Mining Business Outlook Report
Canvassing the views of Australia’s mining leaders
2011–2012

A report on the views of mining leaders on the economy,
challenges and opportunities, and government policy.

Mining leaders’ thoughts on
Expenditure and investment
Economic outlook
Key challenges
Key opportunities
Productivity
Carbon tax
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Please note:
The Mining Business Outlook Report canvasses the views of
Australia’s mining leaders. It is conducted on an annual basis, since
2010. The report draws on face-to-face lengthy interviews which took
place between 16th April and 30th June, 2011. 45 mining executives
participated, representing a broad range of mining companies.
Any reproduction of this material must credit Newport Consulting.
This report may be cited as: Mining Business Outlook Report
2011–12, Newport Consulting, Sydney.
For more information regarding the research please contact
Gemma Manning at Manning & Co. on (02) 9555 5233 or
gemma@manningandco.com.au
If you are a mining executive and wish to register your interest
in participating in future interviews, please go to
www.newportconsulting.com.au/mining

Cover Image: Open-cut zinc
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Executive Summary

The mining industry is unquestionably one of the key pillars of Australia in the current
global economy. The industry’s contribution to the economy is now $121 billion a year,
approximately 8% of GDP. In terms of export income, mining generates $138 billion per
annum; more than half (54%) of Australia’s total exports.
Besides this, the multiplier effect of the mining industry is profound as businesses that
service resources companies in turn purchase goods and services into wide sections of
the economy. It is an industry that affects all Australians and supports a great proportion
of jobs. Across the nation, the industry employs 187,400 people directly, and a further
599,680 in support industries.1 Many people may not realise that they owe their
employment to the uplift the resources sector is giving the Australian economy.
As the economic heart-stone of the nation, the mining industry cannot lie idle; it has
to keep abreast of market conditions and respond swiftly to changing dynamics with
constant focus on effective risk management.
The purpose of our Mining Business Outlook Report is to check the pulse of the industry
and to hear first hand from mining leaders about their outlook, perceived challenges and
opportunities and their views on government policy. Our 2010 Report found the industry
was cautiously optimistic about the economy; companies were not increasing their
spending and instead were limiting expenditure with a strong focus on cost control
and management.
You only need to look at the last twelve months to see what an extraordinary time it
has been for the mining industry. From the Resources Super Profit Tax (RSPT), to the
revised Mineral Resources Rents Tax (MRRT), to a minority Federal Government and the
introduction of a carbon tax, as well as a strong Australian dollar, increasing commodity
prices, a looming skills crisis and unprecedented flooding in Queensland, it is without
question a rapidly changing economic and political landscape for the mining industry.
Our 2011 report comes at a time when the mining industry is again in the spotlight.
Australia’s Treasurer, Wayne Swan, described the forecasted mining boom, ‘Mark II’, as a
mining boom that will be like no other before.
In his recent federal budget announcement, Mr Swan outlined the importance of the
mining industry for Australia’s future economic growth and prosperity. The mining
industry is set to invest $76 billion in 2011–12, eight times the annual level before the
first boom – and $380 billion is in the resources investment pipeline. Further, the boom
will help create a further half million jobs, pushing Australia’s unemployment rate down
to 4.5% by mid 2013.
We spoke with 45 mining leaders and asked them a number of key questions about the
much anticipated ‘Mark II’ boom; how they will respond, what are the challenges and
opportunities, and their advice to Canberra.
David Hand, Managing Director

1

Minerals Council of Australia – 2011–2012 Pre-Budget submission
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The Outlook

Mining leaders are more upbeat and bullish with their outlook
for the economy in 2011–12, than the previous financial year.
More than half of the mining leaders interviewed (57%) are ‘very optimistic’ about the
year ahead with 52% saying that they will significantly increase spending and investment,
reflecting their growing confidence in the market and their optimistic economic outlook.
This is a significantly
different picture to
last year when only
38% of interviewed
mining leaders were
very optimistic with
their outlook.

How optimistic are you about future growth?
38%

Very optimistic

57%
55%

Somewhat optimisitc

30%

2010
2011

7%

Neither optimisitc nor pessimistic

13%

Last year the industry
was on the back of a
speedy recovery from the global financial crisis and mining leaders demonstrated cautious
optimism over Australia’s economic prospects. An uncertain political landscape was also a
contributing factor for exercised caution.
From our discussions this year with mining leaders, it appears the industry is bracing itself
for a busy growth period over the next 12 months, with a number of executives citing
increased spending on the expansion of mines as well as development of new mine
projects. Companies have growing project pipelines and a number of environmental and
other development plan approvals that they are waiting on in order to further expand and
capitalise on the next mining boom.
In contrast, in 2010–11,
mining companies were
not increasing spend on
capital expenditure (CAPEX)
projects with more than
half of the mining leaders
interviewed (57%) saying
that they would actually limit
spending on CAPEX projects.

Will you increase spending and investment?

Moderate increase

2011
2010

52%

Significant increase

35%
31%
9%

No increase

17%
57%

According to our data for this financial year, a further 31% of interviewed executives said
they would moderately increase their spending and investment, and the remaining 17%
reported that they won’t increase spending or investment. Interestingly, there was no
mention of cut backs or limiting spending, unlike last year.
Those companies who are not increasing spending or investment are instead focusing on
improved business efficiency and profitability.
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The Outlook

For those mining leaders who have a very optimistic economic outlook, the key drivers are:
• Increased sales (57%)
• Increased prices (21%
• Increased demand (11%)
Our interviewed mining executives
spoke extensively about their strong
forecasts for order intakes and
invoiced sales in the new financial
year. With demand still strong in
overseas markets, companies in
some parts of the mining sector
are enjoying increased sales off the
back of growing demand.

What is driving your optimistic outook?
Increased sales
Increased prices
11%
Increased demand
Increased cash flow 4%
Development / expansion 4%
Mergers / aquisitions 4%

57%
21%

Our mining leaders also spoke at length about increasing commodity prices as a key
driver for their increased spending and as a factor for their optimistic outlook. According
to these leaders, prices are increasingly high due to market demands primarily from China
and India. Also, the QLD floods of earlier this year have placed severe restrictions on
coal output from the mines, rails and ports, which in itself has driven up prices.
The floods, however, have been a double-edged sword for the industry. The
unprecedented heavy, long ‘rainy season’ not only restricted product railings with
washouts and rail speed limitations, it also caused substantial disruption in the mines
themselves with water levels in the pits. This made some mines inoperable for extended
periods of time. The effects of the substantial rainfall in the first quarter of this year are
still being felt with open pit operations remaining hampered by massive water levels –
one mine executive said that their mine site still had 45 gigalitres of water on site. This
however has in no way reduced the optimism within the industry as a whole regarding
the next five years.
Ironically, the key drivers of a very optimistic outlook for this financial year also present
significant challenges and some are keeping our mining executives awake. The growth in
demand for commodities along with high prices is driving companies to either increase
exploration and/or expand their current production. This has led to an increase in
the need for additional people to plan and operate these new mines, at a time when
employment in the mining industry is already at a record high.
The Government’s National Resources Sector Employment Taskforce predicts
employment in the sector will increase by an average annual rate of 4.9% per annum
to 2015.2 The final report of the taskforce forecasts shortfalls of 1,700 mining engineers
and 3,000 geoscientists over the next five years. In addition, it concluded there may be a
shortfall of 36,000 tradespeople by 2015.

2

Minerals Council of Australia 2010 Report, page 23
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The Outlook

Mining leaders are already experiencing the very real challenge of a skills shortage and
the reality of unskilled workers entering the industry. The lack of experienced people
to fulfil these very newly created roles on the back of increased mine production and
exploration has resulted in the employment of people with very little industry knowledge
or experience.
With an increasing percentage of employees who are not as experienced as they should
be entering the industry, safety practices are at risk. The result of which is a greater
likelihood of increased medical treatments and safety incidents/accidents. This is against
what the industry wants and mining leaders acknowledge they have to seriously work on
this, not just on their own, but as an industry over the next 12 months.
For those companies who are not optimistic about the economic outlook, the key driving
reasons for this include:
• Increased business costs (29%)
• Tough business conditions (29%)
• Carbon Tax (12%)
While the carbon tax and its impact on the mining industry has dominated the media
in recent times, for some parts of the sector, tough business conditions and increased
business costs are the real concerns. This was particularly so for companies in parts of
the resources sector such as base metals where the demand for steel is not as great as
other commodities, as well as transportation companies who provide services to the
mining industry.
What is driving your negative outook?

EXECUTIVE INSIGHTS
“We are cautious because of the
carbon tax and its future impact on
investor confidence.”

Increased costs
Tough conditions
Carbon tax
Business registration
Overseas economies
Increased output
Increased union strength

29%
29%
12%
12%
6%
6%
6%

“We are somewhat optimistic with our outlook. What worries us, however, is that the
unions are re-asserting their new strength under the Federal Labor Government and
this presents a real concern for us.”
“We have a high expectation for a very successful year with demand for iron ore
being very high.”
“The steel industry is fairly quiet so therefore we are not so optimistic”
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The Opportunities

Mining companies are focusing on increasing throughput and production while at the
same time, managing and controlling costs.
Staff retention and recruitment, an identified challenge by our leaders, is also a key focus
area in 2011–12.
Safety remains the number one focus area
Opportunities / focus areas
for our mining leaders. It is likely to always
15%
Safety
be so because safe operations occupies so
12%
Throughput
much of the time and attention of senior
11%
Staff retention / recruitment
managers. Even if there are no accidents
11%
Cost control / management
or incidents, eternal vigilance is required
10%
Productivity / operational excellence
8%
Behavioural change management
for the improvements achieved over the
7%
Skills / leadership development
years to be maintained. The other key
6%
Market growth
opportunities, particularly staff retention
6%
Managing growth
and recruitment, also add the requirement
4%
Project delivery, on time / budget
4%
Capital raising / investment
for safe operations to remain a key focus.
Other 3%
Growing demand is a top opportunity
Environmental approvals 3%
for most parts of the resource sector
this financial year. This explains why
throughput is a key focus area for many
companies as they work hard to optimise production to meet growing demand. Due
to Mark II, increasing throughput is essential for meeting demand not only today, but
tomorrow too. Management skills are a key constraint as mine supervisors and managers
at all levels grapple with a large influx of new, inexperienced people into the industry.
This has the effect of mediocre throughput through loss of production time due to
mechanical breakdowns and operator inexperience.
Productivity is a key opportunity for sustaining the viability of mining operations into the
future. Mines with a high cost per tonne are vulnerable should the current high price of
commodities slacken, making driving down the cost per tonne a key measure
for future survival. The most logical way to do this is through increasing throughput.
As most operations operate on a 24/7 basis, the challenge is to get more out of the
current sunk costs.
Key measures that contribute to this is to increase equipment availability through
improved maintenance performance, increase production time through improved focus
by front line managers, and improved production planning that reduces poor decisions
made on the fly at the moment of execution.
Staff retention has the added challenge of resources companies being in an effective
auction for talent as new projects come on stream and draw their workforce from the
existing pool. Paying more for people is not a silver bullet but just buys breathing space.
The ultimate solution is to expand the talent base of workers at every level to supply the
expanding industry. Today we have the phenomena of inexperienced managers rising
rapidly to positions of key responsibility causing inexperience at every level; an additional
layer of challenge.
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The Challenges

Although the mining industry is upbeat,
bullish and far more optimistic, not to
mention spending significantly more
on capital expenditure and expansion
projects, a severe skills shortage is
looming and cannot be ignored. A skills
crisis is a potential barrier to the industry
meeting its otherwise bullish outlook
and growth objectives.
Staff retention and recruitment (15%) is
the key challenge for our mining leaders as they prepare for the year ahead. This was
followed by cost management (11%), infrastructure constraints (9%), skills development
(9%), and behavioural change management (7%). Other noted challenges include
productivity, capital investment and the carbon tax.
Our mining leaders talked extensively about their concerns for substantially increasing
the skill set of the workforce and attracting additional employees, especially in the trades.
Interestingly, the key challenge for mining leaders in 2010 was ‘safety’ (32%). Staff
retention and recruitment didn’t feature as strongly last year as a key challenge as
the industry was focused primarily on managing increased economic and political
uncertainly – particularly with the introduction of the MRRT.
While this year ‘safety’ is further down the list of issues keeping our leaders awake,
according to mining executives, Australia’s high safety standards and safety record is in
serious jeopardy given the skills crisis and the very real fact of unskilled labour entering
the industry and occupying positions that will inevitably impact safety.
With an industry-wide goal of zero harm and a strong commitment by the sector to
becoming an industry free of fatalities, injuries and diseases3, there is a real concern by
mining executives around staff retention, recruitment and skills development. The issue
of unskilled labour entering the industry due to a shortage of skilled and trained people
means that there is even more demand and effort required by the sector to create a safe
environment based on strong and effective leadership, robust systems, a skilled and well
trained workforce and ongoing behavioural change management.
Behavioural change management is a new identified challenge

That has arisen in
the last 12 months
and was a common concern spoken about by many of the mining leaders interviewed.
It appears that achieving cultural and behavioural change within their organisation and
individual mine sites is considered key to achieving a zero-harm work environment and
sustainable improved productivity and business efficiency. It is the ‘how’ to achieve
cultural change that is puzzling the industry. This is another area that requires focus and
attention by the industry as a whole, with many companies crying
out for support.

3

Minerals Council of Australia 2010 Annual Report, page 14
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The Challenges

Infrastructure constraints have been identified as a challenge both this year and last and
interviewed leaders have warned Canberra they must strengthen the national transport
infrastructure in order to meet the demand for output, otherwise the nation risks losing
valuable work orders to other markets such as South Africa, South America and Indonesia.
Other issues keeping mining leaders awake at night include:
•

Productivity. Mining leaders recognise that productivity is an enabler for growth
and for meeting throughput demands; however they find improved productivity a
challenge to achieve. How to improve productivity is a key question for the industry
that needs addressing.

•

Delivery of projects; on time and to budget. This is a new challenge that has
emerged this year that wasn’t reported as a key concern last year. This could perhaps
be explained by the increase in CAPEX and mine expansion plans that companies
have forged ahead with to be ready to capitalise on the mining boom.

•

Investor confidence and attracting capital investment. The Gillard Government’s
carbon tax is feared to have negative impacts on the ability of the mining industry to
attract investment required for future growth and development.

EXECUTIVE INSIGHTS
“With the lack of people available,
we have to take those we can get and
this presents a safety issue as we have
many more less skilled people”
“Maintaining a high safety standard in
a high paced environment with a less
skilled and experienced workforce
is a challenge”
“We are finding it difficult to find the
appropriate people and as we expand
this will worsen”

Challenges for our mining leaders
Staff retention / recruitment
11%
Cost management
9%
Infrastructure constraints
9%
Skills development
7%
Behavioural change management
6%
Attracting capital / investment
6%
Carbon tax
6%
Safety
6%
Productivity
5%
Project delivery, on time / budget
5%
Global economic outlook
5%
Market growth
Plan / development approvals 3%
Natural disasters 3%
Unions 2%
Managing growth 2%

15%

“The increasing focus on the
environmental affects of coal mining
and establishing new mines, is a
challenge for us”
“We still have too much water lying around from the rains earlier this year. The
quantity of water is hampering our digging operations – this combined with our
inability to operate when it was raining has put us very behind our budget”
“Getting the workforce to realise they need to focus on the customer and an
understanding they are accountable to get their job done”
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EXECUTIVE INSIGHTS
“Productivity improvement is a constant.
The challenge is in making it happen
consistently.”
“We are struggling to have our people
appreciate the need to always be
thinking about productivity”
“The difficulty is to have time to
plan to realise the opportunity...
it is always a challenge.”

Barriers to improving productivity
Time and attention
Achieving change
Staff retention / recruitment
IR issues
Business life cycle
Leadership
Staff resistance
Size of company
Aging workforce
Skills and development

44%
11%
11%
7%
7%
4%
4%
4%
4%
4%

“Our customers expect us to
continuously improve our business which is in their best interest. We are in a
competitive market so we can’t risk not making all efforts to improve. The challenge is
how to do that with an ageing workforce?”
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Productivity: an opportunity or challenge?

The good news is close to half of the leaders interviewed view
productivity as an immediate opportunity for growth and improved
business performance. This is compared to only 10% who see it as an
opportunity for the future.
The bad news is improving productivity is viewed as hard to achieve with an
overwhelming 43% of leaders saying productivity is an opportunity but a challenging one.
The results of the interviews suggest productivity is desired by all parts of the mining
sector – it is a top priority, it is on the agenda; yet it is a challenge to achieve.
Among our mining leaders there is no doubt about the benefits of productivity and what
it can bring a mining business in terms of managing for the now and for the future. The
question is: how to achieve productivity and keep productivity alive and kicking?
The time and attention that continuous improved productivity requires is the biggest
identified barrier to achieving productivity for our mining leaders.
Not enough time to plan for productivity
improvement and then not enough time
to implement improvements is a shared
challenge among our mining executives.
There is then the time that is required to
keep productivity improvements ongoing
and to keep productivity top of mind.

Is improving productivity an opportunity or challenge
Immediate opportunity
Challenging opportunity
Future opportunity

48%
43%
10%

For some leaders who have productivity programmes in place, the challenge is keeping
the momentum and giving it the attention to achieve ongoing and sustainable benefits.
Achieving change is also a common barrier identified by our leaders. Many recognised
that productivity is a great opportunity for future growth, stronger market performance
and increased shareholder value. However, improving productivity requires change –
the way people think, the way people behave and the way people approach their daily
tasks. Achieving change is viewed as a barrier to productivity improvements for many
mining companies. This signals to the industry that change management is an area which
needs to be high on the agenda in future years.
High productivity for most mining companies comes through increasing output with the
same investment, thus driving down cost per tonne. Mines with high cost per tonne will
be exposed when the downturn comes and will be the first to close. Change resistance is
exacerbated when employees have the alternative of moving to another mining company
close by. This will only be addressed when the industry as a whole moves its operational
performance to a more productive standing.
Mining leaders see a high staff churn rate as a barrier to improved productivity as people
are constantly poached by other companies and move easily around the industry. They
explained that having a high staff retention rate can lead to improved productivity for
their businesses; a high churn rate has the opposite effect.
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Advice to Canberra

Mining leaders firmly oppose the Gillard Government’s carbon tax with more than half of
the mining leaders (52%) interviewed calling for the Gillard government to abolish their
carbon tax plans. Our data suggests that this is a view held across the many different
parts of the resources sector and is not limited to only coal companies.
Many mining leaders viewed the carbon levy as a key driver in determining critical
investment decisions for the future, invariably forcing companies to look to other markets
to invest in, at the expense of Australia. Mining leaders commented that while they are
experiencing an increase in development plans currently, a carbon tax could lead to
projects being deferred or sent overseas.
Mining leaders see the importance of Canberra consulting with industry on policy and
reform. They also advise Canberra to stop increasing the levels of bureaucracy which are
considered to be making business difficult to conduct, hurting Australia’s position as a
destination for investment, and Australia’s international competitiveness. This was also a
key piece of advice that mining leaders passed on to Canberra last year.
The industry is still firmly opposed to the MRRT, demanding it be axed along with the
Government’s carbon tax. This view is particularly strong among small-to-mid sized mining
companies who were not included in the design of the tax and were excluded from the
Government’s negotiation process which included three of the world’s largest mining
companies. Smaller miners send a strong message to Canberra; they will continue to fight
for the tax to be abolished or at the very least changed to accommodate their needs.
Miners still believe that the MRRT will force coal and iron-ore explorers to shift overseas.
The increasing power of the unions under the Labor Government is also a concern for the
industry and they send a clear warning – limit union control and power.

Advice to Canberra
Abolish plans for a carbon tax
Consult industry / stop bureaucracy
Abolish mining minerals tax
Limit union control / power
Strengthen national
infrastructure
EXECUTIVE

52%
19%
12%

EXECUTIVE INSIGHTS

10%

7%
INSIGHTS

“New taxes, if
needed, should
be spread across
the community;
not just hitting the current “gold haired boy” – the mining sector. The Government
should manage their budget effectively and therefore not need more tax money.”
“Just let us get on with the job please Canberra. There is too high an expectation
with a boom in commodities that new taxes need to be imposed. The money the
boom attracts from O/S would not come to Australia if there were no commodities.”
“We need more long term planning on national transport infrastructure.”
“The MRRT is an impost which increases our costs .The Green’s policy of closing all
coal mines is extreme and very short sighted.”
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Research Methodology
Research design and analysis for the Mining Business Outlook report was conducted by
Manning & Co., and field work was conducted by Newport Consulting.
Our research is based on one-on-one, in-depth interviews with 45 leading mining
executives across a number of companies in the resources sector. The interviews were
lengthy and unstructured so that we could gain a personal view and detect underlying
motivations, beliefs, attitudes and feelings on a range of areas and subjects.
We asked six unprompted, open-ended questions. These were:
1.
2.
3.
4.
5.
6.

How optimistic are you about future growth and business prospects in 2011–2012?
Will you increase spending and investment this financial year?
What are the key challenges that your company faces this financial year?
What are your key focus areas this financial year?
Is improving productivity an opportunity or a challenge for your company?
What is the single piece of advice that you would like to offer Canberra?

The responses were then coded by Manning & Co into key categories. The mining
leaders interviewed and the companies they represent can be broken down accordingly:
Industry sub-sector

Company ownership

Private
22%

Coal
32%
Base
Metals
19%

Transport
26%

Coal (32 %)
Transport (26%)
Base Metals (19%)
Mining Services (10%)
Gold (9%)
Infrastructure (4%)

Executive position

CEO
38%

Public
78%

Annual revenue

Over
$5 Billion
31%

General
Manager
50%

General Manager (50%)
CEO (38%)
COO (10%)
CFO (2%)
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Under
$500M
14%
$500M
to $1 Billion
22%

$1 to $5 Billion
33%
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About Newport Consulting
Newport Consulting is an Australian head-quartered operational management consultancy
that focuses on achieving operational excellence. The company works extensively in the
mining sector having delivered measurable and sustainable operational improvements to a
number of mines across the country.
Newport Consulting has worked with companies including Xstrata Coal, Queensland Rail,
Air Services Australia, APA and Anglo Coal.
Newport Consulting
Level 2, 74 Reservoir Street
Surry Hills, NSW 2010
AUSTRALIA
+61 2 9211 1424

www.newportconsulting.com.au
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