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SUBMISSION TO INFRASTRUCTURE AUSTRALIA

EXECUTIVE SUMMARY

The Minerals Council of Australia is the peak industry organisation representing Australia’s
exploration, mining and minerals processing industry, nationally and internationally, in its
contribution to sustainable development and society. The MCA’s strategic objective is to
advocate public policy and operational practice for a world-class industry that is safe,
profitable, innovative, and environmentally and socially responsible attuned to its
communities’ needs and expectations.

The missed opportunity...

Since 2003-4, global consumption and trade in key minerals commodities has grown
substantially. Despite being one of the world’s most important minerals producers, Australia
has failed to fully capitalise on this expansion. While prices have risen, volume growth in key
commodity sectors has been stagnant. Capacity constraints, including congested export
infrastructure, undeveloped and unresponsive energy and water markets, and failing social
and physical infrastructure in regional and remote Australia, have applied a firm brake on
export growth.

The cost of this missed opportunity is substantial. Access Economics’ has estimated that if
Australia had maintained its market share between 2002 and 2007 then — at today’s prices —
Australia would have earned another $17 billion in export income, the equivalent of 1.6 per
cent of nominal national income in 2007. This represents a significant and avoidable cost to
national prosperity.

Noting the findings, Federal Infrastructure Minister Anthony Albanese said:

These figures highlight that the last decade is one of missed opportunities. Not just in
the resources sector but in many industries that rely on modern efficient
infrastructure.?

The outlook...

Despite the current global financial difficulties, the medium-term outlook for minerals
commodities is strong, driven by strong demand from developing nations, including China and
India. The scale of this opportunity is immense.

For Australia simply to maintain its market share of this expanding commodity trade,
substantial new investment in minerals operations and supporting infrastructure will be
necessary. To meet expected global demand in 2020, Australia will need to lift annual coal
and iron ore volumes by 211 million tonnes and 328 million tonnes respectively over and
above their 2007 levels. Thatis more than three times the matching lift in tonnages achieved
across the period 2002 to 2007. For aluminium, the matching jump is almost five times that
achieved from 2002 to 2007.

If Australia is unable to rebuild market share over the next decade, the costs will be
substantial. Modeling by Access Economics has shown that if Australia’s market share dips
between 2013 and 2020 like it dipped between 2002 and 2007, then the costs will be
significant. Under this “decline” scenario, Australia would be more than $91 billion worse off

1 Access Economics, Infrastructure 2020 — Can the domestic supply chain match global demand, May
2008, ii.

2 The Hon. Anthony Albanese, Minister for Infrastructure, Transport and Regional Development,
Address to the Australian Davos Connection Infrastructure Summit, October 7, 2008.
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in 2020 alone compared to a “holding the line” scenario.

If Australia can lift its performance, the rewards will be great. If Australia can recover and
retain market share over the next decade, Australia’s national income will be almost $129
billion higher in 2020 than under the “holding the line” scenario. That is equivalent to around
12 per cent of today’s national income.

The policy solutions...

To fully capitalise on these opportunities, Australia has to get the supply chain management
right. This means resolving issues around infrastructure development, regulation and
investing in social and physical infrastructure in remote and regional Australia to allow the
minerals industry to expand and increase the volume and variety of commodities it sells. The
major constraint to expansion is restrictive, inefficient and ineffective regulation more
so than capital, notwithstanding that capital liquidity has become more acute in the current
economic circumstances.

To overcome the constraints governments and industry have different but indispensable roles
to play. Governments must identify the key infrastructure requirements needed in key growth
corridors and meet its responsibility to citizens wherever people live; Industry can then seize
its opportunities and be able to finance expansions confident in the certainty of the regulatory
environment - and ultimately deliver shareholder returns and sustainable development.

These two responsibilities are part of an integrated, holistic approach to the infrastructure
challenge. Fixing bottlenecks at the ports won'’t be enough if there are too few skilled mine
managers, truck drivers, welders or community relations staff to operate mines. Fixing these
challenges won’t be enough if industry does not have enough water and energy. Addressing
these challenges won’t be enough if there is not a viable, sustainable community in which to
house and service the mine operations.

MCA has long held that Government should promote infrastructure spending over further tax
cuts. Yet, few of these problems can be solved in a single round of funding allocations by
Infrastructure Australia, or even a single Budget. There is a need for greater Government
funding of social infrastructure. In other areas, related to physical export infrastructure, many
solutions to these capacity constraints will not require additional spending, rather they
require better Federal State co-operation, the elimination of duplicative and
contradictory regulatory processes, institutional and intellectual capacity building, and
more appropriate competition policy settings. With the right policy and regulatory settings
most infrastructure issues can be resolved commercially.

Regulatory reform must provide for effective national (not state-based) infrastructure markets;
market-based prices that send the appropriate signals to consumers and suppliers; public
investment processes that are integrated across governments, forward looking, based on
consideration of all options and favour efficient, integrated mining, processing and transport
projects with the highest (and published) benefit/cost ratio; private ownership as the preferred
model in all contestable market segments; and regulation of infrastructure that does not
discourage investment seeking to meet expected demand.

Improving and streamlining regulation will free infrastructure development from the
constraints that have developed over the decades. The following policy imperatives should
underpin Australia’s efforts on infrastructure:

e Export infrastructure

- A strategic policy framework to guide the reform and development of multi-user,
multi-owner infrastructure. This includes whole of system master planning in supply
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chains and commercial arrangement including commercial drivers in regulation,
particularly for regulating access to the extent required.

- Policy settings that respect and reward investment, and particularly high risk
investment, in integrated export infrastructure. In practical terms, this means
changing trade practices and other laws to better reflect modern vertically integrated
production chains operating against increasing international competition.

* Effective markets in key domestic infrastructure

- Water policy reform that creates a true price for water and ensures water allocations
to users and the environment are based on sound science.. These arrangements
should also ensure that water entitlements for cultural heritage values are recognised
as distinct and separate to environmental flows, and where appropriate, can be
traded in the market. The National Water Initiative should be implemented in full.

- The efficient and timely development of an integrated National Energy Market (NEM)
that improves reliability of supply, promotes greater interstate competition and trade,
delivers effective customer choice and strengthens investor and community
confidence in the market.

* Rebuilding social and physical infrastructure in regional and remote Australia

- Governments meeting their responsibilities in providing sustained investment in
education, health, housing and communications services in regional and remote
regions of Australia.

- A strategic framework for regional development, underpinned by a formal partnership
between the Federal and State and Territory Governments to ensure that key policies
and programs are effectively delivered in a coordinated sense at the community level.
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1. THE INFRASTRUCTURE CHALLENGE

The global commodity trade has grown significantly since 2003/4...

Since 2003-4, global consumption and trade in key minerals commodities has grown
substantially. The seaborne trade in iron ore has expanded by nearly 50 per cent, while
global trade in coking and thermal coal has grown by 25 per cent and 28 per cent
respectively. World production and consumption of aluminium has grown by nearly 50 per
cent, while copper output is up by a quarter. The surge in demand for commodities has been
reflected in strong growth in commodity prices over the last five years. The Reserve Bank of
Australia’s index of commodity prices has increased by more than 160 per cent over the last 5

years.3

Despite being a major minerals producer, Australia has failed to fully capitalise on this
expansion...

Australia is the world's largest exporter of black coal, iron ore and gold. It is the leading
producer of bauxite and alumina; the second largest producer of uranium, lead and zinc; the
third largest producer of iron ore, nickel, manganese and gold; the fourth largest producer of
black coal, silver and copper; and the fifth largest producer of aluminium. Simply put,
Australia is good at mining. Mining is a rich field of comparative advantage for the Australian
economy relative to the rest of world — in part due to the quality and quantity of the natural
resources on the continent, but also reflecting the high levels of productivity in the industry.
Indeed mining is one of the few industries where Australia is a global production leader. This
has led to Australia becoming a key part of the supply chain delivering resources into the
emerging economies of Asia.

Despite being one of the world’s most important minerals producers, Australia has failed to
capitalise on the expansion in global minerals demand. While prices have risen, volume
growth in key commodity sectors has been stagnant. As the Reserve Bank recently
concluded:

Capacity constraints in transport infrastructure has been an ongoing impediment to
growth in bulk resources export volumes.*

For example, despite robust demand and firm prices the volume of Australia’s thermal coal
exports grew by only 7.7 per cent in the five years to June 2008. By comparison, Indonesia
increased its energy coal exports by 60 per cent over the same period.

As a consequence, Australia lost market share in a range of commodities over the last 5
years. The cost of this missed opportunity is substantial.

3 Reserve Bank of Australia, ‘International Economic Developments.’ Bulletin, August 2008. p.10.
4 Reserve Bank of Australia, ‘Australian exports and developing Asia’, Bulletin, June 2008, p.9.
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