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The catchphrase for the commodities supercycle at the start of the century was “stronger for longer” as the industry
predicted prolonged growth underpinned by China’s expected continued growing demand for raw materials. Since 2002,
China has been the main engine of global demand consuming approximately 50% of global commodities’. During this

period, miners spent freely on both capex and acquisitions ensuring the supply of coal, oil and metals fulfilled emerging
market demand, led by China.

However, since 2011, we have seen a consistent decline in commodity prices as large investments launched at the start of the century, in the good times, started delivering
increased supply to the market. This increase in supply has coincided with a change in dynamic in China, as it moves away from an investment and export led economy to a
consumer-driven one, which has resulted in reduced demand. In 2015, China’s growth slowed to its lowest level in 25 years while commodity prices fell back to
their 1999 levels (Figure 1), as if the Chinese-driven bull market never happened.

Some have noted this marks the end of the commodity supercycle, while others are questioning whether there is still further to fall. Specifically looking at metal commodities,
metal prices declined by 30% in 2015 and are expected to fall by a further 9% in 20162. However, since the start of February 2016, we have seen metal prices climb

as a result of both the Chinese and EU governments’ commitment to further economic stimulation. Whether the current rally is sustainable or whether it has simply slowed or
stopped the metal price decline remains to be seen.
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Whilst metal prices are
expected to continue
their decline by 9% in
2016, the price rally of
the last few weeks puts
this rate of decline in
question.

1 IMF
2 IMF Commodity Special Feature
October 2015
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Forecast continued decline expected in metal commodity prices, at least through 2016, and general uncertainty about when

this downward cycle will reach its floor means mining companies are having to recalibrate their businesses in order to survive.

Working with our Deloitte global mining experts, we have identified the key challenges that mining companies face over the next 12-24 months:

1. Market oversupply

The oversupply of commodities in the market is a result of the combined impact of reduced demand, driven

in large part by a slowdown in the Chinese economy; and an increase in supply, driven by the impact of capex
projects initiated at the start of the century that have now come online. While the natural response to this

is for mining companies to reduce production, this is often not straightforward and other market factors are

influencing decision making:

« Some mining companies have announced plans to mothball operations and/or sell off mines in an attempt to prevent losses and cut costs. In 2015, we
saw coal mines and steel plants closed or downsized in the US, UK and across Europe. In Africa, mining majors closed copper and platinum plants as low
market prices no longer justified production.

» However certain big mining companies are continuing to produce in order to drive down unit costs and/or to drive out competitors, similar to behaviour
in the oil sector.

- FX is also impacting decisions as mining costs are incurred in non-dollar denominated currencies but sold in dollars. As the US dollar strengthens
against other major currencies, this reduces incentives for mining countries to stop producing.

Mining companies
continue to produce
despite market
oversupply
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Figure 3. Mining majors
Capex FY13 - FY16E

25

20

15

Sbn

10

FY12 FY13 FY14 FY15 FY16E

H AA [l Glencore [ Rio Tinto W Vvale [ BHP Billton

Source: Annual accounts

“The suggestion is not to pursue innovation for its
own sake, but to look for ways that innovation
can unleash the next wave of productivity and cost
cutting.

— Andrew Swart, Global Mining Innovation Leader, Deloitte Canada
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Looking ahead
Predictions for the mining sector

Greater focus should be
on strengthening the
balance sheet through
capital austerity &
reduced dividends
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The mining industry faces significant challenges over the next 12-24 months however there

are some positive indicators that could help alleviate some of the pressure.

M - Project cancellations, capital cuts and mine closures/output cuts should improve the supply/demand imbalance.

« China’s shift to consumer goods and high technology should support demand for copper and other base metals.

- Lower prices for oil, equipment and freight costs should help currency depreciation in producing countries.

While all mining companies, both big and small, face challenging times, there are key characteristics which will distinguish

the winners from the losers through this cycle. Mining companies with strong balance sheets, lean and efficient operations, a
cohesive stakeholder group and a clear strategy for navigating the short term without crippling long term growth, will not only
survive, but will thrive at the cost of those who are unable to balance these factors.

Figure 4. Predictions for key commodities
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Figure 4 illustrates our predictions on the health of some of the key commodities in
the short, medium and long term. With the exception of iron ore, there are reasons
to be optimistic if companies can withstand the short term pressure.

“It is common and in fact sensible for miners to focus on operational and cost optimisation, particularly in times of suppressed

commaodity prices. In the current market, many miners are finding themselves faced with the harsh reality that unless drastic

changes are made such as closing unprofitable mines, or cancelling development projects, their businesses will simply not survive.

Many such decisions may become irreversible and it is therefore critical that miners find the right balance between cost cutting
and investing in the future so they can remain competitive when the market turns. And it will turn.”

Neil McKenna, Director, Venmyn Deloitte

RS Sector Outlook Series Bringing industry challenges to the surface



Metals & mining credentials
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lan Wormleighton Neil McKenna Debbie Young

Metals and Mining Lead, Director, Partner,

Restructuring Services Venmyn Deloitte* Restructuring Services
+44 (0) 20 7007 2511 +44 (0) 20 7303 6930 +44 (0) 20 7007 7466
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*Venmyn Deloitte provides professional services to the global minerals industry, bridging the disciplines of mining
and finance, and emphasises Deloitte’s commitment to the global mining industry.
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Director,

Restructuring Services
+44 (0) 20 7007 0084
phgoldstein@deloitte.co.uk
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