to create its 
own fully autonomous and remotely 
controlled haulage system. 
Development and testing have been 
continuing. “Our automated trucks 
developed in conjunction with ASI 
have shown good results during 
their trial in South Africa and we are 
looking for opportunities to deploy 
the technology in our businesses 
where it will show the most value. 
There is one implementation 
proposed for in 2016,” says an 
Anglo American spokesman. 

Anglo has also teamed up with 
Sweden’s Atlas Copco to develop 
new technology that is intended to 
transform the extraction of ore 
from underground hard rock 
mines. The Rapid Mine 
Development System (RMDS) will 
focus on rapid underground mine 
development and on making hard 
rock mining faster and safer. 
Proof-of-concept testing began last 
year, and the unit has successfully 
passed trials in Sweden. It is now 
being shipped to South Africa. 

RMDS uses tunnel boring 
machine technology to secure 
rapid access to the orebody and to 
safely develop infrastructural 
tunnels for mechanised hard rock 
mining. “RMDS will now be 
deployed in a platinum mine and 
put through a test programme to 
validate its performance in a 
representative environment,” says 
the Anglo spokesman. 

flow through to dependent models. 
The workflow also lets users stay in 
the Leapfrog system rather than 
break away to other third-party 
software, which reduces 
complexity and costs, says the 
company. 

Aranz Geo says that it worked 
closely with the Australian iron ore 
sector in order to understand the 
challenges associated with 
modelling layered deposits that 
incorporate shared structure, 
lateral continuity and folding. As a 
result, Leapfrog Geo 3.0 includes 
features that deliver significantly 
more structural control. 

The company says that it 
pioneered the use of ‘implicit 
geological modelling’ used here. 
This allows the fast and automated 
formation of surfaces such as grade, 
faults and alteration, directly from 
geological data.  

The future is smart for  
Anglo American 
As one of the world’s leading 
miners, Anglo American is acutely 
aware of its need to keep at the 
forefront of mining technology as it 
faces the continuing challenges of 
costs, safety and the environment. 
These requirements have come 
together in the company’s 
FutureSmart™ project, which 
encompasses developments across 
all its operations. 

As part of this project, the 
company is engaged in Open 
Forums, where it collaborates with 
diverse stakeholders such as other 
miners, research institutions and 
suppliers, in order to address the 
leading issues in mining, 
processing and sustainability. The 
initiatives so far have extended 
boundaries through energy-
efficient methods of crushing rock, 
fleet automation and continuous 
mining, says the company, which 
adds that the use of ‘Big Data’ is 
proving a particular boon to 

RMDS will transform 
the extraction of ore 
from underground 
hard rock
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or shutting mines. Suspending 
production is not enough.”

There will not be an immediate 
rebound, however: there is likely 
to be a wave of exits, followed by 
up to another four years of low 
prices, Meir believes. “Once 
demand picks up and supply isn’t 
there, people can start re-opening 
and building new facilities,” Meir 
added. “Everyone piles in at the 
top when prices are going up, and 
then when they’re down, they’re 
ready to go. I think we’re at that 
tail end of it.”

In the meantime, there is more 
pain to come for metals market 
participants as further price 
declines are on the cards. “In 
2015, I think China transformed 

from a slowdown to a near 
recession in the industrial sector. 
That really knocked their demand 
back a lot for many months,” 
Meir said. “Some sectors were 
still growing, but only in the low 
single digits. It was quite startling 
to see the extent of the pullback 
on the demand side.”

Sluggish response
Meir said that, in aggregate, there 
was not much response on the 
supply side across the base 
metals, as producers preferred to 
keep output up than to shut 
down. “They will do everything 
they can before that to stay afloat, 
including costs and cutting some 
operations while keeping others 
running, using the beneficial 
impact of cheaper currency,” 
Meir explained. “We saw a lot of 
elements being called upon to 
stave off production cutbacks. I 
think it’s going to become more 
difficult to do that this year. 
Suppliers will have to start 
cutting back more significant 
tonnages if they want to survive.”

In terms of individual 
performances among the base 
metals across the year, lead came 
out on top, relatively speaking, 
with prices down only 4%, Meir 
said. Aluminium prices were “all 
right”, he said, down 18%, while 
nickel was far and away the worst 
performer, with prices down 41% 
over 2015. 

In 2016, the “big collapses” in 
base metals prices may no longer 
be a possibility, but further falls 
are certainly on the horizon. “It’s 
going to be a year of transition 
and then we might see sideways 
to upward movement in 2017. 
Copper is still quite vulnerable. I 
think it could test $4,000 per 
tonne this year and even break it,” 
Meir said. 

“Aluminium is also very 
vulnerable, despite what [major 
producers] have said. We see a 
surplus, not a deficit. I think 
aluminium could get to the 
mid-$1,300 level.” Nickel prices 
continue to look “terrible”, Meir 
added, with a predicted low of 
$7,800 for the year and the 
possibility of prices even lower 
than that. The last time they were 
close to that level was 2003.

Edward Meir, of INTL FCStone, 
has taken first place on Metal 
Bulletin’s full-year Apex leader 
board for his base metals price 
predictions for the second year in 
a row. He has topped the leader 
board in 2011, 2014 and 2015, 
making him the most successful 
participant in the contest’s 
history. Fraser Phillips, of RBC 
Capital Markets, won it in 2012, 
and the team at CICC won in 
2013. 

Much has changed since Meir’s 
first win. In 2011, copper prices 
peaked above $10,000 per tonne, 
compared with a peak above 
$6,400 in 2015. An inflection 
point is now on its way, after a 
tumultuous year in 2015, Meir 
said, but will not land until late 
2016 heading into 2017. 

“The question is exactly when 
the market will say it’s starting to 
see serious cutbacks and maybe 
the low prices are no longer 
warranted,” Meir told Metal 
Bulletin. “I think it will be the end 
of the year that we get the 
inflection point. You will get more 
people either closing production 

The top two analysts at the head of the Apex 
overall base metal leader board 2015 achieved a 
forecast accuracy of over 95%. Claire Hack asks 
winning analyst Edward Meir of INTL FCStone to 
review trends and contemplate the coming year

Cutback rates are
key for 2016

Overall base metal leader board
Rank Analyst Accuracy
1 INTL FCStone - Edward Meir 95.52
2 BNP Paribas - Stephen Briggs 95.04
3 Numis - Phil Swinfen 94.34
4 UBS - Lachlan Shaw 93.29
5 Metal Bulletin Research 91.91
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“It’s going to be a 
year of transition and 
then we might see 
sideways to upward 
movement in 2017,” 
said INTL FCStone’s 
Edward Meir
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E-bike production 
is starting to flatten 
out, but other uses for 
lead are moving up

view at this point, but if we slip 
into recession, we could see a 
weaker dollar, which would then 
mean a bit of a bounce,” Meir said.

Energy relief
At the moment, it is difficult to 
look more than three to six 
months ahead, Meir said, because 
of the number of “moving parts” 
involved. These include not just 
the economic outlook for the 
USA, but also energy costs, 
especially as Iran joins the global 
market. 

“That is one variable that’s 
keeping some producers from 
cutting back – energy costs are 
down and that’s a big relief for 
them,” Meir said. “It’s not really a 
healthy picture. If oil gets to the 
mid-twenties, or even $20, you 
will start to get bankruptcies. 
[The big companies with oil 
exposure] will be vulnerable. 
There are many other companies 
that feed into the oil market as 
well. It’s going to be very dicey for 
them.”

Geopolitical tensions, 
especially in Saudi Arabia, will 
also have an impact, he said, and 
pressure will be on oil prices to 
come down further. If they 
stabilise, however, this may be 
supportive for base metals prices 
as it could regenerate interest in 
commodities markets.

With base metals looking likely 
to enter a sixth year of bear 
markets, however, adjustment 
must come from the supply side. 
“We won’t get rip roaring 
demand all of a sudden. When 
copper dropped from $7,000 to 
$6,000, [for example] nobody 
moved… from $4,000 to $3,000, 
alarm bells will be going off, and it 
accelerates as prices go down. 
You need prices to go down to 
force more supply off the 
market,” Meir said.

Lead to lead?
Lead, meanwhile, looks to be 
“about the best of the lot”, 
according to Meir, as stocks are 
relatively limited and supply 
pressure is growing. “There 
aren’t many new smelters coming 
online. On paper, it looks tighter, 
and tin does, too… I think those 
two look the best,” Meir said.

Lead especially has potential to 
perform well, or at least better 
than other base metals, as it is 
difficult to produce and new 
sources of production have yet to 
emerge. 

“You don’t have much of an 
overhang of material. In terms of 
how many weeks of consumption 
are actually being held in stock, 
it’s only about 2.2 weeks, which is 
very, very low,” Meir said. 
“E-bike production is starting to 
flatten out, but other uses are 
moving up. I think [sales] will be 
up 6% this year.”

For tin, the control exercised 
by Indonesia has been a key 
influencing factor, and this is not 
likely to fade. Exports have 
declined in recent months, Meir 
said, and this could help to prop 
tin prices up for a little while 
longer. 

Across base metals, volatility in 
the US dollar will remain an 
important influencing factor, 
depending on what moves the 
Federal Reserve makes and 
whether the USA slides into 
recession. “That is a minority 

Aluminium
Rank Analyst Accuracy
1 Citi - David Wilson 96.49
2 INTL FCStone - Edward Meir 96.44
3 UBS - Lachlan Shaw 96.36
4 BNP Paribas - Stephen Briggs 96.24
5 ICBC Standard Bank - Leon Westgate 95.71

Copper
Rank Analyst Accuracy
1 INTL FCStone - Edward Meir 97.03
2 Numis - Phil Swinfen 96.05
3 BNP Paribas - Stephen Briggs 95.22
4 UBS - Lachlan Shaw 93.28
5 ABN Amro - Casper Burgering 93.11

Lead
Rank Analyst Accuracy
1 UBS - Lachlan Shaw 96.62
2 BNP Paribas - Stephen Briggs 96.45
3 INTL FCStone - Edward Meir 96.09
4 Jefferies - Chris LaFemina 95.62
5 ICBC Standard Bank - Leon Westgate 95.42

Nickel
Rank Analyst Accuracy
1 INTL FCStone - Edward Meir 95.68
2 BNP Paribas - Stephen Briggs 93.85
3 Numis - Phil Swinfen 90.99
4 ABN Amro - Casper Burgering 87.92
5 Citi - David Wilson 85.76

Tin
Rank Analyst Accuracy
1 Numis - Phil Swinfen 95.38
2 UBS - Lachlan Shaw 93.80
3 BNP Paribas - Stephen Briggs 93.18
4 INTL FCStone - Edward Meir 93.12
5 Citi - David Wilson 92.67

Zinc
Rank Analyst Accuracy
1 BNP Paribas - Stephen Briggs 95.27
2 INTL FCStone - Edward Meir 94.75
3 UBS - Lachlan Shaw 94.56
4 Numis - Phil Swinfen 94.25
5 Metal Bulletin Research 92.91
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Georgette Boele, of ABN Amro, topped Metal Bulletin’s 
Apex leader board for her precious metals price predictions 
overall in 2015. Claire Hack asks her to review the year and 
give her outlook for 2016

Precious metal 
predictions

Palladium, meanwhile, was 
especially closely watched, as it 
fell out of favour during 2015, 
according to Boele. “Up to the 
point that palladium started to 
drop, it was the precious metal 
with the most attractive supply-
demand balance,” she said. “If you 
take investors into account and all 
the positions that were out there, 
if they start liquidating, you get 
excess supply on the market. That 
was happening last year.”

The number of positions, not 
only on futures exchanges but in 
ETF-related products, was 
extremely high during the year, 
Boele noted. “The first wave of 
liquidation came from the more 
professional investors involved in 
futures, but in recent months 
we’ve seen a rapid decline in the 
total outstanding positions in 
ETFs,” she added. “2015 was in 
fact the year that investors 
continued to liquidate precious 
metals because they did not see as 
much prospect of higher prices.”

Both platinum and palladium 
were put under further pressure 
by the car emissions scandal, 
dampening the demand outlook 
for both metals. This was 
compounded by the weakening 
economic picture in China, 
according to Boele, as the country 
remains an important market for 
these metals, and especially 
palladium.

Sentiment deteriorated sharply, 
she said, and this contributed to 
the liquidation of positions.

Outlook for 2016
Moving ahead to 2016, the 
beginning of the year has not been 
especially constructive, Boele 
said, as nervousness over China 
persists. Palladium prices, for 
example, have already dropped 
from about $550 per oz at the 
beginning of the year, to $495 per 
oz as of January 18, marking a 
decline of 10%.

In the longer term, 
fundamentals look stronger and 
the Eurozone in particular may be 
attractive, but investors need to 
start believing in the upside. 
“There will be more liquidation 
before it starts to settle down 
somewhat. Over the course of 
2016, we do expect higher prices, 
but a lot depends on the behaviour 
of investors,” Boele said. “They’re 
new to the platinum and 
palladium market, which has been 
driven by supply and demand, as 
well as the strikes in South Africa, 
for so long.”

Any uplift in the platinum group 
metals (PGMs) will depend, at 

ABN Amro’s Georgette Boele 
achieved 96.27% accuracy for her 
overall precious metal price 
predictions in 2015. She says 
there were several things going on 
during the year: “You had the 
dollar doing relatively well, which 
was the same as what was 
happening at the end of 2014, and 
that was putting precious metals 
under pressure,” she said. “There 
was also the prospect of the rate 
hike – not just in precious, but in 
other commodities too, that 
makes [the market] less 
attractive.”

Interest rate hikes, or the 
possibility of them, are more likely 
to weigh on gold and silver than 
platinum or palladium, she added.

The other influencing factor, 
Boele said, was the presence of 
exchange traded funds (ETFs). 
“Before, you had to buy physical 
gold, and it was much more 
cumbersome… expectations from 
investors have become much 
more crucial,” Boele said. “We 
saw that first happening in gold a 
few years ago because of the 
dollar. A higher dollar and higher 
interest rates now have much 
more impact than ever before – 
that was one of the characteristics 
of 2015.” AB
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Overall precious metal leader board
Rank Analyst Accuracy
1 ABN Amro - Georgette Boele 96.27
2 Numis - Phil Swinfen 95.73
3 INTL FCStone - Edward Meir 95.72
4 Citi - David Wilson 94.51
5 Natixis - Bernard Dahdah 93.93

“Over the course of 
2016, we do expect 
higher prices, but 
a lot depends on 
the behaviour of 
investors,” said  
ABN Amro’s  
Georgette Boele
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least in part, on whether the 
broader economic picture 
brightens, Boele said. Last year, 
imports into China were weaker, 
she added, but this year there is a 
chance that levels will increase. 

“You need to get an 
improvement in overall sentiment 
on where the global economy is 
going,” Boele said. “People are 
very negative on emerging 
markets and on the US as well. 
When you see a bit of 
improvement in the global trend, 

Gold
Rank Analyst Accuracy
1 Citi - David Wilson 98.32
2 ABN Amro - Georgette Boele 97.79
3 Jefferies - Chris LaFemina 97.64
4 Natixis - Bernard Dahdah 97.51
5 Numis - Phil Swinfen 97.33

Silver
Rank Analyst Accuracy
1 Citi - David Wilson 97.24
2 ABN Amro - Georgette Boele 97.18
3 Numis - Phil Swinfen 96.34
4 INTL FCStone - Edward Meir 96.20
5 Natixis - Bernard Dahdah 95.19

Platinum
Rank Analyst Accuracy
1 ABN Amro - Georgette Boele 96.19
2 INTL FCStone - Edward Meir 94.60
3 Numis - Phil Swinfen 92.86
4 Citi - David Wilson 92.37
5 ICBC Standard Bank - Tom Kendall 91.72

Palladium
Rank Analyst Accuracy
1 Numis - Phil Swinfen 96.40
2 INTL FCStone - Edward Meir 94.86
3 Natixis - Bernard Dahdah 94.53
4 ABN Amro - Georgette Boele 93.90
5 Citi - David Wilson 90.10

Metal Bulletin Apex is a unique system of combining 
the best research and analysis in metals prices to 
create the most accurate forecast available in the 
market. 

Apex contains leaderboards of analysts based 
upon the accuracy of their most recent price predic-
tions for the base metals traded on the London Metal 
Exchange, precious metals and iron ore.

Metal Bulletin Apex answers three questions: 
Where will base metal prices be trading in the future? 
Which bank, brokerage or research company’s 
published price expectations have been most accurate 
previously? What would a collective intelligence 
forecast biased to the most accurate analysts look like?

Metal Bulletin takes forecasts from established 
credible and independent analysts/desks and 
combines them in a weighted average to form a 
consensus forecast. The weightings are created from 
the past performance of the analysts, in both 
long-term and short-term forecasting, allowing 
those with the greatest skills and market understand-
ing to have the greatest influence in the consensus 
forecast.

Analyst rankings
The Apex is open to all credible independent analysts/
desks, although each institution is limited to one 

forecast, as being representative of the whole 
company.

Each analyst/desk provides the latest forecasts for 
each metal at the turn of each quarter. At the end of 
the quarter a definitive ranking of accuracy in the 
forecasts will be calculated and published.

The accuracy rating reflects the % variance of the 
actual from the forecast. It is calculated as 100% 
minus the variance in % to the actual benchmark 
cash or 3m price. 

The analyst forecasts may be provided as either 
cash or 3-month prices and the accuracy of the 
forecast will be rated against these averages. All prices 
provided in c/lb will be converted to $/tonne at 
2204.62 Ib/tonne.

The overall ranking is a straight average of the 
variances of all forecasts received from each analyst 
across all metals as appropriate.

The metals included in Apex are: Copper, 
Aluminium, Nickel, Lead, Zinc, Tin, Gold, Silver, 
Platinum, Palladium and Iron Ore.

Collective intelligence
Apex also provides a weighted average of analysts’ 
forecasts. The use of weightings on accuracy allows 
the best analysts to have the greatest say in the 
forecasts. The top five most accurate forecasters will 

see their forecasts included in the weighted forecast. 
The most accurate forecaster will see their forecast 
receive the highest weighting in the final calculation. 
The analyst weightings are updated quarterly. 

Annual forecasts
Forecasts received for APEX calculations each quarter 
of the calendar year will be ranked for accuracy and 
averaged with results to come out during the first 
quarter of the following year.

For inclusion data must be received by 12pm 
London time on the 14th day of the first month of the 
quarter. Any data provided after this deadline will not 
be updated. In this situation the most recent data 
provided will be used for one quarter. After this time 
the data will be excluded.

For further information on Metal Bulletin’s Apex 
please contact:

Claire Hack 
chack@metalbulletin.com 
+ 44 (0) 20 7827 6415

Inaki Villanueva
ivillanueva@metalbulletin.com
+ 44 (0) 20 7827 6430

Apex methodology

that’s when sentiment will get 
better.”

Negative sentiment, she said, 
begets more negative sentiment, 
but ABN Amro is less inclined to 
be bearish: the market needs to be 
more constructive.

For gold, there is a chance of a 
cyclical increase in demand, and 
where gold leads, silver is likely to 
follow, although there could be 
something of a divergence 
between the two in 2016 if gold 
fails to respond to positive 

macroeconomic news. “The good 
thing on this is that as soon as 
positions are cleaned out, there’s 
some room for upside again,” 
Boele said. “The nerves need to be 
out. People are becoming more 
receptive to positive news.”

However, negative news is still 
dominant, and gold prices could 
well come down further before 
they begin to turn around. “Gold 
is much more like a currency than 
anything else. If you look at the 
increase in retail investment in 
gold over the last ten years, that’s 
been huge,” Boele said.

Because of that, sentiment 
continues to have a major 
influence on the gold market; in 
platinum and palladium, there is 
still at least a chance that 
industrial demand could provide 
some support. “I expect that 
before the second half, between 
the first and second quarter. It 
should be sustainable,” she said.

As for gold, Boele is expecting 
prices to drop as low as $900 per 
oz by the year end, followed by a 
recovery in 2017. “This will be the 
last year that gold should be under 
pressure,” she concluded. 
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there are any useful lessons that could be learnt 
from ‘Amazon-style’ B2C systems.

These issues were addressed by half-a-dozen 
experts on the aluminium supply chain at a 
sponsored roundtable organised by Metal Bulletin 
with supply chain planner and optimiser Quintiq. 
The meeting was held in the Middle East in 
November 2015.

Aluminium plants will often deliver on a weekly 
basis, without necessarily defining which day of the 
week delivery will be made, but it is possible to 
predict on a daily basis, with a running forecast, 
exactly when delivery can be fulfilled.

Making improvements
Quintiq’s representative acknowledged that 
aluminium has a made-to-order environment, but 
also noted that there is often a 50-60% delivery 
performance: “If you had that level in a retail 

environment you would be out of business.” So a 
key question is whether there is a way to change 
that performance and get competitive advantage 
out of it.

A roundtable participant stressed that retail 
supply chains produce for inventory: “Whatever 
you have, you can predict shipment very easily… 
the product is available somewhere in inventory.” 
He concurred that the aluminium industry mainly 
produces to order – a process that takes time until 
the products are available for shipment – and was 
sceptical about whether such a B2B environment 
could learn from the B2C supply chain. 

Quintiq’s representative responded that even in 
a made-to-order environment, improvements can 
be made. He gave the example of a large 
aluminium rolling mill, producing 1.5 million tpy of 
aluminium rolled products through a 10-13 step 
production process. By improving planning and 
scheduling, it reduced stock and raised delivery 
performance to 90%, even though it is made-to-
order product. “They can actually predict, 
calculating backwards, for each step of the 
operation, with a certain window, when they can 
deliver the product,” he said.

He added that the mill also increased its level of 
progress transparency, both within the 
organisation and for its customers. “The concept of 
being more on time, with more visibility, works: 
being more open with the supply chain 
downstream if something changes during a 
monthly production cycle or campaigns at an 
aluminium smelter or factory.” 

He stressed that it is about informing the rest of 
the supply chain – opening up the barriers to let 
customers “look in the kitchen” and let them know 
when an order will be coming late, with a week or 
two of notice. “That kind of predictability of when 
something will be ready – that is the next step in 
the aluminium industry. It is possible,” he said.

Metal Bulletin’s roundtable moderator added, 
on transparency, that it is a question, if something 
goes wrong, of how a plant’s production is 

We live in a world in which consumers now take for 
granted that they can reliably order goods on-line 
24/7, choose the time, place and speed of delivery, 
and track their order progress through to arrival.

In addition to standard product lines – which 
they also expect to be able to return promptly if they 
do not suit – they are also used to being able to 
make bespoke design choices for some products. 
Security of payment and, if desired, hassle-free 
credit are similarly common expectations.

Most buyers will scarcely give a second thought 
to the complex set of systems and supply chains 
needed upstream to fulfil such demands, but it is a 
fact that organisations such as Amazon and Alibaba, 
together with other partner distributor 
organisations, have put them in place to deliver.

A question therefore arises about the extent to 
which the aluminium supply chain provides, or 
could provide, similar levels of service. Also whether 

Metal Bulletin recently partnered with Quintiq as sponsor of 
a roundtable meeting at which half-a-dozen experts on 
the aluminium supply chain discussed the opportunities 
for innovation. This report summarises their views

Aluminium supply
chain innovation

You can reduce stock levels by planning and scheduling in the right way

Shutterstock
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There is a risk of adding stock in every step of the 
supply chain, but you can try to shift that stock to 
somewhere else. Spare parts for equipment are an 
example, where if you can be confident a supplier 
will have stock and can supply quickly if needed, 
the equipment’s user has no need to hold a stock of 
spare parts themselves.

So, sometimes, moving inventory in parts of the 
supply chain ‘upward’ reduces your own inventory 
and increases your own efficiency. The issue is 
whether your supplier is willing to do this and what 
the benefits are for him.

Quintiq’s representative agreed that everybody 
secures themselves some inventory because the 
next step up the chain is not necessarily reliable. But 
he pointed out his knowledge of a rolling mill that 
managed to reduce three months of stock, as its 
starting point, to just two weeks.

“So you can reduce your stock level if you can plan 
and schedule in the right way and if you can take the 
unreliability away and can trust that the previous 
step is delivering – then at every step you can reduce 
stock,” he explained. “That is a matter of trust, the 
right processes, and the right process support.”

He was asked how the drop from three months 
to two weeks inventory at the rolling mill was 
achieved.

“One of the things is that people typically plan in 
silos,” he replied. So, for example, it is important to 
ensure that someone responsible for loading 
batches of material into furnaces before rolling 
plans together closely with the rolling mill 
manager, who has to create sequences for rolling. 
You need to plan them together. The moment 
something is put in the furnace, you should already 
know what sequence it should go in the rolling mill. 

“If you do that forward and backward for all of 
the operations, you make savings, but also if you 
make changes in the plan anywhere in the chain, 
you can see the consequences later on,” he 
explained. 

Scheduling needs to be visible to every step in the 
chain and relevant dates constantly kept in mind: 
What is the wished-for date of the customer? What 
is the promised date? What is the plant date, based 
on the actual process in the production plant? When 
do we think that the actual order will be ready? 
These key dates need to be recalculated every day to 
see what needs changing. “That’s what drives out 
‘safety’ stock.”

He added that even at a smelter, where the 
flexibility of output can be limited, at a certain point 
hot and cold metal need to be mixed and decisions 
have to be made as to what to produce in the 
casthouse. There are still planning decisions to be 
made as to what kinds of cold metal to purchase, for 
example. “There is still a number of decisions. If you 
do that every day, you can produce smarter and 
drive some of the stock out: that is what we are 
trying to do.”

Logistical limits
A participant with particular interests in 
international primary aluminium stocks said that 

re-planned and re-optimised, and how that 
information is conveyed and communicated. 

An aluminium producer concurred that you need 
to be efficient because of customer requirements, 
adding that if you achieve greater efficiency and 
more reliable delivery than your competitors for 
some types of customer, you can win new business 
further afield and export. “But the question is also 
whether you have a lot of customers actually asking 
for a high degree of accuracy of delivery terms or 
not,” he added.

MB’s moderator said that while that is true, it is 
also a question of potentially introducing 
‘disruptive’ innovation – whether to wait for 
customers to ask for better service, or actually offer 
them new models and levels of service before a 
competitor does.

Quintiq’s representative said that your 
customers, and your customers’ customers, will not 
only look for the most efficient supplier, but they 
will look for the most cost-efficient, and also the 
one that offers the least cost of shipping. “They look 
at everything getting more transparent,” he said. 

He added that large rolling mills can accumulate 
a lot of valuable ‘safety stock’ at different steps of 
the production process. It is clearly worth reducing 
that inventory as far as possible and optimising 
product mix according to available capacity. 

“It is not just about software. It is about how 
people plan their complete chain of operations. 
Some consumers will value precise just-in-time 
delivery to the nearest hour rather than have 
inventory on their own hands,” added Quintiq’s 
representative.

In house, it can be a question of how plant and 
production managers are motivated and incentivised. 
A culture that tonnes per shift are the most important 
element may need challenging in order to make 
changes between orders, think about delivery 
performance, and decide what to deliver first.

Minimising inventory
There was broad consensus on the sense of 
managing and minimising inventory at each step of 
the supply chain. MB’s moderator posed the 
question: If we are holding inventory for ‘safety’, is 
that not the wrong approach rather than using the 
whole supply chain management process in your 
organisation? 

“Everyone is trying to reduce the amount of 
inventory they are sitting on,” said one participant. 
“It can be useful for a supplier to hold inventory at a 
central point for more than one customer,” he 
added.

“In order to manage your inventory, you need to 
understand your process,” said another participant. 
“How long does it take you to change over your 
equipment? How much do you need to change over 
for each production batch? And if you need to 
produce this same product again – say in two 
weeks’ time – you need to have the right stock in 
place then to do it. Otherwise you can run out of 
stock and have a production gap.”

It is about how people plan their complete chain of operations and inform the supply chain 
of any changes
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"Some consumers will value 
precise just-in-time delivery to 
the nearest hour rather than have 
inventory on their own hands"
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Can you increase 
output by 44% and 

reduce inventory 
by 33%?

That’s what one leading aluminum company achieved 
with true optimization.

It added agility to their supply chain and enabled their 
planners to make smart decisions. And with that came 
profit-boosting improvements like lower operating costs, 
reduced cycle times and quicker response to disruptions. 

Does your planning solution have the capabilities to take 
your company from good to great? 

Visit download.quintiq.com/aluminum-agility to learn how 
you can begin your journey to transformational success. 
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moderator concurred that typical order size, 
particularly downstream, is towards niche 
production. “A lot of standard-size production has 
moved towards China or other parts of Asia. The 
focus elsewhere is more towards high-value 
products and therefore the typical order volumes 
are smaller and require more planning,” he 
remarked.

‘Glass’ factories
Quintiq’s representative said that the large 
aluminium rolling mill that he cited earlier as an 
example allowed their customers complete 
transparency and visibility of their production plan, 

which is a great aid to communication between 
supplier and customer – although clearly customers 
competing with each other could not see their 
competitors’ orders. “They call it a ‘glass factory’, so 
everyone can look to see exactly where their orders 
are. It relieves a lot of the stress,” he said.

Another participant mentioned a customer who 
wanted a regular mixed consignment of products 
delivered within six weeks of order. “When we 
analysed the structure of the order, we realised that 
about 80% of each order was standard products 
that we could produce within a week.” That left  
plenty of time to produce the rest of the 
non-standard products and deliver within the 
overall timeframe.

The lead times for delivery of the products 
needed from a given supplier, by comparison with 
that of the potential complications and delays of 
importing from elsewhere, also influence the 
amount a purchaser is willing to pay for it – as does 
the criticality of the product for the rest of the 
purchaser’s own operations and production of 
course .

The participant with an interest in primary 
aluminium stocks said that for the more 
commoditised  upstream material, you can get 
advantage by having it close by, being able to get 
finance for it, but may also have to pay a premium 
for it. 

“I think that people need to diversify their supply 
chains,” he said. The challenge is that material 
purchasers tend to like things to stay the same, and 
that even if they get comfortable with a different 
supplier, there is another element of getting the 
right credit in place. “That is another difference 
from the B2C, in the sense that consumers generally 
have a lot of statutory rights that protect them, 
particularly when they are on-line, so they are 
more willing to take a risk. In B2B, you are not going 
to be willing to take a risk with someone whose 
credit you may have doubts,” he added. 

MB’s moderator said that China is a good 
example of the acceptance of on-line purchasing, 
because the culture of transparent B2B buying 
on-line has become more advanced there than for 
the more conventional, and less transparent, 
traditional B2B supply chains and purchasing 
transactions of Europe and the USA.

Quintiq’s representative summarised that 
factories, calculating with knowledge of their 
machine and plant reliabilities and availabilities, 
can make production more predictable. “There is a 
hidden value there for the aluminium industry. If 
you improve something it’s immediately worth a lot 
of money,” he concluded.

the question of when you choose to purchase your 
metal upstream represents the biggest difference 
between the B2C model and the B2B model. The 
volume of metal to be moved is quite substantial 
and can create quite a lot of stress on transport 
arrangements. “That often tends to be the failure 
point,” he opined. “Even if your guy upstream is 
100% reliable, the fact that you are having to move 
big stuff will place a limit on that, but there 
shouldn’t ever be a need to be sitting on 3 months 
of stock.”

MB’s moderator concurred that logistics is the 
biggest risk to all of this. “The logistics of getting the 
product through the supply chain is difficult and 
can be a challenge. You counter that to some 
extent, in terms of credibility with customers, 
through transparency.”

Management and innovation
 Supply chain success and innovation can depend 
on who is driving it. “People at each step of the 
supply chain can put up barriers to avoid making a 
change,” said a participant. “It is a question of 
convincing the operational teams to make the 
changes needed. They cannot always see the value 
achieved in saving money within the scope of their 
own responsibilities. Having a good supply chain 
manager who can challenge the status quo is 
important. “You need someone who is strong,” he 
stressed.

The ceo of an aluminium extrusion business said 
that when his company first receives orders they go 
to materials management, who decide when to 
buy material and when to schedule production. All 
this is done within the same module. They have full 
control of buying, production schedule and 
inventory. “So it’s one team, whose director reports 
to me. He is responsible for the whole buying, 
production and despatch process.”

He reminded how important IT solutions have 
become to the supply chain. “A few years ago, we 
developed an iPad application that has all our 
different products, profiles and choices.” The 
company gave customers an iPad with an 
application with which each can look at his 
inventory and this application can also develop his 
special orders.

“Basically, he knows what he uses and what he 
needs to buy. With this application we will also see 
what inventory he has and what items he has out of 
stock. So we can actually be ready for production 
before he actually asks for it.”

Quintiq’s representative said that the ability to 
return goods if they do not suit is another example 
of taking service to the next level in B2C, and that 
increased transparency and higher service levels are 
something he is seeing in an increasing number of 
metals plants too. “Giving customers an iPad is a 
good example of raising those. I think that we 
should constantly think about the next step we can 
build,” he said.

He added that customers are getting more 
demanding and are placing smaller orders. MB’s 

Consumers take for granted that they can choose the time, place and speed of delivery and 
track order progress
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"They call it a ‘glass factory’, so 

everyone can look to see exactly 

where their orders are. It relieves a 

lot of the stress"
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For Sale

SALE BY  
ONLINE AUCTION
By order of Matthew Hammond, Tony Barrell and Stephen Cave, 
Joint Administrators of Caparo Atlas Fastenings Ltd

For further details please contact: 
David Ross - dross@lsh.co.uk
Lambert Smith Hampton, Interchange Place, Edmund 
Street,  Birmingham B3 2TA 
0121 236 2066

To bid please go to www.lshauctions.co.uk or
ON VIEW:       Tuesday 23rd and Wednesday 24th February 2016 between 

9.30am and 4pm BY APPOINTMENT ONLY

AT:    Caparo Atlas Fastenings, Heath Road, Wednesbury, 
  West Midlands WS10 8XL

BIDDING CLOSES:  Wednesday 2nd March 2016 from 1pm

COLLECTION:  BY APPOINTMENT ONLY

This is a full PPE site - visitors must wear adequate PPE at all times

BOLT MAKING, PARTS FORMING, COLD HEADING AND THREAD 
ROLLING MACHINERY
(SUBJECT TO AVAILABILITY)

To include:-
•  National 1250 M30/Malmedie M25 

parts forming machines. 

• 2 : National M20 Boltmakers

• National Formax FX55 Boltmaker

•  Various Greenbat Cold Heading 
machines

•  4 : National 8L4/6L4/5S3 high speed 
boltmaking machines

• 4 : Hatebur BKA2 progressive headers

•  TLM/Waterbury/EW Menn/Saspi 
Thread rolling machines

•  Other ancillary equipment to include 
Sorting Machines and Packing lines, 
Toolroom machinery etc.
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highly-pure OF-Cu. The company 
says that it is the only one in the world 
capable of producing OF hot-rolled 
copper strip in a continuous process. 

Oxygen-free copper contains no 
elements that can outgas in vacuum, 
possesses high conductivity for 
electricity and heat and is particularly 
resistant to hydrogen in both natural 
and industrial atmospheres. 
OF-copper is also resistant to stress 
corrosion cracking, and is very 
amenable to hot- and cold-forming, 
welding and soldering, says MKM.
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 Innovations

producers, says ABB, by enabling 
exact tapping temperatures for 
different grades of steel and by 
promoting smooth tapping 
without delays. The uniform melt 
gives a safer, more reliable EAF 
operation with fewer problems 
such as melt surface over-heating 
and scrap cave-ins. This results in 

ABB has launched ArcSave®, 
which it describes as the 
next-generation electromagnetic 
stirrer for electric arc furnaces. The 
powerful stirring effect of ArcSave 
– a result of over five years’ 
research – can save time, money 
and materials for steelmakers, says 
ABB. 

The forced convection produced 
by the stirrer is instrumental in 
generating a homogenous 
temperature distribution and a 
high scrap melting rate. The 
melting velocity achieved is about 
ten times faster compared with 
relying on natural convection, and 
results in less power-on time, while 
the melting of large scrap items is 
enhanced. The decarburization 
rate is also raised. 

The stirrer reduces carry-over 
slag as well as shortening tap-to-tap 
times, while strengthening the 
slag-melt homogenisation and 
increasing the yield. 

The temperature 
homogenisation further helps 

ABB creates a stir in EAF steelmaking

Mansfelder Kupfer und Messing 
(MKM) in Germany has begun the 
production of high-purity, oxygen-
free (OF) copper strip via Conti-M® 
technology, which makes it possible 
to cast, hot-roll, mill and coil copper 
strip in a continuous process. The 
technology, which MKM developed, 
works by transforming copper 
melted from cathodes into solid strip 
via a twin-belt casting machine. From 
here it goes directly to a hot rolling 
mill. 

Conti-M by-passes the 
conventional stages of hot-rolling 
slabs, working continuously from 
liquid metal to strip. The company’s 
hot-rolled strip has a maximum 
width of 1,250 mm and is produced 
in coils of up to 25 tonnes. From here 
it can be cold-rolled down to a 
minimum gauge of 0.06 mm. 

All of MKM’s copper and copper 
alloy strip products are produced 
using the Conti-M process, including 
SF-Cu, E-Cu, SE-Cu, and now 

Continuous production of oxygen-free copper strip
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Rusal prepares 
to trial RA-550 
technology
Rusal has completed the 
engineering work and 
preparation of the pilot test site 
at Sayanogorsk for its newest 
aluminium smelting 
technology, RA-550. The new 
cell is expected to have a 
50-80% higher productivity 
compared with the earlier 
RA-300 and RA-400 systems, 
and reach over 4 tpd of 
aluminium production. It will 
also have a superior 
environmental performance, in 
terms of reduced emissions to 
the atmosphere. 

RA-550 was started as a 
project at the company’s 
Engineering & Technology 
Centre in 2007. The first cell is 
expected to be commissioned 
in the third quarter of 2016.

Forced convection 
currents in molten 
steel produced by 
ArcSave

MKM’s oxygen-
free HR copper 
strip is made by a 
continuous process

increased steel yields and lower 
scrap and conversion costs, with a 
reduction in the slag’s iron oxide 
(FeO) content. 

The complete ArcSave system 
comprises the electromagnetic 
stirrer, a frequency converter, a 
transformer and a water station. 
There is no physical contact with 
the steel melt, and normal 
refractory linings can be used. The 
stirring direction can also be 
reversed, and very little 
maintenance is required, says ABB. 

The first ArcSave was trialled at 
Steel Dynamics (SDI) at Roanoke, 
USA, from July 2014, on a 
90-tonne AC EAF. Total energy 
savings of about 14 kWh/tonne 
were achieved (or 4% of the total), 
including lower consumption of 
natural gas, carbon and oxygen, 
and less power-on time. A 
six-month hot-test run at SDI also 
reduced refractory repairs by some 
15%, which was probably mainly 
due to superheat reduction in the 
slag-line area, ABB reports.
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Steelmaker Posco has introduced 
Dassault Systèmes’ 
3DEXPERIENCE software 
platform for its virtual 
commissioning and virtual training 
systems. In this way, it will digitise 
and simulate all of its production 
operations, processes and 
equipment. 3DEXPERIENCE 
provides advanced digital 
production and simulation 
applications to create a ‘virtual twin’ 
– a virtual 3-dimensional replica of a 
real physical structure – in order to 
better manage products, processes 
and plants. 

Using this ‘virtual twin’, 
companies can simulate the 
complex production processes of a 

Posco creates a 3D experience

Posco’s production 
will be available 
as a virtual twin 
simulation

Ezz Rolling Mills in 
Egypt has a new  
2 million tpy DRI plant

The CRS straightener 
has been designed 
to handle all types of 
sheet piles

Danieli and Tenova have 
successfully commissioned a new 
2 million tpy Energiron direct 
reduced iron plant at Ezz Rolling 
Mills in Egypt. The module 
passed a hot testing trial in 
December, one month after 
start-up. The plant uses 
Energiron III technology to 
produce cold DRI, and has shown 
an exceptional performance when 
run at full capacity, says Danieli: 
productivity was 112% of the 
guaranteed value, with a 

ArcelorMittal Belval, based in 
Esch-sur-Alzette, Luxembourg, 
has started up a CRS® Compact 
Roller Straightener supplied by 
the SMS group. The new 
straightener can handle very 
large sheet piles, expanding the 
range of products made at 
Esch-sur-Alzette. It took 
four-and-a-half weeks to 
dismantle the previous 
equipment and install the new 
straightener, including 
successful commissioning.

The straightener, which has a 
fully hydraulic adjustment 

New DRI plant launched at Ezz Steel

Dedicated large sheet pile straightener commissioned

metallization of over 94% and a 
carbon content of over 3%. 
Natural gas consumption of 2.57 
Gcal/tonne and electricity 
consumption of 30 kWh/tonne 
illustrate the optimised energy 
requirements, the company adds. 

The Ezz module has also 
demonstrated a conversion ratio 
of 1.37 tonnes of iron oxide per 
tonne of DRI, and is able to 
process oxide pellets or lumps 
screened at 3.2 mm, minimising 
wasted raw material.

system, is the first of its kind to be 
used exclusively for sheet piles, 
says SMS. It has been specially 
designed for straightening 
Z-type and U-type sheet piles as 
well as flat sheet piles. Equipped 
with a double supported design 
instead of the conventional 
cantilever design, the machine 
provides a balanced force 
distribution, leading to better 
straightening results, especially 
for extra-wide sheet piles. The 
operator can change all nine 
straightening rollers in less than 
40 minutes, says SMS.
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smart factory through accurate data 
interpretation management, and 
troubleshoot production problems 
before they occur, says Dassault. 
Companies can also capture and 
share knowledge, manage 

equipment specifications from the 
planning to building stages, and 
better plan for investments. 

“We expect to decrease the 
number of field tests and field trial 
periods with our virtual 
commissioning system and virtual 
training system, as we can pre-test 
systems and equipment virtually 
before deploying them in the field 
for real,” said Yongsoo Kim, senior 
researcher, Posco Engineering 
Solution Centre. 

“The steel industry is about 
multi-decades asset lifecycles and 
high-volume production, therefore 
even small and incremental 
improvements in operations and 
sustainability can have huge 
business impacts,” said Stephane 
Declée, vp, energy, process and 
utilities industry, at Dassault 
Systèmes.

Brady acquires 
energycredit to 
extend services
Brady, the UK-based trading 
and risk management solutions 
provider, has announced its 
acquisition of energycredit from 
Temenos. The business bought 
provides specialised domain 
expertise in credit risk to the 
energy and commodity markets, 
with offices in the UK, the USA 
and India, serving energy 
customers representing some of 
the world’s largest utilities, 
producers and trading firms.

Brady ceo Gavin Lavelle said: 
“energycredit has a proven track 
record of success in credit risk 
management, having received 
Energy Risk’s award for credit 
risk solution of the year for eight 
of the past ten years.” 

“By combining Brady’s 
knowledge and expertise in the 
commodity risk management 
space with energycredit’s 
platform, expertise and 
relationships in the credit space, 
we will extend the functionality 
into the wider commodity asset 
classes and provide customers 
with a complete risk management 
suite of solutions,” he added.
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Electric motor market could grow at over 6% to 2020

TMK ships lubricant-free pipes for offshore

The Timken Company, Ohio, 
USA, has announced that it will 
build a new bearings plant near 
Ploiesti, Romania, to serve global 
demand for its highly-engineered 
Timken® tapered roller bearings in 
sizes up to 300 mm diameter. 
Start-up on the 15,000-sq metre 
site is planned for early 2017. 
Initially, the facility will be 
operated by 120 staff. 

This is the company’s second 
bearings plant in Romania, the first 
having started up in 1997. “This 
investment further advances the 
company’s strategic growth plan 
DeltaX, which includes geographic 

Timken to build bearings plant in Europe

TIMKEN

TM
K

TMK’s Tagenrog works 
produces premium 
pipe products

The global sales market for electric 
motors is forecast to grow from an 
estimated $91.75 billion in 2015 to 
$125.02 billion in 2020, a CAGR 
of 6.38% in this period, according 
to a recent report from 
Marketsandmarkets, Pune, India. 
The major factors driving this 
include a growing agricultural 
sector and a transition towards 
energy-efficient motors around the 
world. 

The report categorises motors 
by type, including AC and DC, and 
by voltage range, including high 
(above 6.6 kV), medium (1.1-6.6 
kV) and low (less than 1 kV). AC 
motors are expected to dominate 
the market with an 81% share by 
2020, with a growing demand in 

Steel pipe producer TMK 
introduced its GreenWell 
lubricant-free coating technology 
in 2013, and recently supplied 
premium pipe products with this 
coating to the offshore oil industry 
for the first time. The shipment to 
Russia’s Lukoil-
Nizhnevolzhskneft included 32 
tonnes of 177.8 mm P110 grade 
casing pipe and pipe nipples with 
TMK UP PF ET premium 
connection, which will be 
employed in the Caspian Sea.  
The pipes were made at the 

industries such as oil & gas, mining, 
wastewater treatment and 
chemicals. 

Low voltage motor sales are 
expected to have the largest 
market share of around 67% by 
2020, says the report. This is being 
driven mainly by rapid 
industrialisation and urbanisation 
in the Asia-Pacific region, but 
countries in other regions are also 
undergoing rapid developments in 
the power sector, boosting the 
low-voltage sector. 

Of the five regions analysed 
(North America, South America, 
Europe, Asia-Pacific and Middle 
East/Africa), Asia-Pacific is 
expected to lead the market by 
2020 with a CAGR of 7.96%.

Tagenrog Metallurgical Works  
in Russia. 

The polymer coating is an 
alternative to standard lubricants 
for threaded connections, says 
TMK, which has supplied 
products with GreenWell coating 
to Rosneft, Gazprom Neft, 
Bashneft, Lukoil and Novatek. For 
offshore wells, it speeds up the 
assembly of pipe strings by 
reducing preparation time and 
minimising damage to the 
environment, as it eliminates the 
ingress of lubricant into the water.

The aluminium 
route to green 
buildings
The Aluminum Association, 
Arlington, Virginia, USA, has 
published Aluminum in Green 
Buildings: A Guide to Green 
Building Development and 
Certification with Aluminum 
Products. This new guide is 
intended to assist and support 
aluminium end-users – including 
architects, designers and engineers 
– in understanding how the light 
metal contributes to green 
building development and how 
certifications such as Leadership in 
Energy & Environmental Design 
(LEED®) are achieved. 

The Guide is based on key 
requirements of the current, most 
commonly-adopted certification 
systems and construction codes. It 
elaborates how those 
requirements can potentially be 
met or exceeded through the use of 
aluminium products and systemic 
solutions that use aluminium. 

Key information includes the 
metal’s properties and building 
applications; aluminium building 
products and systems that 
contribute to credits for LEED v4 
certification; and North American 
aluminium’s life-cycle 
environmental performance. 

The Guide is available online from 
the Aluminum Association website.

expansion, competitive 
manufacturing and 
accelerating product 
development-to-
commercialisation 
activities, allowing 
Timken to more efficiently 
meet local and global 
customer needs,” said 
Christopher A 
Coughlin, group 
president, in a 
statement. 

The Timken tapered roller 
bearings to be made here are 
critical components of, for 
example, industrial geardrives  

and off-highway applications 
such as construction and 

agricultural equipment, 
haulage trucks and  
cranes. The plant will 
directly serve OEMs,   
as well as end-users  
via a network of 

distributors. Timken 
operates 63 plants and 

service centres around  
the world, including eight in 
Europe.

Timken manufactures 
nearly 26,000 tapered 
roller bearing combinations



  Events
Mining Indaba 2016 
8 – 11 February 2016 
Cape Town, South Africa
Investing in African Mining Indaba is 
one of the world’s largest mining 
investment conferences and Africa’s 
largest mining event. 
www.miningindaba.com

22nd Bauxite and Alumina Conference 
29 February – 2 March 2016 
Conrad Miami, Florida, USA
Among the many vital topics to be 
covered at this conference are the 
effects of low aluminium prices and 
the Indonesian ore export ban, and 
new bauxite resources. 
Non-metallurgical uses are also 
covered. There is the bonus of an 
optional field trip to Jamaica. 
metalbulletin.com/events

China Iron Ore 2016 
1 – 3 March 2016 
Grand Millennium Hotel,  
Beijing, China
The major event for local and 
international iron ore players to start 
the year returns to Beijing in 2016, 
with a new set of roundtable 
discussions, breakouts and 
workshops.
metalbulletin.com/events

29th International Copper Conference 
7 – 9 March 2016 
Lisbon, Portugal
This conference will provide the 
earliest forum in the New Year for 
debating and analysing the 
prospects for copper. It will be 
attended by senior industry figures 
from around the globe. 
metalbulletin.com/events

AMM’s 9th Steel Tube & Pipe 
Conference 
8 – 10 March 2016 
Doubletree Houston Greenway  
Plaza Hotel, Houston, USA
The USA’s largest gathering for  
the steel tube and pipe industry 
returns to Houston to discuss the 
numerous issues that now impact  
on the sector.
metalbulletin.com/events

17th Asian Ferroalloys Conference  
22 – 24 March 2016 
Shangri-La Hotel, Singapore 
A key event in the ferro-alloys 
calendar, this event will cover the 
markets and outlook for all bulk, 

noble and specialist alloys. 
metalbulletin.com/events

8th World Lead Conference  
30 – 31 March 2016 
Hilton Grand Palace, Brussels, Belgium
Delegates from each stage of the 
supply chain will be present at this 
conference, including recyclers, 
traders, smelters, battery 
manufacturers, equipment and 
technology suppliers, financiers, 
consultants and analysts. 
metalbulletin.com/events

3rd Metal Japan 
6 – 8 April 2016 
Tokyo Big Sight, Tokyo, Japan
This conference and exhibition 
includes producers and processors of 
a wide range of metals as well as 
processing plant, testing and 
analysis, and recycling technologies
www.metal-japan.jp/en/

4th World DRI & Pellet Congress 
25 – 27 April 2016 
Park Hyatt Hotel, Dubai, UAE
This event brings together the entire 
DRI supply chain, from iron ore 
suppliers, technology suppliers, 
consultants, traders, producers, 
steelmakers and end-users. The 
state of the current iron ore and 
pellet market will be high on the 
agenda. 
metalbulletin.com/events

ITRI International Tin Conference 2016 
25 – 28 April 2016 
Westin Lima Hotel, Lima, Peru
This conference will examine 
markets, investment, recycling and 
prices, with special sessions on the 
outlook for the South American tin 
industry, and the responsible tin 
supply chain. There is also a visit to 
the Minsur smelter included. 
www.itri.co.uk

20th Zinc and its Markets Seminar 
9 – 11 May 2016 
Madrid Hesperia Hotel,  
Madrid, Spain
This well-established conference will 
review the entire value chain, 
focusing particularly on the question 
of future demand and the effects of 
an economic transition in China. 
There will also be an opportunity to 
visit either Técnicas Reunidas or 
Glencore Asturiana. 
metalbulletin.com/events

AluSolutions 
10 – 11 May 2016 
ADNEC, Abu Dhabi, UAE
This international free-to-attend 
exhibition and conference addresses 
the challenges and opportunities of 
sustainable aluminium use, 
including energy, greenhouse gases, 
waste management and scrap 
recovery. 
www.alusolutions.com

22nd International Iron Ore 
Conference 
5 – 7 June 2016 
The Steinberger, Berlin, Germany
This event is the ideal place to discuss 
the key issues affecting the iron ore 
market at a time of great challenges, 
as the price has fallen to multi-year 
lows with the market surplus and 
subdued demand. 
metalbulletin.com/events

Steel Success Strategies XXXI 
13 – 15 June 2016 
Sheraton New York Times Square, USA
This major event covers world steel 
markets, raw materials, logistics, 
technology, iron ore and steel 
derivatives, and many other aspects 
of the sector. 
metalbulletin.com/events

15th International Stainless and 
Special Steel Summit 
6 – 8 September 2016 
Hotel Intercontinental Lisbon, 
Portugal 
Over 200 top executives from around 
the world and from all tiers of the 
global supply chain are expected to 
convene in Lisbon to discuss the world 
stainless and special steel sectors.
metalbulletin.com/events

2nd African Iron and Steel Conference 
30 September 2016 
Johannesburg, South Africa
Africa remains a continent of huge 
importance for a global market that 
is looking for the next wave of 
demand. Delegates will learn about 
the future of iron and steel supply 
and demand in Africa and will be 
able to meet government ministers 
and hear first-hand about their 
policies. 
metalbulletin.com/events

For full details of Metal Bulletin Events 
www.metalbulletin.com/events
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 Low High

 Low High
Aluminium
Aluminium P1020A, in-warehouse premium
Rotterdam duty unpaid spot $/tonne 102.609 125.000
Aluminium P1020A, in-warehouse premium
Rotterdam duty paid spot $/tonne 158.333 182.222

Alumina
Index fob Australia 204.172

Antimony
MB free market 
Regulus 99.65%, max Se 50ppm,
$/tonne in warehouse 4,988.889 5,266.667
MMTA Standard grade II $/tonne 4,944.444 5,230.000

Bismuth
MB free market
min. 99.99%, $/lb, tonne lots in  
warehouse 4.144 4.711

Cadmium
MB free market
min 99.95%, cents/lb in warehouse 40.000 45.700
min 99.99%, cents/lb in warehouse 45.000 50.556

Cobalt
MB free market
High Grade, $/lb in warehouse 9.333 11.333
Low Grade, $/lb in warehouse 9.244 11.317

Copper
US High-grade cathode premium  
indicator,  
$/tonne 121.254 132.277

Germanium Dioxide
MB free market min 99.99%, $/kg 927.778 1,001.667
Rotterdam $/kg 1,322.222 1,511.111

Gold
London $/troy oz Morning 1,068.31667
 Afternoon 1,068.25263
 Morning 712.39833
 Afternoon 711.73800
 Handy/Harman 1,068.25

Indium
MB free market
Ingots min 99.97%, $/kg in  
warehouse 230.000 280.000

Magnesium
MB free market
min 99.8%, $/tonne 1,975.000 2,045.000
China free market min 99.8% 1,902.000 1,982.000

Mercury
MB free market
min 99.99%, $/flask in warehouse 1,283.333 1,683.333

Molybdenum
Free market in warehouse 
Europe drummed molybdic 
oxide $/lb Mo   4.978 5.178
US canned molybdic oxide $/lb Mo 4.960 5.180

Nickel
Free market in warehouse premium
Europe $/tonne
uncut cathodes 21.000 120.000
4x4 cathodes 150.000 204.000
briquettes 20.000 130.000
US
Melting $/lb 0.150 0.200

Palladium
Morning $/troy oz 550.61905
Afternoon $/troy oz 552.26316

Platinum: per troy oz
Morning $/troy oz 860.19048
Afternoon $/troy oz 858.52632

Rhodium
European free market
min 99.9% in warehouse, $/troy oz 629.565 729.783

Selenium
MB free market
min 99.5% in warehouse $/lb 6.800 8.800

Silicon
MB free market ¤/tonne 1,981.111 2,081.111

Silver
London
spot pence/troy oz 937.68048
spot cents/troy oz 1,405.38095
Handy/Harman cents/troy oz  1,408.55

Tin
European free market
Spot Premium 99.9% $/tonne 356.250 450.000
Spot premium 99.85% $/tonne 300.000 375.000
Kuala Lumpur (ex-smelter) $/tonne 14,623.33

Titanium
Ferro-Titanium
70% (max 4.5% Al), $/kg d/d Europe 3.844 4.111

Tungsten
European free market APT $/mtu 169.444 183.556

FOUNDRY INGOTS
Aluminium
LM24 1,160.000 1,258.000
LM6/LM25 1,380.000 1,474.000
Aluminium Europe ¤/tonne 1,600.000 1,660.000
Phosphor Bronze
PB1 ex-works £/tonne 4,850.000
Zinc Alloy
10 tonne lots ZL3 £/tonne 1,584.000

LONDON METAL EXCHANGE
High, low and average Dec (21 days)
LME averages are mean of buyers and sellers except for 
settlement and 3 months sellers.
 Jan-Dec 2015  December
 Low High Average
 $ $ $
Copper Grade A ($)
Cash 4,515.25 6,446.50 4,628.60
3 months 4,499.50 6,442.50 4,630.77
Settlement 4,515.50 6,448.00 4,629.00
3 months seller 4,500.00 6,445.00 4,631.45
Copper Grade A (£)
Settlement 2,983.88 4,240.26 3,088.95
3 months seller 2,973.24 4,241.74 3,090.16
Tin ($)
Cash 13,892.50 19,737.50 14,694.05
3 months 13,837.50 19,737.50 14,654.52
Settlement 13,895.00 19,750.00 14,702.38
3 months seller 13,850.00 19,750.00 14,664.52

 Jan-Dec 2015  December
 Low High Average

 $ $ $
Lead ($)
Cash 1,554.50 2,139.50 1,700.87
3 months 1,561.00 2,136.75 1,699.43
Settlement 1,555.00 2,140.00 1,701.29
3 months seller 1,562.00 2,137.00 1,700.24
Lead (£)
Settlement 1,023.20 1,415.62 1,135.34
3 months seller 1,031.91 1,414.58 1,134.46
Zinc ($)
Cash 1,461.25 2,402.50 1,521.74
3 months 1,482.75 2,376.50 1,539.76
Settlement 1,461.50 2,405.00 1,522.10
3 months seller 1,483.00 2,377.00 1,540.31
Aluminium ($)
Cash 1,423.75 1,918.50 1,493.89
3 months 1,434.75 1,937.25 1,495.35
Settlement 1,424.00 1,919.00 1,494.29
3 months seller 1,435.00 1,937.50 1,495.74
Aluminium Alloy ($)
Cash 1,537.50 1,875.00 1,591.36
3 months 1,540.00 1,885.00 1,600.48
Settlement 1,540.00 1,880.00 1,595.81
3 months seller 1,545.00 1,890.00 1,605.24
Nickel ($)
Cash 8,155.00 15,452.50 8,688.69
3 months 8,195.00 15,535.00 8,732.74
Settlement 8,160.00 15,455.00 8,692.14
3 months seller 8,200.00 15,540.00 8,738.33
Nasaa ($)
Cash 1,557.50 2,020.00 1,718.02
3 months 1,585.00 2,057.50 1,729.88
Settlement 1,560.00 2,025.00 1,722.24
3 months seller 1,590.00 2,060.00 1,734.52
Cobalt ($)
Cash 22,750.00 33,425.00 24,028.10
3 months 22,750.00 32,500.00 24,051.19
Settlement 23,000.00 33,450.00 24,235.24
3 months seller 23,000.00 32,750.00 24,280.95
Molybdenum ($)
Cash 9,000.00 21,000.00 11,273.81
3 months 9,250.00 21,000.00 11,273.81
Settlement 9,250.00 21,500.00 11,523.81
3 months seller 9,500.00 21,500.00 11,523.81
Steel Billet ($)
Cash 125.00 490.00 195.00
3 months 140.00 490.00 210.00
Settlement 140.00 500.00 220.00
3 months seller 165.00 500.00 235.00
LME Settlement Conversion Rates
$/£ 1.4987
$/yen 121.753
$/¤ 1.0871

 Monthly prices
December averages

Disclaimer
This Disclaimer is in addition to our Terms and Conditions as available on our website and shall not supersede or otherwise affect these Terms and Conditions. Prices and other 
information contained in this publication have been obtained by us from various sources believed to be reliable. This information has not been independently verified by us. 
Those prices and price indices that are evaluated or calculated by us represent an approximate evaluation of current levels based upon dealings (if any) that may have been 
disclosed prior to publication to us. Such prices are collated through regular contact with producers, traders, dealers, brokers and purchasers although not all market segments 
may be contacted prior to the evaluation, calculation, or publication of any specific price or index. Actual transaction prices will reflect quantities, grades and qualities, credit 
terms, and many other parameters. The prices are in no sense comparable to the quoted prices of commodities in which a formal futures market exists.

Evaluations or calculations of prices and price indices by us are based upon certain market assumptions and evaluation methodologies, and may not conform to prices or 
information available from third parties. There may be errors or defects in such assumptions or methodologies that cause resultant evaluations to be inappropriate for use. Your 
use or reliance on any prices or other information published by us is at your sole risk. Neither we nor any of our providers of information make any representations or warran-
ties, express or implied as to the accuracy, completeness or reliability of any advice, opinion, statement or other information forming any part of the published information or 
its fitness or suitability for a particular purpose or use. Neither we, nor any of our officers, employees or representatives shall be liable to any person for any losses or damages 
incurred, suffered or arising as a result of use or reliance on the prices or other information contained in this publication, howsoever arising, including but not limited to any 
direct, indirect, consequential, punitive, incidental, special or similar damage, losses or expenses.

We are not an investment adviser, a financial adviser or a securities broker. The information published has been prepared solely for informational and educational purposes 
and is not intended for trading purposes or to address your particular requirements. The information provided is not an offer to buy or sell or a solicitation of an offer to buy or 
sell any security, commodity, financial product, instrument or other investment or to participate in any particular trading strategy. Such information is intended to be available 
for your general information and is not intended to be relied upon by users in making (or refraining from making) any specific investment or other decisions. Your investment 
actions should be solely based upon your own decisions and research and appropriate independent advice should be obtained from a suitably qualified independent adviser 
before any such decision is made.

For the latest prices see  
www.metalbulletin.com/my-price-book
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  Chartist

Africa – No respite from a ‘commodities winter’
Jim Lennon, managing director, Red Door Research, analyses Africa’s prospects

Source: Macquarie Research,
Chinese Customs
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Each February the Investing in 
African Mining Indaba in Cape 
Town gives an opportunity for many 
to escape the northern hemisphere 
winter. Unfortunately, the attendees 
this year will not be able to escape 
the harsh reality of the global 
‘commodities winter’. The past year 
has seen a relentless stream of bad 
news for commodity markets, 
driven by faltering Chinese demand 
and ongoing over-supply for the 
major commodities. Truly ‘Antarctic 
weather’ and not ‘Cape Town 
weather’ prevails.

Africa had been seen as a major 
beneficiary from the two biggest 
booming hard-commodity markets 
– iron ore and copper. A long list of 
iron ore projects in West and 
Southern Africa and major 
expansions of copper in Congo and 
Zambia were seen as boosting 
growth over the next decade.  
However, 2015 was the year when 
African supply growth stalled 
dramatically in both commodities.

The ongoing collapse in iron ore 
and copper prices (see chart) has 
pushed many producers into 
loss-making and bankruptcy. 
Virtually all iron ore production for 
export, outside South Africa, has 
now ceased. The prospects for major 
injections of investment capital in 
major greenfield projects are bleak.

Africa has unfortunately been in 
the frontline for copper production 
cuts. African production 
curtailments announced in 2015 
(mainly in DRC, Zambia and 
Botswana) totalled 430,000 tpy out 
of global cuts of 760,000 tpy by early 
2016, according to Wood 
Mackenzie data. 

South Africa has been hit by major 
bear markets in iron ore, thermal 
coal, manganese, chromium and 
aluminium and growth has stalled 
amid a collapse in the value of the 
South African rand. GDP growth 
looks set to fall below 1% this year.

The global investment climate in 
mining has deteriorated to an extent 
probably not seen since the early 
1980s and many African projects 

are viewed as “high-risk” for 
geopolitical reasons. With few 
exceptions, smaller mining 
companies are struggling to interest 
shareholders and banks in new 
projects – zinc and cobalt being 
among the better commodities. 

Africa as a whole accounts for 
around 10% of global oil production 
but only 4% of oil consumption, so 
the net impact of the oil price is 
negative, with a net revenue loss to 
Africa. With Brent crude having 
fallen from an average of $100/
barrel in 2013/14 to under $30/
barrel in January 2016, the impact 
on African economic growth is 
devastating, implying a potential 
revenue loss of well over $150 
billion/year and as much as 5% of 
GDP, offset by currency falls against 
the dollar. 

The net impact of the oil price 
decline on Sub-Saharan African 
GDP in 2015 was probably 2% in a 
region that has experienced growth 
rates of 6% a year since 2000. GDP 
growth in Africa as a whole fell from 
5% in 2014 to 3.5% in 2015 and the 
IMF is rather optimistically 
projecting growth of 4% in 2016 and 
4.7% in 2017 (partly due to the end 
of Ebola).

The potential commodity 
revenue loss is huge for Africa and at 
times like this the continent needs 
friends. One of the biggest in recent 
years has been China. It has two 
main impacts: one as a market for 
African exports (deteriorating); the 
other as a source of investment 
capital, aid and loans (also worsening). 

China’s investments in copper 
and iron ore attracted a lot of 
attention, although at its 2014 peak 
China still accounted for less than 
5% of total FDI (Foreign Direct 
Investment) in Africa. Worryingly 
for Africa, however, are estimates 
that Chinese investment in Africa 
fell by at least 40% year-on-year in 
the first half of 2015.

In December 2015, however, 
China’s President, Xi Jinping, 
pledged $60 billion to Africa over an 
unspecified period in the form of 

loans, export credits, equity and aid. 
Much of the money pledged is not 
aid or direct investment, but 
represents loans.  

Africa will remain small in global 
economic terms for a long time to 
come. Africa’s population is around 
1.1bn, or 15% of the world total, but 
its share of global GDP is only 2.5%. 
Even if growth continued at a rate of 
5% a year to 2020, which now looks 
optimistic, Africa would still be just 
below 3% of global GDP by then.

Steel and metals consumption is 
even smaller:  in 2015 Africa 
accounted for only 1.3% of global 
copper consumption. In steel, Africa 
accounts for 2.3% of world 
consumption – around the same as 
its global GDP share. In most base 
metals, South Africa accounts for 
around half of total African 
consumption, even though it only 
has 5% of the African population. 

Strong GDP growth and 
urbanisation rates are the tried and 
tested formula for strong metals 
growth throughout history. 
Urbanisation in Africa is still low at 
around 30%. But Africa is now the 
world’s largest urbanising area and 
by 2035 more than half of the 
population will have urbanised. 
Typically urban inhabitants require 
more infrastructure and consume 
more metal-containing products 
than rural inhabitants. 

What is missing in the African 
growth equation is investment. 
Investment’s share in GDP is only 
around 23% and needs to get 
towards 30%-plus. In the short run, 
with deteriorating interest in 
commodities and more risks 
regarding growth, investment will 
struggle to grow.

However, provided issues such as 
governance and more infrastructure 
investment are addressed, 
urbanisation rates offer great 
promise. The next couple of years 
are likely to provide great 
opportunities for those with access 
to cash and a long-term perspective. 
For the others, it is back to crisis 
mode and survival.
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