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Australian Iron Ore Producers — What Happened to
the Iron Ore Price?

Iron ore has plummeted to the lowest in 14 months after China ramped up its
commitment to reduce emissions by cutting steel output amid a slowdown in global
manufacturing. Spot iron-ore prices are now down +US$130/dmt from a high of
US$233/dmt on 12 May to US$105/dmt currently, a fall of 55%.

Booming demand and limited supply drove iron ore to record highs earlier in the year
but an acceleration in China’s efforts to control steel production and weakening global
demand is beginning to weigh heavily.
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China’s leaders have signalled that hitting Xi Jinping’s target for peak carbon emissions
by 2030 remains a key priority. China, which relies on coal to produce much of its
electricity, has been struggling with power shortages this year. This has put an

additional impost on steel producers to cut emissions by reducing output, especially in
the months leading up to the Winter Olympics in February 2022.

While production climbed 11% in the first seven months of the year, we are now starting
to see a drop in production, that will need to continue until the need of the year to meet
China’s target for zero production growth over 2020.
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The slowdown in global manufacturing and reopening of the services sector is occurring
against the backdrop of the vaccine rollout and Chinese authorities wanting to take
steam out of the commodities market.

Domestically, the problems experienced by property developer China Evergrande are
potentially seeing a decline in steel demand for residential property development.
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What are the Implications -

- For the Iron Ore Price?

We had become increasingly concerned with the iron price through most of this year as
it climbed into the high US100’s and, eventually in to the US$200’s in a mania of
speculation and not consistent with where the fundamentals indicated it should be. The
recent heavy pull-back has seen all of this speculative price action now disappear, with
fundamentals now likely to drive the iron ore price.

In the short-to-medium term, we view an iron price around the US$85 to US$125/dmt
as likely, driven by the outlook for the global economic recovery, which is currently
growing in a fits and starts fashion. In addition, China’s focus on reducing emissions
ahead of the Winter Olympics may keep a dampener on steel production in the short-
term term. However, Chinese officials have said that while they wanted to stop the
development of projects with high emissions and energy consumption, they also wanted
to avoid more drastic measures which companies were taking to hit government targets

regardless of the economic fallout. Expect ongoing volatility in the iron ore price between
now and February 2022.

Another factor to consider is the supply side response. For any iron ore miners operating
in the third or fourth cash cost quartile, they are unlikely to be making a profit at current

iron ore prices, especially given the dramatic increase in shipping costs, and so will likely
cease production until the price improves.

Over the longer-term, we believe an iron ore price around US65 to US$85/dmt appears
sustainable given the demand/supply outlook. While Australian and Brazilian producers
are likely to increase output at around 3-5% per annum, this is likely to be matched by
steel consumption growth. The swing factor here will be the African iron ore mines China

is currently developing, with their capacity likely to come online within the next five to
ten years.

- For Iron Ore Producer Shares?

Investors looking to buy or hold shares in iron ore producers should be aware that the
days of US$180+/dmt are long gone. Consensus estimates are already beginning to
factor in the lower iron ore prices in their FY22 and FY23 estimates, resulting in lower
profits and dividends. However, the key question for investors to ask is: Has the decline
in the share prices of the iron ore producers matched this decline in earnings? The
answer, at this stage, is that the share prices of the iron ore miners have perhaps
overreacted to the iron ore price decline. However, if it continues to decline and

estimates are lowered further, then we could continue to see a steady decline in share
prices.
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Iron Ore Performance

Iron Ore stocks have significantly underperformed the ASX200 in the past two months,
in correlation with the decline in the iron ore price. Clearly, Fortescue Mining (FMG) is
the most leveraged exposure to the iron ore price, given it is the only commodity it
produces. Meanwhile, BHP and RIO have had less leverage to the upside due to their
diversified commodity mixes but have performed poorly recently as iron ore accounts for
the bulk of their earnings.

Performance from March 2020 Low
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Iron Ore Producer Valuations

Based on current prices, iron ore producers appear attractively priced, although we
stress that there may be further downgrades to come for the sector.

Fair Current 12 Mth Forecast
Value Excess Forward Dividend

Current Estimate Return P/IE Yield
Code Company Name Price ($) ($) (%) (X) (%)
BHP  BHP Group Limited 38.81 48.72 25.5 6.9 11.2
FMG  Fortescue Metals Grp 15.47 18.11 17.1 3.9 19.8
RIO Rio Tinto Limited 98.34 127.20 29.3 5.7 14.0

Source: Canaccord Genuity, IRESS
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IMPORTANT WARNING AND DISCLAIMER

Important Notice: ®Canaccord Genuity Financial Limited 2021. The contents contained in this document are owned
by Canaccord Genuity Financial Limited (‘Canaccord Genuity’) and are protected by the Copyright Act 1968 and the
copyright laws of other countries. The material contained in this report may not be copied, reproduced, republished,
posted, transmitted or distributed in any way without prior written permission from Canaccord Genuity. Modification
of the materials or use of the materials for any other purpose is a violation of the copyrights and other proprietary
rights of Canaccord Genuity.

Disclaimer: Canaccord Genuity believes that the information or advice (including any financial product advice)
contained in this report has been obtained from sources that are accurate at the time of issue, but it has not
independently checked or verified that information and as such does not warrant its accuracy or reliability. Except
to the extent that liability cannot be excluded, Canaccord Genuity accepts no liability or responsibility for any direct
or indirect loss or damage caused by any error in or omission from this report. You should make and rely on your
own independent inquiries. If not specifically disclosed otherwise, investors should assume that Canaccord Genuity
is seeking or will seek corporate finance business from the companies disclosed in this report.

Warning: This report is intended to provide general securities advice, and does not purport to make any
recommendation that any securities transaction is appropriate to your particular investment objectives, financial
situation or particular needs. Prior to making any investment decision, you should assess, or seek advice from your
Adviser, on whether any relevant part of this report is appropriate to your individual financial circumstances and
investment objectives.

Disclosure: Canaccord Genuity, its directors and/or employees may earn brokerage, fees, commissions and other
benefits as a result of a transaction arising from any advice mentioned in this report. Canaccord Genuity as principal,
its directors and/or employees and their associates may hold securities in the companies the subject of this report,
as at the date of publication. These interests did not influence Canaccord Genuity in giving the advice contained in
this report. Details of any interests, which is relevant to any personal advice to you, may be obtained from your
Adviser. Canaccord Genuity as principal, its directors and/or employees and their associates may trade in these
securities in a manner which may be contrary to recommendations given by an authorised representative of
Canaccord Genuity to clients. They may sell shares the subject of a general ‘Buy’ recommendation, or buy shares
the subject of a general ‘Sell’ recommendation.

Stock recommendations: Investment ratings are a function of Canaccord Genuity’s expectation of total return
(forecast price appreciation plus dividend yield) within the next 12 months. The investment ratings are Buy (expected
total return of 10% or more), Hold (-10% to +10% total return) and Sell (>10% negative total return). In addition, we
have a Speculative Buy rating covering higher risk stocks that may not be of investment grade due to low market
capitalisation, high debt levels, or significant risks in the business model. Investment ratings are determined at the
time of initiation of coverage, or a change in target price. At other times the expected total return may fall outside of
these ranges because of price movements and/or market volatility.

This Document is not to be passed on to any third party without our prior written consent.
Canaccord Genuity Financial Limited ABN 69 008 896 311 AFSL 239 052.
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