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Price
Mining giants differ in recovery response
Summary
Australia’s two mining heavyweights, BHP Billiton and Rio Tinto, have used different strategies through the 2009 global financial crisis. In this report, the strengths and weaknesses of their strategies are discussed. This comparison provides useful insight into the importance of pricing decisions and company strategy for long-term success.

Transcript

Alan Kohler, Presenter: This week the big miners, BHP Billiton and Rio Tinto, provided the most important results of the reporting season so far and that's not just because together they account for about 15 per cent of the market's capitalisation - but also their China-driven revenue growth needs to be maintained if Australia is to continue to dodge the GFC bullet which hasn't finished ricocheting yet. 

In a moment I'll speak to BHP chief Marius Kloppers about BHP, China, and commodity markets, but first Neal Woolrich checks out the report cards of two mining heavyweights. 

Neal Woolrich, Reporter: In the red dirt of the Pilbara, BHP Billiton and Rio Tinto are pumping out iron ore in record quantities. What was supposed to be the worst downturn since the Great Depression barely caused a ripple in this far flung pocket of Western Australia but as 2009 drew to a close, the two mining giants emerged in very different shape. 

Glyn Lawcock, Resources Analyst, UBS: I think if you look at the revenue line, BHP did a much better job of extracting a better price for their product. They were able to sell into the spot market for iron ore for example and they achieved what we would estimate to be about a 10 per cent better price for their iron ore versus Rio whereas Rio did a good job on the cost front.

Neal Woolrich: This week, BHP tabled its interim result for the December half and Rio its full-year figures. Both reported falls in underlying earnings as sagging commodity prices took a toll. However the firms also posted big gains in reported profit largely thanks to the absence of any major write-offs this reporting period. Earnings per share for both were also lower with Rio suffering the bigger decline because of its $16 billion capital raising during the year. 

Dr Glyn Lawcock: First half of 2009 was a very, very tough period, commodity prices were very low, we saw a recovery into the second half, so you would expect to see a sequential gain in profitability in the back half of 2009 compared to the first half.

Neal Woolrich: UBS resources analyst Glyn Lawcock says both sets of results came in better than market expectations with China's recovery helping to put a floor under commodity prices in the December half. Key resources like copper and aluminium have doubled in price from their recent lows. But the main difference between the firms was the strength of their respective balance sheets. In particular, Rio Tinto had to repair the damage done by its $42 billion purchase of Alcan in 2007.

Dr Glyn Lawcock: They really cut their exploration spending by about $600 million. Now that's a cost saving that has a detriment though to the business and that you're not actually out there looking for commodities in the ground. Clearly BHP's demonstrating they've got a better balance sheet, and they're able to deploy a lot more capital, and that on a two to three year view will have a much more favourable impact on being able to generate better returns and better growth.

Neal Woolrich: But the year ahead for both firms will be heavily influenced by their proposed iron ore joint venture in the Pilbara and whether the deal gets a tick of approval from the competition watchdogs in the European Union. 


