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Short Run Risks and Long Run 
Metals PricesMetals Prices

Neal Brewster

Rio Tinto

Forward looking statements

This presentation includes “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as 
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements other than statements of 
historical facts included in this presentation, including, without limitation, those regarding Rio Tinto’s financial position, 
business strategy plans and objectives of management for future operations (including development plans and objectivesbusiness strategy, plans and objectives of management for future operations (including development plans and objectives 
relating to Rio Tinto’s products, production forecasts and reserve and resource positions), are forward-looking statements. 
Such forward-looking statements involve known and unknown risks, uncertainties and other factors which may cause the 
actual results, performance or achievements of Rio Tinto, or industry results, to be materially different from any future results, 
performance or achievements expressed or implied by such forward-looking statements. 

Such forward-looking statements are based on numerous assumptions regarding Rio Tinto’s present and future business 
strategies and the environment in which Rio Tinto will operate in the future. Among the important factors that could cause Rio 
Tinto’s actual results, performance or achievements to differ materially from those in the forward-looking statements include, 
among others, levels of actual production during any period, levels of demand and market prices, the ability to produce and 
transport products profitably, the impact of foreign currency exchange rates on market prices and operating costs, operational 
problems, political uncertainty and economic conditions in relevant areas of the world, the actions of competitors, activities by 
governmental authorities such as changes in taxation or regulation and such other risk factors identified in Rio Tinto's most
recent Annual Report on Form 20-F filed with the United States Securities and Exchange Commission (the "SEC") or Form 6-
Ks furnished to the SEC Forward-looking statements should therefore be construed in light of such risk factors and undue
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Ks furnished to the SEC. Forward looking statements should, therefore, be construed in light of such risk factors and undue 
reliance should not be placed on forward-looking statements. These forward-looking statements speak only as of the date of 
this presentation. Rio Tinto expressly disclaims any obligation or undertaking (except as required by applicable law, the City 
Code on Takeovers and Mergers (the “Takeover Code”), the UK Listing Rules, the Disclosure and Transparency Rules of the 
Financial Services Authority and the Listing Rules of the Australian Securities Exchange) to release publicly any updates or 
revisions to any forward-looking statement contained herein to reflect any change in Rio Tinto’s expectations with regard 
thereto or any change in events, conditions or circumstances on which any such statement is based.
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1000 Real Commodity Price Trends Since 1900

The mining industry went though 3 decades of 
steeply falling prices until 2002 but before then 
had experienced varying trends
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Rises in commodity prices since 2003 are 
nevertheless  unprecedented

Nominal Commodity Price Trends Since 1990
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Source: LME, NYMEX,,Ecowin, Rio Tinto press releases.  Note: Iron ore is Australian benchmark price
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Brokers have consistently under-forecast 
commodity prices in recent years

1 f 1Historical aluminium price estimates1 Historical iron ore fines price estimates1
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Source: Port Jackson Partners Limited
1. Average of broker forecasts as of series line date; Real 2007, price per tonne converted using 64% Fe and 7.5% moisture assumption
2. Australian fines benchmark price
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China is the new force in commodity demand 
that has driven this change

+ Chinese share increasing
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Source: AME for aluminium, copper and iron ore. 2001-2006 oil data source is BP Statistical Review of World Energy 2007
Note: Consumption data for aluminium, copper and iron ore represents "apparent" consumption rather than actual consumption and is determined by:
apparent consumption = domestic production + imports - exports - change in stocks (where available) 
¹ Forecast available only   2 Seaborne   ³ Data for 2007 and 2011 is calculated by applying expected consumption growth rates from IEA (International 
Energy Outlook) to historical data
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But the direction – if not the scale – of this 
change was already evident much earlier

Maturation of

Smoothed Percentage Annual
Change in World Copper Demand
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Faster underlying metals demand growth is 
expected to persist and demand for many 
commodities may double over the next 15 years

2000

10%

15%

20%

25%

20

30

40

50 Aluminium

Copper

8

0%

5%

0 5,000 10,000 15,000 20,000 25,000 30,000 35,000 40,000 45,000
0

10

GDP per capita
(in 2000 US$)Average income per capita

Iron ore

Nickel

Hard coking coal
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Source: Global Insight for population distribution: Rio Tinto estimates for commodity expenditure profiles.
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The industry has responded by raising capital 
and exploration spending to record levels

Exploration Spending
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Indicative lead times for key equipment have 
extended

Aluminium Smelting Australia & Africa
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built in disruption allowance gain/loss from adjusted forecast

Low cost supply growth will again disappoint 
this year and new high cost entrants are evident 
in a number of markets

Copper Mine Output Disruptions
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Source: Brook Hunt; company reports; press searches
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Constrained supply has recently been offset by 
weaker demand but the current slowdown needs 
to be seen in relation to previous downturns
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Forward curves remain generally positive on the 
long run price outlook

Aluminium Spot Prices and Forward Curves4000
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Over the long run prices have had the strongest 
underlying relationship to cash operating costs 
but causation is two-way

Nickel Price and Marginal Industry Costs
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Major structural shifts in demand, supply and 
trends will drive future prices

D’
• Slow demand growth

• Efficiency savings at existing 
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• Rising input prices lead to higher 
costs, reinforced by forex linkages

• Entry of newer higher operating cost 
producers pushes up marginal costs

• Rising “incentice prices” reinforces 
upwards shift in cost curve shift 

• Periodic shortages result in further 
uplift to margins
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Industry is still observing real operating cost 
escalation
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Cash cost, 2007
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Rio Tinto Alcan capacity weighted average

Chinese weighted average

China has added substantial capacity at the 
high end of the global aluminium cost curve
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Source: CRU – Primary aluminium Smelting Costs 2007 Edition – Smelter Cost Profiles and the Benchmarking Model Version 2.0; Rio Tinto

Cumulative production Mt

Capital cost escalation has been even greater 
than operating cost changes
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There are a number of major long run uncertainties 
facing the industry

• Underlying demand trends

• Rate of resource discovery

• Changing location of supply and access to resources, water, …

• China “going out” and resource competition

• Investment behaviour and risk of overshoot (“memory” of high prices)
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• Impact of carbon pricing

• Technological changes

• Impact of stocks, funds and investment buying on price

Key message: Need for greater consideration of 
risk and uncertainty in analysing commodity 
markets and value

• Short run risks to both supply and demand remain significant in bothShort run risks to both supply and demand remain significant in both 
directions but forward markets remain positive for most commodities

• Commodity markets experience periodic structural shifts and the 
industry has typically been conservative in adjusting to such shifts and 
the adjustment process has long lags

• The recent boom has highlighted a number of emerging issues; 
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forecasters need to take a more proactive view of the impact of these

• These issues also have significant implications for changes in value 
across the industry


