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CHINA-SOUTH AFRICA ECONOMIC AND TRADE CO-OPERATION SEMINAR: 29 JUNE 2004

SPEECH BY DR CON FAUCONNIER, 

CHIEF EXECUTIVE: KUMBA RESOURCES LIMITED
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Introduction

Honoured guests from China and South Africa, ladies and gentlemen.  It is a great privilege for me to address such an august gathering. It is even more so because of the great admiration that we in Kumba Resources have for the economic miracle that is unfolding in China, both in terms of economic growth and fixed investment, and due to the close business ties we have had with companies in your country over the past 15 years.
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The importance of China for mineral producers all over the world is clearly illustrated by this slide, which shows that a major portion of the growth in mineral demand since 1990, but especially in this century, came from China, thus acting as the principal driver of the good commodity prices that we in the industry are currently experiencing.
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Kumba Resources 

For those that do not know Kumba Resources, allow me to shortly introduce you to the activities of this metals and mining company. Kumba is the fourth largest exporter of iron ore in the world. We are the fourth largest coal producer in South Africa and supply a significant portion of South Africa’s needs of steam coal for electricity generation, as well as all the coking coal produced in the country. Kumba is probably the single largest customer of South Africa’s rail utility company, Spoornet.

Kumba’s Zincor smelter supplies all the zinc metal requirements of South Africa; in addition excess production is exported. About half of the zinc concentrate needed to produce this metal is sourced from our zinc mine in neighbouring Namibia. The by-product lead concentrate from this mine is mostly sold in China. 

The output from Kumba Resources’ heavy minerals sands operations in South Africa and Australia places it in third position in terms of the world ranking of titanium and zirconium feedstock producers.

Due to the nature of our growth aspirations and spread of markets, Kumba maintains international offices in the Netherlands, Australia and in Hong Kong and Beijing in China, the latter office having been active in China for more than a decade.
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China-South African trade

China has become a major player in terms of world trade; a fact illustrated by the growth in the country’s share of world merchandise exports, growing from 1.5 per cent in 1990 to 6.2 per cent in 2003. This obviously also had a favourable impact on South Africa, especially in terms of mineral exports to China.

According to the South African Customs and Excise statistics, mutual trade between China (both mainland China and Hong Kong) and South Africa grew from US$1.7 billion in 1995 to US$3.8 billion in 2003, a compound annual growth rate of some 10 per cent. In 2003, China imported goods worth US$1.3 billion from South Africa and exports were worth about US$2.5 billion. 

Not surprisingly, the make-up of these trade goods reflects the respective competitive advantages of our two countries. Exports from China consisted primarily of electronic goods, footwear, clothing and metallurgical coke. South African exports, on the other hand, were primarily goods associated with the mining and metals industries, such as iron ore, stainless and carbon steel, ferro-alloys, precious metals and minerals and aluminium metal. Other major export goods included organic chemicals and vehicles.

During the last three years, the largest exports, by far, from South Africa to China were those of iron ore, followed by stainless steel. In 2003 iron ore to the value of some US$165 million was exported to China, largely from Kumba Resources.
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History of iron ore trade

Kumba Resources was a pioneer in terms of iron ore exports to China, with the first shipments taking place in 1989. In 1994 Kumba made an investment of US$10 million in the improvement of port facilities at Qingdao Port in China, followed by another investment of US$3 million in 2002. The growth of Kumba’s exports to China from the modest beginnings of 1989 is illustrated in this slide, which shows about 8 million tons being exported in 2003. From 1989 to 2003, more than 67 million tons of iron ore has been shipped to China.

Today, some 38 per cent of all the iron ore exported by Kumba goes to China, increasing from 20 per cent in 1997. This made the company the world’s fourth largest exporter of iron ore to your country. The importance of China as a destination for Kumba’s iron ore exports is illustrated in the following slide.
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Our customer base in China is widely spread, ore being delivered to 14 steel mills, ranging from Kunming in the south to Tangshan in the east. Due to the major importance of our Chinese customers to Kumba, we established a representative office in Beijing in 1993 and a marketing office in Hong Kong in 2002.
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Chifeng Kumba Hongye Zinc Corporation

Due to the dominant role that China plays in the world zinc market, both in terms of supply and demand, Kumba made a strategic decision in 2000 to investigate the possibility of becoming involved in the Chinese zinc industry. After comprehensive studies, the Hongye zinc smelter, situated in the Hongshan District, Shifeng City, in Inner Mongolia, was identified as the most suitable partner. The smelter is located some 400 kilometres northeast of Beijing.

After negotiations and the completion of a feasibility study, a joint venture with the official name of Chifeng Kumba Hongye Zinc Corporation Ltd was established in July 2003. The objective of the joint venture was to increase zinc production from 24 000 tons to 50 000 tons per annum and that of sulphuric acid from 40 000 tons to 85 000 tons per annum. Due to the fact that our Chinese partners had expedited the construction of the project, the joint venture was able to cast its first zinc ingot in December 2003. Current production is at 90 per cent of design capacity.

Kumba Resources’ investment is of the order of US$27 million, giving it a share of 60 per cent in the joint venture. It is gratifying to note that the establishment of the joint venture did not result in any job losses and that it will make a notable contribution to the local economy, with income tax contributions expected to more than double. Only two expatriate workers from Kumba have been relocated to China to work on the expansion project. 
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The way forward

Kumba Resources is convinced that the Chinese economy will continue to grow at a rate that will stimulate healthy steel demand and production, despite recent Government measures to cool down the rate of expansion in the industry. This will, of course, result in significant further increases in China’s demand for imported iron ore. We see here (on the slide) the magnificent progress being made in Shanghai.
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It’s appropriate to show here (on the slide) images of Kumba’s iron ore export channel - ore being transported by rail from our Sishen mine to the port of Saldanha on the west coast from where it is taken by sea to China and other destinations.

We are determined to retain a significant share in the Chinese iron ore market. To this end we are about to embark on an expansion project at our Sishen mine that will be able to produce an additional 11 million tons of iron ore. In addition, the Sishen South greenfields project, situated about 70 kilometres south of Sishen, would be able to add another 9 million tons of iron ore in future. The implementation of these projects are contingent upon the expansion of the railway infrastructure of the region, and we hope that Spoornet will able to come to a decision in this regard soon as the logistical bottleneck is currently constraining the growth of iron ore exports from South Africa.

Furthermore, Kumba’s Hope Downs project in the Pilbara district of Western Australia, together with a local partner, will be able to produce 25 million tons of iron ore. Again, the requisite infrastructure for the export of the ore is an issue that has to be resolved. It is envisioned that the final hurdles to the development of this project will be overcome in the near future.

Much of the output from these expansion projects will be destined for China, again illustrating the very important role that your country will play in the fortunes of this company and the country.

With regard to further base metal or other investments in China, it is Kumba’s intention to ensure that production from the Hongye joint venture is stable, delivering good quality products, and adding optimal value for all the joint venture partners and for the Chifeng area. Once these objectives have been achieved, we will contemplate the way forward in terms of possible further investment.

Conclusion

Kumba is greatly impressed by the strides that the steel industry in China has made, not only in terms of expansion, but also with regard to increasing competitiveness and the technological sophistication of their operations. As a producer of raw materials, we are committed to our partners in China, both in the steel and zinc industries, and it is a privilege for us to have been associated with them for such a long time. I hope that this association will continue to flourish in the years to come.

There are many synergies between the economies of China and South Africa. The successful conclusion of a free trade agreement between our countries will further enable these synergies to be developed to their full potential.
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I have visited China many times over the 15 years in which we have been doing business with local companies. I am very pleased with the good “Guan-Xi” that Kumba has maintained with our Chinese customers and believe that our “Guan-Xi” will go from strength to strength.

Let me refer you to my last slide, which shows the main office building at the Hongye zinc smelter.

It is with great pride that we see the Chinese and South African flags flying side by side in front of this building, symbolising the close ties between our countries.

I thank you for your attention. 

