In the pits? Mining and metals firms and the slowing of the supercycle

In the pits? Mining and metals firms and the slowing of the supercycle

Executive
Preface
summary

concerns
havethe
grown aboutltheMitsui
end of& the
Companies in the industrialInraw
thematerials
pits? Mining and metals
firms and
Co
(Figure 1). Projects that
sector are facing a new era.slowing
For years,
miners
of the
supercycle iscurrent
a report“supercycle”
by The
l Peabody Energy
were
oncesponsored
profitable are now unviable. Planned
of resources such as iron ore,
base metals
Economist
Intelligence Unit
(EIU),
l slashed.
White & By
Case,
metals & mining practice
capitalfor
expenditure
2012,
and coal enjoyed a boom driven
by incredible
by NAB.
It examines the outlook
companieshas been
as Figure
2 shows,
revenue
demand from China and other
emerging
in the
miningmarkets
and metals sector
in the
wake mining companies’
l Whitehaven
Coal
growth had
disappeared and profitability had
that were urbanising and investing
heavily
in commodities
of slowing
industrial
prices
Wood
Mackenzie,
metals & mining consulting
plummeted.
Consequently,lfirms
across
the
infrastructure. Since a peakworldwide.
in 2011, however,
The report is based
on EIU forecasts
sector have revamped
prices of many commodities
have
fallen and
and
analysis,
extensive industry-level
research, their management teams,
In certain cases interviewees asked to
and in-depth interviews in key markets with
remain anonymous. We would like to thank
Figure 1
business executives and experts from various
all interviewees for their time and insights.
companies, including:
End of an era?
Our special thanks are due to Mitsui for their
Price indices, selected commodities
generous time and assistance.
l Atlas Iron
(Jan 2010=100)

Aluminium
200
180
160

Coal First
(Australia)
l
QuantumCopper
Minerals

Iron ore

Lead

l Freeport McMoRan
l Hancock Prospecting

120

l Heidrick & Struggles, global mining practice

100

l Japan Oil, Gas and Metals National
Corporation

Tin

Zinc

Christopher Clague is the author of the
report and David Line is the editor. Madelaine
Drohan and Elizabeth Fry assisted with further
interviews. The views expressed in this report
are those of The EIU alone and do not necessarily
reflect the views of the sponsor.

l Fortescue Metals

140

80

Nickel

60
J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J J A
2010
2011
2012
2013
Source: World Bank/Haver Analytics

Post-financial-crisis peak
% change from peak to August 2013

Aluminium

Coal (Australia)

Copper

Iron ore

Lead

Nickel

Tin

Zinc

2011 - Apr

2011 - Jan

2011 - Feb

2011 - Feb

2011 - Apr

2011 - Feb

2011 - Apr

2011 - Feb

-32.1%

-41.9%

-27.1%

-27.0%

-19.5%

-49.3%

-33.1%

-23.0%

Source: World Bank/Haver Analytics

2

© The Economist Intelligence Unit Limited 2013

3

In the pits? Mining and metals firms and the slowing of the supercycle

Figure 2
Not so happy now
Mining company performance 2004-12
(%)
Year on year change in aggregate revenue, left hand side

Average profit margin, right hand side
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the end of the resources supercycle. Academic
research suggests that over the long term,
prices of scarce commodities are likely to rise
(while experiencing greater volatility). Some
investors and analysts are more pessimistic,
given structural changes in China’s economy,
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global urbanisation, and structural factors such as
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higher energy and extraction costs will continue
to support prices in the medium term.
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and soft commodities. Several deals—for
example BHP Billiton moving into potash and
Freeport McMoRan buying an oil and gas firm—
demonstrate the appeal of diversification.
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delicate balance of protecting balance sheets,
satisfying shareholders and preparing the ground
for future growth. A wholesale reprioritisation of
risks is also needed: defaults from over-extended
construction companies are now more likely, and
risks from forex volatility are sharper. Political
risk linked to resources nationalism also requires
careful management.
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l “Pit to port” innovation is necessary even
in a downturn.
The competing demands on management will
mean increasing pressure to justify investment
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decisions. Some executives think mining
lags other industries in innovating along the
production line, given the cyclical nature of the
business. With greater investor pressure to return
cash, speculative spending on innovation is likely
to be the first thing to be cut. But with resources
becoming ever more costly to extract, those
that do innovate “from pit to port” will have a
competitive advantage in future. In addition,
those that opt to offload costly infrastructure
assets may also be able to free up funds for
innovation.
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