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From Energy to Mining — a Diversification Strategy

By lan R. Coles, Partner and Global Head of Mining, Mayer Brown LLP

The collapse of prices inthe current energy
cycle has-notwithstandingthe recent partial
recovery - started to stress the economies of
several countries in the emerging markets,
particularly in Africa. Growthin countries
suchas Venezuela, Angola, Nigeriaand
Mozambique during the course of this century
hasinlarge part beenfuelled by sales of oiland
gastothedeveloped marketsin North
America, Europeand Asia. With oil prices
falling below $50 per barrel growth has
necessarily stalled and the governments of
several such countries have found themselves
unable to meet election promisesand
budgetary forecasts. Those with available
resources have therefore started toturnto
developingalternative resources, such as
mining, to bolster government revenue.

Nigeriais one country which has started to
look at developingaminingindustryasa
supplemental source of revenue. Historically
mining was asignificantindustry in Nigeria but
deteriorated withtherisein energy pricesand
has struggled to make asignificant
contribution to national revenue since that
time. With plentiful oiland gas deposits mining
has historically only accounted foraround
0.3% of GDP. The country is quite prospective,
with potentially significantiron ore, coaland
gold deposits. The government has identified
seven minerals as strategic - coal, bitumen,
limestone, iron ore, barites, gold and lead/zinc.
Estimates of theamounts needed to kick-start
development of theindustryvary.Inthe short
term experts estimate that an investment of
around $500 millionis required. Inthe longer
terminvestmentinthe region of $7 billion over
aperiod of adecade could be required.

Perhaps less obviously (given its significant
wealth) SaudiArabiais reportedly turningits
attention tothe miningindustry. SaudiArabia
is clearly the richest nation - fromthe
perspective of mineral deposits -in the Gulf

region. Principal deposits include gold, copper
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openingof a $35 billion miningand minerals
processing complex. Projects withinthe
complexinclude a $5.6 billion phosphate
project operated in partnership between
Ma’aden (the SOE established forinvestment
inthe miningindustry) and SABICaswellasa
$10.8 billion aluminium facility operated by
Ma’aden and Alcoa. However, investment in
theindustry has to date been funded
principally by the government. With
government finances runningin theredif the
miningindustry is to expand then external
sources of funding will need to be found. If the
governmentisto reachitstarget of increasing
the contribution to GDP made by the mining
industry to $64 billion by 2030 (by which time,
accordingto some analysts, Saudi Arabia
couldbeanetoilimporter) thisis going to
involve asignificantamount of external
investment.

Angolais anotherjurisdiction which has been
impacted by fallingenergy pricesand has
indicated an intention to invest substantially in
the growth of the miningindustry. Historically
the miningindustryin Angolahas
concentrated on diamonds. The government
believes that potential for expansion of the
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diamond business is substantial although
obviously international competition fromthe
likes of Botswanaand Russiais significant. The
miningindustryin Angolais growingatthe
rate of 5.3% perannumand is expected to be
worth $7.5 billionin2018. Angolais the world’s
4thlargest diamond producerand while
diamonds will continue to be the principal
productiron ore,copperand phosphatesare
expectedtoincreaseinimportance. However
the miningindustry still only generates 5% of
GDP. Ata Chatham House presentationin
2014 the government explained that the two
main methods of increasinginvestmentinthe
mining sector would be to enhance the
attractiveness of the local mining code and
the National Geology Plan. To date it is not
clear whether either goal has been
accomplished. Onthe otherhand
infrastructure-in particular transportation
-isinthe process of being developed. The
current domination of the energyindustry s
shown by the fact that oil exports have
historically accounted for around 97% of
external revenue. The danger of reliance on
theindustryis equallyillustrated by the fact
that foreign currency inflow generated by oil
exportsin 2015 was 44.5% down fromthe
previous year. As with many other countries
looking to expand revenue from the mining
industry the principal challenge is to identify
the sources of investment which will provide
thegrowth.Inaninterview held earlier this
year the Minister of Geology and Mining

stated that currentavailable projectsalone
would require $1.58 billion of investment.
Theseincludedaniron-ore projectin
Cutato-Cuchi aswellasaphosphate projectin
Lucindaandagold projectin Mpompo. Due to
constraints on fundsavailable to the
government the implementation of the
National Geology Plan seems likely to be
delayedto2018. Veryrecentreports suggest
that the government s considering the
creation of amininginvestment fundto

attractinvestorstotheindustry.

Insummary over the last couple of years many
countries have announced plans to expand
their miningindustriesasareactionto
decliningenergy prices and the knock-on
effect to growth plansforlocaleconomies.
The challenge to accomplishing this however
aretwo-fold. First,longterm planningis
required to growasustainable mining
industry. Afavourable legaland regulatory
structureisrequiredaswellas plansto
develop local physicalinfrastructure
necessary for mining. The dangeristhat the
stated intent to grow miningactivity is merely
aknee-jerk reactiontoarevenue crisis which
willbe summarily forgotten when energy
prices rebound (asinevitably they will).
Second, substantialinvestment is required ata
time when most emerging market
governments simply don’t have the revenue.
International investment will therefore be key.
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