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Introduction

During the past quarter, the resource industry has been impacted by economic and geopolitical events that have triggered economic uncertainty and volatility, as well as 
political instability and policy unpredictability. 

This edition of the AMMA Resource Industry Market Outlook seeks to unpack these developments and provide analysis, insight and forecasts on prospects for the Australian 
resource industry. It includes:

• Commodity price forecasts for 2016 and 2017.

• Updated forecasts for Australia’s exploration spend.

• Revised investor confidence levels and drivers of investor confidence including: financial market volatility, ASX developments, new sources of mining finance coming to 
Australia, capital expenditure spend levels, acquisition and disposal of mining assets and mining labour costs.

• Key domestic and global developments such as:

Welcome to the Spring 2016 edition of the AMMA Resource Industry Market Outlook.

• Updated industry-specific governance and corruption cases, trends and legislative updates.

• Plus, other pertinent investment, economic and financial developments impacting the resource industry.

Brexit European debt crisis China’s GDP Australia’s fiscal and 
monetary policy

The US Election
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Commodity prices, volumes and values

While commodity prices have been battered from pillar to post for more than 1,000 days, over the past six months there has been significant price recovery in many of 
Australia’s key commodities. For example, zinc is up 47%, iron ore 44%, metallurgical coal 31%, crude oil 24%, and gold and thermal coal both up 22%.

It’s too early to call if ‘the worst is over’ for commodity prices, but there are signs of greater stability to come

Figure 1: Revised forecast commodity prices (nominal in USD)

Source: Averaged prices from World Bank Commodity Markets Outlook; Office of the Chief Economist; AMMA Analysis

However, commodity prices are forecast to fall in the second half of 2016, with the most notable falls projected to come from iron ore, zinc and metallurgical coal, 
respectively.

Moving into 2017, it is forecast that the majority of Australia’s key commodities will see a positive upswing in price. All key commodity prices are forecast to be higher in 2017 
than their spot price as at 11 January 2016.

While it is premature to announce that the ‘worst is over’, or will be over, for commodity prices, particularly given soft and fragile economic data, it would appear that 
commodity prices are recalibrating and stabilising into a new ‘normal range’.  Over time, this ‘new normal’ will hopefully result in reduced daily spot price volatility, and  
increased longer term certainty and predictability for resource project proponents and investors.

2017 revised forecast
commodity prices

Aluminum
($/mt)

Copper
($/mt)

Gold
($/toz)

Iron ore
62% Fe,
CFR China

Crude oil
avg, spot
($/bbl)

Zinc
($/mt)

Metallurgical 
coal ($/t),
HCC, FOB

Thermal
coal ($/t),
6,700
kcal/kg,
FOB

Natural
gas Japan
($/mmbtu)

$1,638$5,139 $1,188$44.90 $53.20$2,029 $79.80$55.45$7.09

2016 revised forecast
commodity prices
(July 16)

$1,588$4,718 $1,235$47.10 $43.20$1,829 $85.60$56.50$6.80

2016 original forecast
commodity prices 
(Sept/Oct 15)

Revised forecast commodity prices (nominal in USD)

$1,761$5,588 $1,161$55.88 $54.11$2,201 $96.50$62.00$11.40

↓ ↓ ↓ ↓↓↓↓↓↓
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The value of Australian resources and energy exports is forecast to 
decline by $1.94bn or 1.2% to $158.2bn in 2015-16 (Department of 
Industry, Innovation and Science, Office of the Chief Economist). 

This financial year (2016-17) Australia’s resources and energy 
exports are forecast to rise by $5.2bn to $163.4bn. However, this is 
$2.74bn lower than the level the government’s leading commodity 
forecaster was projecting just a quarter ago.

While each commodity has its own growth trajectory and 
idiosyncracies, the main concerns driving this pessimistic 
outlook relate to suppressed consumption levels, fears over 
slowing Chinese growth, mounting fear of a European debt 
crisis, speculation on the US Federal Reserve delaying projected 
interest rate rises, and continued supply gluts in many commodity 
markets.

Notwithstanding such pessimism and ongoing recession-like 
commodity conditions, the mining industry in 2014/15 still made 
the highest contribution of all industry sectors to Australia’s overall 
GDP ( $118.3bn).

With so much rhetoric to the effect of ‘our economy is transitioning 
away from mining’, particularly during the recent 2016 election 
campaign, the Australian resource industry now confronts an 
urgent public relations challenge to reinforce the ongoing 
importance and contribution of the industry to the nation.

The success of Australia’s resource industry remains undeniably 
fundamental to our country’s short, mid and longer term 
economic prosperity, and to the living standards enjoyed by 
Australians. The resource industry must be viewed as a key pillar of 
a diversifying economy, not as an industry to be transitioned away 
from. 

Resources and energy exports tipped to remain a key pillar for Australia’s economy

Jun 16
Mar 16

% changeForecast date 2016-17Category 2015-16Unit % change

163,432
166,136

Resources and energy
Resources and energy

-1.6%
A$m
A$m

-1.2%
158,186
160,128

Revised forecast - Quarterly outlook for Australia’s resources and energy commodities

Jun 16
Mar 16

66,134
61,327

Energy
Energy

7.8%
A$m
A$m

1.8%
59,885
60,980

Jun 16
Mar 16

97,298
104,810

Resources
Resources

-7.2%
A$m
A$m

-0.9%
98,301
99,148

Figure 2: Revised forecast - Quarterly outlook for Australia’s resource and energy commodities

Source: Office of the Chief Economist - Resources and Energy Quarterly; AMMA Analysis

Commodity prices, volumes and values (cont.)
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Commodity prices, volumes and values (cont.)
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Figure 3: The value of Australia’s resource and energy exports compared to other countries national GDP

Source: IMF World Economic Forum, Office of the Chief Economist; AMMA analysis

Resource-reliant trade exposed countries throughout the world remain envious of Australia’s natural wealth and the realisable opportunities that it may bring, and we need 
to use this wealth to continue to underpin an ever-developing, industrialised, first world economy.  

Even in recessionary-like commodity conditions, the value of Australia’s 2015 resources and energy exports was greater than value of Hungary’s entire GDP.  

An alternate comparison is that the value of Australia’s resources and energy exports exceeded the combined GDP value of Luxembourg, Croatia and Mongolia. The 
importance of the Australian resource industry to our economy and society must not be understated given the industry remains a fundamental pillar of Australia’s future 
economic and social development.
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Exploration

The previous quarter saw federal and state governments 
take significant actions to stimulate exploration activity.

Federally, the Australian Government announced on 3 
May that $100 million would be provided over four years 
to Geoscience Australia for mapping mineral, energy and 
groundwater potential in northern Australia and South 
Australia.

On 9 June, the Western Australian Government committed 
$5.14m into exploration funding for Round 13 of the co-
funded drilling program under its Exploration Incentive 
Scheme.

On 20 July, the Queensland Government released the 
state’s first annual exploration program, setting out 826 
square kilometres of land to be made available for minerals, 
coal, petroleum and gas exploration over the next 12 
months.  

However, these greenfield exploration initiatives cannot 
provide an overnight solution to the significant and 
sustained decline in exploration spending. While significant 
steps in the right direction, the realisation of the potential 
benefits of these exploration initiatives will take time and will 
be curtailed by headwinds in commodity prices, confidence  
and uncertainty levels.

Exploration levels fell across most commodities, led by coal 
down 63% to $23.4m. The only exception was copper – with 
positive policy developments in conjunction with rising price 
forecasts creating some greenshoot exploration activity for 
copper, up $5.2m to $36.6m in the last quarter. 

Quarterly analysis – Copper exploration shines while other commodities fall

A
$M

Copper Silver, lead,
zinc

Nickel,
cobalt

Gold Iron ore Mineral
sands

Uranium Coal Diamonds Other

100

80
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140

160

0

Dec 2015

Mar 2016 36.6 9.2 10.7 119.3 57.7 4.1 7.9 23.4 0.3 20.5

20

31.4 12.3 14.6 138.2 74.5 5.3 10.7 63.4 1.5 29.5

Figure 4: Australia: Quarterly change in mineral and selected base metal exploration spend

Source: ABS cat. 8412, table 5
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Exploration (cont.)
Annual analysis - Gold shines while diamonds fail to sparkle
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Figure 5 : Australia: Annual mineral and selected base metal exploration spend

Source: ABS cat. 8412, table 5

From April 2015 to March 2016, mineral exploration expenditure 
(in original terms) fell 9% from $317m to $290m. Mineral 
exploration spend is now trending 51% lower than its 10 year 
quarterly average. 

As per Figure 5, explorers are now focusing on gold, copper, 
silver, lead, zinc and uranium

In comparison, diamond exploration recorded the largest fall 
in percentage terms, down 67% year-on-year, albeit from a 
rather low base of $0.9m to $0.3m. This may be a function of 
the world diamond market suffering both a near five-year low 
diamond price and high levels of uncertainty. 

Looking forward and more strategically, diamond producing 
countries with competitively lower production costs and 
comparatively weaker/declining currencies compared to the 
USD (such as the Botswana Pula – the world’s largest producer 
of diamonds) will have a more encouraging outlook for 
diamond exploration and production compared to countries 
such as Australia.

In the immediate term, consumer demand from the US and 
Hong Kong for polished diamonds from the world’s diamond 
capital, Antwerp, has fallen. A number of short and longer 
term factors will determine when Australia’s diamond 
exploration activity will rebound and what the size of the 
recovery will be.

From April 2015 to March 2016 coal exploration spend also fell 
sharply, down 46% or $20m to $23.4m.
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Exploration (cont.)
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Figure 6: Australia: Annual mineral and selected base metal exploration spend

Source: ABS cat. 8412, table 5

A number of compounding factors are driving 
declining coal exploration, including: 

• Negative/ downgraded forecasts on thermal and 
metallurgical coal prices. 

• Suggestions that potential investors/developers in 
greenfield coal developments have been ‘scared 
off’ by environmental and community group 
campaigns, which have created project delays 
and added significant costs in transitioning current 
and viable coal projects into construction and 
then production.

• Increased focus on renewable energy production, 
generation and consumption.

In contrast, from April 2015 to March 2016, gold 
exploration was the shining performer up 30% from 
$91.6m to $119.3m. The gold price rising 4% over the 
same period and many analysts bucking the trend by 
forecasting sustainable or buoyant future gold prices, 
has led to enhanced gold exploration confidence 
and activity in Australia.
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Exploration (cont.)
Petroleum exploration plummets

From April 2015 to March 2016 onshore and offshore petroleum exploration 
plummetted. In original terms, the March 2016 quarter-end for onshore 
drilling/other petroleum exploration fell by 71% or $200.9m to $81m compared 
to the same period a year ago. 

Similarly, the March 2016 quarter-end for offshore drilling/other petroleum 
exploration decreased by 49% or by $311.8m to $346.9m compared to 
the same period a year ago. The most significant combined onshore and 
offshore annual quarter one drilling/other petroleum exploration falls came 
from South Australia (down 83.9% or $148.6m to $28.5m); Queensland (down 
81.4% or $125.7m to $28.7m), then Western Australia (down 22.6% or $99.2m to 
$439.1m).         

In the past quarter (comparing Q1 2016 to Q4 2015), onshore drilling/other 
petroleum exploration plunged by 49% or $77.9m to $81m. 

However, there was a minor 7.4% or $23.8m recovery in offshore drilling/other 
petroleum exploration. 

The most significant combined quarterly onshore and offshore drilling/other 
petroleum exploration falls came from Queensland (down 53.7% or $33.3m), 
and South Australia (down 31.1% or $12.9m). Western Australia went against 
the national trend, with combined quarterly onshore and offshore drilling/
other petroleum exploration rising 0.7% or $2.5m.   

The significant (over 70%) fall in the oil price is a key factor in the decline of  petroleum exploration, with the immensity and rapidity of the fall creating elevated levels of 
anxiety and caution among investors and explorers. Today the crude oil price hovers around $40 to $50 US/bbl, which is above the $20 to $30 US/bbl range of January and 
March 2016, but a far cry from July 2014 when oil traded north of $100 US/bbl or $145 US$/bbl in 2008.

Looking to the second half of 2016, the crude oil price is forecast to retreat from June 2016 highs ($50 US/bbl range) as a result of prolonged, albeit lessening, oversupply of oil 
inventories (for example, although Russia’s oil production is approaching record highs, it has been countered by falls in Canadian crude oil production).

However, with oil demand forecast to rise in the second half of 2016 and 2017, this is expected to reduce oil inventories and see a gradual return to higher oil prices. When 
confidence in petroleum starts to rebound and the levels of uncertainty subside, this will likely translate into gradual improvement in petroleum exploration spend.

Figure 7: Annual March Quarter Petroleum Exploration Spend (original)
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Investor confidence
Uncertainty is plateauing

AMMA’s volatility index is a forward looking short-term tracker that gauges levels of volatility and 
investor confidence in resource stocks. It tracks events and developments that impact on investor 
sentiment and market realities.

This is a significant consideration as high volatility typically correlates to decreased resource-related 
share market performance (with the exception of safe haven commodities). Volatility can also 
correlate with growth or contraction in the pipeline of future major resources and energy projects.

The period since the previous AMMA Market Outlook (Autumn 2016) has seen a further moderate shift 
away from volatile towards ‘confident’ using AMMA’s Volatility Index. 

Notably:  

• While 12 resource-focused companies were delisted from the ASX since the autumn edition, a 
gradual turnaround in confidence is underway, with three resource companies recently listing on 
the ASX.  

• A number of commodity prices have exceeded market consensus / expectations during the first 
half of 2016, such as gold, iron ore, zinc and metallurgical coal.

• S&P/ASX 200 RESOURCES index has strengthened.

• There are signs of resilience in US job creation and a quarterly upward movement in the S&P Dow 
Jones 500 Index.  

• The Bank of England has implemented a raft of stimulatory measures following Brexit – such as a 
cut in interest rates (first time in seven years) and pledge to buy ₤60bn in government bonds and 
₤10bn in corporate debt (designed to encourage businesses to borrow and invest).

Highly volatile Highly con�dent

AMMA’s Volatility Index

Spring 2015

Summer 2015/6

Autumn 2016

Spring 2016

Figure 8: AMMA’s Volatility Index

Source: ASX, AMMA analysis

Category ASX code Listed/Delisted dateCompany

AUSTRALIS OIL & GAS LIMITED

GRAPHEX MINING LIMITED GPX

LITHIUM POWER INTERNATIONAL LIMITED LPI

HARVEST MINERALS LIMITED HMI

LONESTAR RESOURCES LIMITED LNR

BRAZIRON LIMITED BZL

BROADSPECTRUM LIMITED BRS

SPHERE MINERALS LIMITED

UMLUNITY MINING LIMITED

NZONEW ZEALAND OIL & GAS LIMITED

PRHPHILLIPS RIVER MINING LIMITED

MUBMONGOLIAN RESOURCE CORPORATION LIMITED

SEDGMAN LIMITED

SPH

SDM

ATS

14/06/2016

24/06/2016

22/07/2016

7/07/2016

30/06/2016

28/06/2016

6/06/2016

31/05/2016

23/05/2016

16/05/2016

9/06/2016

15/04/2016

25/07/2016Listed

Listed

Listed

Delisted

Delisted

Delisted

Delisted

Delisted

Delisted

Delisted

Delisted

Delisted

Delisted

AQPAQUARIUS PLATINUM LIMITED

REDCLIFFE RESOURCES LIMITED RCF

14/04/2016

13/04/2016

Delisted

Delisted

Figure 9: AMMA’s Volatility Index



12 AMMA | Resource Industry Market Outlook

Investor confidence (cont.)

As per Figure 10, in 2014/2015 capital expenditure 
levels fell, coal asset disposals rose and there was 
an emerging issue/theme of ageing assets. 

From 2013-14 to 2014-15 capital expenditure levels 
fell in every analysed sub-sector (coal mining, oil 
and gas extraction, metal ore mining, non-metallic 
mineral mining and quarrying, exploration and 
other mining support services) of the resource 
industry.

From a consolidated resource industry perspective, 
total resources (‘mining’) capital expenditure fell 
from $101bn in 2013-2014 to $86.9bn in 2014-15 and 
asset disposals fell from $2.3bn to $1.7bn.

It can therefore be deduced that as an industry, 
resource companies are holding assets for 
longer, which dependent on age and productive 
functionality, may be negatively impacting capital 
and multi-factor productivity levels.      

8%
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2%

10%

12%

0%

16%

14%

18%

20%

Coal mining Oil and gas 
extraction

Total metal 
ore mining

Non-metallic 
mineral mining 
and quarrying

Exploration and 
other mining 

support services

Total mining

Figure 10: Percentage of disposed assets compared to new capital expenditure

Source ABS. cat 8415 - Table 5, AMMA analysis

Capex is falling, assets are ageing
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Investor confidence (cont.)
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53 820 53 058 54 991 60 110

113 396 119 290 118 984 108 065 103 622 97 587 94 710

55 251

Jun-2017 34 351 36 015

55 869

Source: ABS. Cat 5625, Table 12A

Figure 11: Expected capital resource expenditure - 2016

Source: ABS Cat 5625, Table 12A

From a sectoral perspective, the largest 2014-2015 increase in 
asset disposals came from coal mining. Annual coal mining 
asset disposals rose 33% (from $470m in 2013-14 to $700m in 
2014-15) while new capital expenditure fell 36% (from $9.4bn 
to $6bn). This is the sign of an industry undergoing significant 
change and pressure.    

The outlook is that 2017 is expected to be a bleaker year for 
capital expenditure. 

Using a conservative 6% tolerance for error, AMMA forecasts 
that capital resource expenditure for 2016 will be at least 21% 
down on 2015 levels. 

2017 looks even bleaker. It is expected (on early forecasts) 
that capital expenditure will be approximately 36.5% down 
on the already low 2016 levels. 

Alternatively, if commodity prices and conditions remain 
stable or improve in the second half of this year, it is more 
likely that there will be a positive revaluation (in addition to 
the $1.9bn rise between estimate 1 and 2) in the 2017 capital 
resource expenditure spend. 
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Investor confidence (cont.)
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Investor confidence is beginning to rise as resource 
employers continue to focus on reducing operational 
costs. 

While all costs are under continuous examination, 
larger expenditures such as labour costs have been 
under particular scrutiny as organisations endeavour 
to optimise their people strategies and have the right 
size of workforce to be productive and competitive in 
changing markets.

Over the past year, the total labour and wages costs 
(excluding bonuses) across the Australian resource 
industry fell by $689m to $28.9bn. Labour and wages 
costs fell in all resource industry sub-sectors, with the 
exception of oil and gas extraction.

The industry’s headcount has declined by more 
than 12,000 people. The only exception to declining 
employment in 2014-15 came from metal ore mining, 
where headcount rose by 231 to 65,035. 

The resources workforce is declining, company wage bills have fallen, but the average wage has increased by 4.5%. 
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Investor confidence (cont.)
Surprisingly, given the decline in employment across the 
industry, the average salary in 2014-15’s recession like 
commodity conditions actually increased.

This may reflect inflated wage levels and annual wage 
increases negotiated in the much tighter labour market, 
and it may illustrate a stark reality that employees/unions 
in Australia’s highest paid industry (mining) are unwilling 
to renegotiate salaries to ensure they are appropriate to 
a period of prolonged commodity price suppression.

To counter such a view, with export volumes for many 
commodities at or near record highs, it would appear 
that companies are now achieving more output from 
reduced labour input (thereby increasing productivity). 
This is particularly remarkable when taking into 
consideration (as set out above) that assets are ageing 
and becoming less productive.

It may be that resource organisations are moving towards 
a more optimal talent pool and ever more effective 
people strategies compared to healthier commodity 
price times. Accordingly, wage prices may be rising as 
more productive employees gain greater leverage to 
negotiate and command higher wages to secure their 
productive services. 
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Figure 12e: Coal mining labour and wages Figure 12f: Coal mining - average annual 
base wage/salary

Figure 12g: Non-metallic mineral mining 
and quarrying labour and wages

Figure 12h: Non-metallic mineral mining and 
quarrying - average annual base wage/salary

All data source: ABS Cat. 8415 - Table 1, AMMA analysis
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Investor confidence (cont.)
Moving forward into 2017, it is forecast that resource-
related wage inflation will soften towards the range of 
.5% to 2.5% per year. 

This is due to the trifecta of low price inflation, low wage 
growth and uncertain economic conditions globally.

With ‘staff’ costs forecast to be largely contained 
(particularly compared to the inflated wage outcomes of 
‘boom’ times), and with Australia’s exchange rate likely 
to be on negative watch until at least 2020, resource 
investors can have greater certainty over costs and 
thereby margins. 
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Figure 12i: Metal ore mining labour and wages
Figure 12j: Metal ore mining - average 
annual base wage/salary
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services - average annual base wage/salary
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Investor confidence (cont.)

In coming months, a new type of mining finance called ‘Metal Streaming’ will emerge in the Australian market following successful lodgement with the ASX.  

Metal streaming provides companies with upfront payment in return for a contract to purchase a percentage of product at a fixed cost. At a time where some mining 
companies are starved for cash, metal streaming is set to provide a potential new source of finance and a potential lifeline for some mining companies. 

It is suggested that metal streaming will be available for mines currently in production and for mines shortly to commence production. 

Metal streaming is not a new phenomenon internationally, however Australia is only now catching on. Since 2004, when the first metal streaming deal was entered into, there 
has been more than US$8.3bn worth of streaming financing globally.

Benefits of metal streaming include: 

• A low risk alternative to traditional mining investment. 

• Helping mining company’s transition from construction into production; or helping increase production levels.

• No operational risk. 

• Miners retain exploration upside potential. 

• No dilution in shareholding (as the metal streaming company buys forward production only).   

For further information on metal streaming (for background or commercial reasons), please contact Tristan Menalda via the contact details on page 2.

New mining finance options coming to Australia
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Major economic parameters

According to the ABS (Cat. 5206), the Australian economy has grown by 1.1% in the past quarter, due largely to mining production (exports) which 
grew by 6.2%. Annually, Australia’s GDP is travelling at 3.1%, which according to the IMF is on par with forecast 2016 global economic growth. 

However, as noted in the Pre-Election Economic and Fiscal Outlook, the pick-up in non-mining investment has been slower to materialise than 
forecast, and runs the risk of reducing the underlying cash balance by around $1.5bn in 2016-17 and around $3.9bn in 2017-18.

Other recent key ABS economic indicators include annual CPI falling to just 1%, with a 0.4% rise in the past (June) quarter.

Australia’s annual wage price index in original terms for the private sector came in at 2%, with a 0.3% rise in the past (March) quarter. This 
historically low level of wage growth still exceeds low prices growth.

Australia’s unemployment (in trend terms) remained steady at 5.7% as did the participation rate at 64.8%. Real net disposable income (indicator that best measures living 
standards) remained unchanged in the past quarter which means that Australia’s living standards are still in decline, down 1.1% for the year.

From a monetary policy perspective, on 2 August the Reserve Bank of Australia reduced the official cash rate from 1.75% to 1.50%. 

In July 2016, Australia was put on notice that the AAA credit rating we have benefited from for the past 13 years is in very real danger of being downgraded. According to the 
2016-17 Federal Budget, the Australian Government’s net debt and net interest repayments are estimated to be $325bn and $12.6bn respectively. By 2018-19, this is projected 
to rise year-on-year to $356.4bn and $14.2bn respectively.

Annual government interest repayments already exceed the entire 2016-17 Veteran’s Affairs portfolio spend. According to KPMG, if Australia’s credit rating falls to an AA 
rating, this could cost the government an additional $1bn per annum in interest. This is the equivalent of the government building 66 state-of-the-art schools valued at $15m 
each.

Maintaining Australia’s AAA credit rating is vitally important to the economic and social development of our country and continuation of our high living standards. The 
threat that we could lose our world leading credit rating provides another reason why Australia needs a strong strategic vision for fundamental economic reform and for 
our parliamentarians to cooperate in passing legislation that will make Australia a more attractive place to do business, invest and create jobs. Few industries face clearer 
imperatives for sound policy and governance than the resource industry.

“Panic, stability, recession, recovery”… mixed headlines perplexing economies and industries
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Major economic parameters (cont.)
On 23 June, in a shock outcome for Australia’s seventh largest trading partner, the British people voted to leave the European Union (EU).

While the long-term effects of ‘Brexit’ are uncertain, the short-term impacts were immediate, severe and textbook in nature. The pound fell 
to its lowest level in 31 years while AUD $2.7 trillion in stocks was wiped off the market globally; (AUD$50bn in Australia alone). As company 
stocks took a battering, so too did the Australian dollar, falling 3.7% against the greenback.

While this fall was significant, the more serious and ongoing concern is that such an event and the fear of other geopolitical unknowns may 
drive institutional investors towards risk-averse lending practices (driving them to the Swiss franc, Japanese yen, gold, safe bonds), as they 
seek to quarantine themselves from financial markets and risk exposures.

This could cause significant challenges through the drying up of liquidity in international overnight lending as well as limiting foreign 
investment, including investment into Australia’s resource industry.  Given the link between the Australian resources sector and British 
investors as well as parent/subsidiary companies, the Bank of England’s swift action with a raft of stimulus measures designed to encourage 
businesses to borrow and invest, has been viewed positively in Australia.

Nonetheless, with Britain holding significant stakes in current resource and energy projects in Australia, as well as the $254bn+ worth of 
uncommitted major resources and energy projects waiting to proceed, the timing and investment implications of ‘Brexit’ is less than ideal.
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Major economic parameters (cont.)
There have also been escalating concerns of a 
European debt crisis which, if it transpires, would have 
implications dwarfing developments following Brexit.

A number of leading indicators are causing anxiety 
across the investment, economic and political 
community including:

• Unemployment at or above 20% in Greece and Spain and in double digits in Italy and 
Portugal.

• European banks carrying a significant number of large nonperforming loans at risk of 
default. It is speculated that Italian banks have 17%, or about $400bn worth of junk loans 
– and may require a significant bailout to avoid collapse. Investors have recognised the 
rising risks to Italian bank stocks, and the Financial Times reports that Italian shares have 
tanked by 54% this year. With borrowers stuck with debts they cannot afford, banks are 
struggling to find the necessary liquidity to offer new credit to firms and households. 

• EU countries such as Italy, Spain, Greece, Netherlands and Luxembourg now have 
negative inflation, which is generally regarded as a precarious position for any nation’s 
economy.

As a result, investors have sought to safeguard their money in safe assets and jurisdictions. 
Australia has not been immune from the spill over effects of this trend. 

Additionally, curbed European investment also poses a real risk to Australia’s resource 
industry as Australia is directly and indirectly trade exposed and reliant on European 
investment, purchases, markets and confidence levels.

Figure 13: European Debt Crisis

Source: Bloomberg.com
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Major economic parameters (cont.)
While there have been predictions of an economic blow-up in the world’s most populist nation and second largest economy, China’s GDP 
annual growth rate remains comparatively strong and sets the aspirational benchmark for developed economies at 6.7%. According to the 
National Bureau of Statistics of China, Chinese business confidence is higher today than a year ago. According to the World Steel Association, 
China’s steel production is at record highs, which augers well for Australia’s iron ore and metallurgical coal exports.  

While China’s growth rate may have slowed, China’s fundamentals for Australian commodity demand remain strong, and China remains 
Australia’s most important trading partner.

With the two presidential candidates having polar opposite approaches to renewable energy and climate change, the United States election 
may also have implications for Australian commodity producers, investors and manufacturers.

Among many controversial public statements, Republican nominee Donald Trump has labelled climate change a ‘hoax’, promised to ‘cancel’ 
the Paris Agreement, and repeatedly pledged to roll back energy regulations and strengthen the US coal industry. This could potentially 
increase competition for Australian coal exports.

Trump’s nationalistic approach to economic and foreign policy is also likely to impact US imports and exports. For instance, speculation is rife 
that if Trump becomes President the gold price will soar into the USD$1,500toz range (from USD$1,344toz on 16 August).

Democratic presidential nominee Hillary Clinton has a very different position on climate change and energy policy. She has pledged to honour commitments made at the 
Paris climate conference that include reducing greenhouse gas emissions by up to 30% by 2025 (based on 2005 levels), and working towards cutting emissions by more than 
80% by 2050.

Clinton policies also include ensuring adequate renewable energy is available to power every home in America (which would require half a billion solar panels installed by 
the end of her first term) and seeing US oil consumption reduced by a third through cleaner fuels and more efficient cars, boilers, ships, and trucks.

Under a Clinton presidency, the focus on renewable energies may open up increased supply capacity for greater US exports of energy commodities (including renewables 
and non-renewables). As a result, this could create tougher competition for Australian producers and energy exporters.
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Governance and corruption
There has been minimal movement in AMMA’s resource industry governance and corruption index 
since the previous Market Outlook. 

Since the previous edition and coinciding with enhanced merger and acquisition activity, there 
have been various scams taking place, particularly in Southern Africa where individuals are selling 
mining concessions, property and vehicles that they do not own or have legal authority to sell. 

In these scams, the victims paid monies (often millions of dollars) to persons dishonestly claiming to 
own and control mining licenses and assets. These alleged perpetrators are now facing significant 
fraud and money-laundering charges.

Such scams are often ‘copycatted’ in other destinations. To avoid risk, it is recommended that 
companies perform due diligence on companies and key individuals directly and indirectly involved 
in M&A transactions, as well as authenticate the legitimacy of mining leases/concessions with 
appropriate government authorities well before any financial transactions occur. 

SEC Adopts Rules for Resource Extraction Issuers Under Dodd-Frank Act
There has been an important change in US Securities and Exchange Commission (SEC) reporting 
that will impact some major resource sector organisations operating in Australia. This is relevant to 
companies (private or state owned) that are listed on the U.S stock market.

On 27 June 2016, the SEC listed landmark new transparency rules that require oil, gas and mining 
companies listed on the US stock exchange to disclose all payments they make to the U.S. and 
foreign governments.

Under the new rules, companies and their subsidiaries are required to file annual reports from 2018 
onwards disclosing how much they pay governments in the acquisition of a license, as well as taxes, 
royalties, fees, processing, production entitlements, export, bonuses and dividends for exploration, 
extraction and other activities. This imposes a further regulatory reporting burden for resources 
companies (listed on the US stock exchange).

Anti-Corruption Framework
At the time of publishing, reports have emerged about an alleged bribery of government officials in 
the Republic of Congo in exchange for Presidential mine approval. Separately, an EPCM company 
is alleged to have bribed Sri Lankan officials to secure a project. AMMA will closely monitor 
developments and advise on any proposal or any parliamentary or legislative response. 

Spring 2015

Summer 2015/6

Autumn 2016

Corrupt Principled

Spring 2016

Figure 14: Governance and corruption index



23AMMA | Resource Industry Market Outlook

Summary - Key messages / takeaways
Commodity prices

• In the first half of 2016 many key commodities outperformed market expectations.

• However, commodity prices are forecast to fall during the second half of 2016, with the most notable falls projected for iron ore, zinc and metallurgical coal.

• All key Australian commodities are then forecast to be higher in 2017 than their respective spot price on 11 January 2016.

Exploration

• From April 2015 to March 2016, mineral exploration expenditure (in original terms) fell 9%.

• Mineral exploration is now trending 51% lower than the 10-year quarterly average.

• Petroleum exploration has plummeted. Onshore drilling exploration is down 71%, offshore drilling exploration is down 49%, (March 2015 to March 2016).

Investor confidence

• There are positive signs that the decline in investor confidence is plateauing.

• Capital expenditure levels have fallen, coal asset disposals have risen and there is an emerging trend towards aging assets (with resultant impacts on productivity).

• The resource industry workforce is declining, company wages bills have fallen, but average wage growth has increased by 4.5%.

• New mining finance options (‘Metal Streaming’) will soon be available.

Economics

• Softening Australian economic data and geographical events (Brexit, European debt crisis) are causing angst among investors.

Future updates
The next (Summer 2016) AMMA Market Outlook will include a feature piece on Resources and Energy Major Projects. It will also provide an update on commodity prices, 
exploration, confidence, volatility, as well as other notable developments impacting the resource industry and wider Australian economy. 

Disclaimer
The information in this document is general information only and does not constitute financial advice.  It has been prepared without taking into account your personal objectives, financial 
situation or needs.  Before making any financial or investment decisions, we recommend that you obtain financial advice from qualified persons who are able to tailor advice to your specific, 

individual circumstances. AMMA Inc. does not accept any liability for any resulting loss or damage suffered by the recipient or any other person.

Feedback
Any questions arising from this analysis or other resource related economic or public affairs issues can be directed to tristan.menalda@amma.org.au

To add recipients to the mailing list for the AMMA Resource Industry Market Outlook, please use the same contact email.
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