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" miners, politicians, economists and financiers will 
be fearful that we are on the brink of a double-dip 
global recession.”



INTrOduCTION
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As the world enters 2012, miners, politicians, economists and financiers will be 
fearful that we are on the brink of a double-dip global recession in a future tinged 
with significant uncertainty. Most insurers, though, will be pleased to see the back of 
2011 and the start of a fresh new year, for the last 12 months have been the costliest 
ever in terms of natural catastrophes and insured events.

Reinsurers quote USD 105bn of insured losses last year, a figure that is 5% higher than the 
previous record set in 2005. 2011 saw some 820 loss events recorded, of which the earthquakes 
in Japan and New Zealand were responsible for USD 250bn of economic losses. But natural 
events such as the Fukushima tsunami touched the mining community as severely as it did 
the insurance market. Uranium prices fell following the perceived drop in nuclear energy 
confidence whilst conversely, gold prices rose as the Dollar fell.

That being said, real consumption of base metals held up well over the year, especially from  
the BRIC economies, as did the financial markets’ appetite for IPO’s and mergers and 
acquisitions. But Government intervention (see page 53) in certain territories showed its less 
attractive side with opinion growing that resource nationalism is now the biggest risk facing 
the mining sector today.

Changes in taxation was another thorn in the side for mining companies where the 
opportunity to reap the political and financial advantage of high commodity prices by certain 
governments became reality. Nowhere was this better illustrated than in Australia with 
the Mineral Resource Rent Tax and the Carbon Tax, although we saw further examples in 
Venezuela, South Africa and DRC. Positively, though, investment and project development 
continued apace globally, demonstrating the continuing bull market for commodities fuelled 
by China in particular (see page 67). Chinese interests demonstrated their continuing drive to 
achieve control over the source of supply, with investments in a number of countries, notably 
Australia, Canada, Peru, Ecuador, Chile and Democratic Republic of the Congo (DRC).

Environmental and business risks, however, were not kind to the mining insurance industry 
which experienced another poor underwriting year similar to 2008. Significant physical 
damage from Natural Catastrophe (Nat Cat) losses, and other operational insurance losses 
have all played their part. But it has been the nature of the Nat Cat losses that has served to 
underline the wide variety of exposures a mining company faces, whilst also highlighting the 
many aspects of risk an underwriter needs to consider. 



INTrOduCTION

Taking the Japan quake and tsunami as an example, Supply Chain 
management (see page 59) has sprung to the fore. The transfer 
of production trains off-shore, in this case to Thailand, and the 
subsequent major floods there, illustrated yet another previously 
unseen risk from the interdependencies of globally-based Supply 
Chain management infrastructures.

Losses arising from Flood events proved again to be the main 
contributor to Nat Cat losses. Whilst many flood losses still remain 
unsettled, water management systems and flood mitigation protocols 
have improved considerably. But contractual definition has not 
evolved as quickly (see page 79), with question marks still over event 
triggers and event definition, and therefore how many individual losses 
there have been and whether the event is flood from rainfall, swollen 
rivers “riverine flood”, flash flood or inundation.

Aside from natural disaster, a number of risk losses also contributed to 
the loss record, with over 60 insured losses on the Property side alone 
(see page 7), with a cumulative total of over USD 3.5bn. Other lines of 
insurance (e.g. Construction, Marine, Liability, etc) have performed 
better and the market has responded accordingly. 

In this issue of the Willis Mining Market Review we again look at the 
individual sectors and describe the features of each in more detail. 
Our third party contributions this year include, amongst others, 
a commentary on Resource Nationalism by Oxford Analytica 
(see page 53), and a section on Strategic Loss Management by 
Cunningham Lindsey (see page 75).

We trust that this edition proves as valuable as previous editions, and 
highlights the continued and varying intricacies and challenges of the 
global mining insurance market.

“ we trust that this 
edition proves 
as valuable as 
previous editions, 
and highlights 
the continued and 
varying intricacies 
and challenges of 
the global mining 
insurance market.”

Steve Higginson, 
Mining Practice Leader

Andrew Wheeler,
Mining Practice Leader
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" the succession of large losses proved to make the 
entire property damage and business interruption  
(pdbi) insurance market a turbulent one.”
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PrOPErTY 
dAMAGE ANd  

BuSINESS 
INTErruPTION

 

As we described in our Spring 2011 edition of the Mining Market Review, last year be-
gan with the expectation of an improved trading environment for well risk-managed 
mining accounts. As the impact of the flooding events in Queensland was yet to be felt, 
the outlook was uncertain.

Whilst the well risk-managed mining programmes did enjoy preferential terms compared 
to the many others in 2011, the succession of large losses proved to make the entire Property 
Damage and Business Interruption (PDBI) insurance market a turbulent one in which to 
navigate, even before the operational complexities of mining accounts were considered.

The table below shows the major Nat Cat losses to affect the overall PDBI insurance market  
in 2011. Of those that impacted the mining market, a further USD 835m of operational losses  
were reported.

dAtE EVEnt InSurEd loSS In 
uSd M

JANUARY 2011 Cyclone Yasi 5,000

FEBRUARY 2011 2nd New Zealand Earthquake 12,000

MARCH 2011 Tohoku Earthquake 35,000

APRIL 2011 U.S. Tornados 8,500

MAY 2011 Joplin Tornado 4,900

JUNE 2011 3rd New Zealand Earthquake 4,000

AUGUST 2011 Hurricane Irene 5,000

OCTOBER 2011 Thailand Floods 20,000

OCTOBER 2011 Turkey Earthquake 500

totAl 94,900

Willis | Mining Market review 2012 | 7
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Bottlenecks in the supply and production 
chains will likely be subject to more penal 
terms and conditions by underwriters. With 
equipment suppliers reporting healthy 
order books, lead-in times to replace 
damaged or lost equipment are likely to 
lengthen further.

b)   A pro-active approach to minimising the 
effect of weather-related events to their 
operations. Assets with large product and 
ore stockpiles are most likely to be looked 
upon favourably by (re)insurers, as will 
those with designated ‘sacrificial pits’ to 
allow for continued operations. In open-pit 
mining, the ability to exploit seams from 
higher benches immediately after wet 
weather, thereby allowing the lower part of 
the pit to become a sump, has been reported 
to be very successful in minimising periods 
of force majeure.

c)   Sound risk engineering and innovative risk 
avoidance measures form an integral and 
core part of their business. On a number 
of occasions in 2011, and in the face of 
potential loss incidents, various insureds 
showed commendable alacrity in ensuring 
the continuity of their operations, and great 
attention was given to business continuity 
plans. With commodity prices remaining 
both high and volatile, this attitude will be 
of particular importance to excess of  
loss underwriters.

If mining companies are able to demonstrate 
these qualities, it will remain possible to secure 
relatively favourable terms and conditions. 
It does, however, remain our view that at the 
time of writing, the events of 2011 will make 
the PDBI market of 2012 an increasingly 
challenging one in which to trade.

PrOPErTY dAMAGE ANd BuSINESS INTErruPTION 

These losses have impacted insurers directly but, as reported in  
Willis Re’s “First View” (Jan 2012), they have also led to significant 
changes in the treaty reinsurance protection available to direct 
carriers. An example of this is reported from Australia where loss-free 
Nat Cat reinsurance programmes have increased by +15% to +35%. 
Those that were hit by losses are reported to have increased by up to 
+75% and in New Zealand by as much as +150%. These changes are all 
expected to have a material impact on the Nat Cat capacity that  
(re)insurers can offer clients. As a result, programme structures will 
have to remain flexible during 2012 if favourable terms and conditions 
are to be secured.

Late in 2011 there were notable exits from the mining (re)insurance 
market with the Singapore-based Argenta Syndicate 1965 entering 
run-off and Torus in London closing their mining book. Other markets 
reduced their exposure on loss-free accounts and, as seen in Figure 1 
below, we now estimate there to be USD 1.25bn of capacity (excluding 
Berkshire Hathaway and FM Global) available to mining programmes.  
This represents a 30% reduction from the start of 2011.

Whilst this does not represent the dramatic loss of capacity that 
precipitated historical hard markets such as 2001, it may indicate 
a difficult year ahead for the renewal of mining PDBI programmes. 
Successful renewals in 2012 will therefore once again depend upon 
positive differentiation from the rest of the field. We believe that 
underwriters will align themselves most with operations that clearly 
demonstrate the following:

a)   A clear understanding and ability to mitigate the effects of 
Contingent Business Interruption (CBI) exposures. This involves 
understanding the chain of customers and suppliers at multiple 
levels and mitigating the potential impact of losses to them by 
maintaining critical stocks and by identifying alternative suppliers. 

fIGurE 1: GloBAl MInInG cAPAcItY (EXcludInG fM & BErKSHIrE HAtHAWAY)
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" another lesson that does seem to have been learned,
is that complex layered programmes do not provide 
the best solution for clients with large losses.”
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This year has seen another unprecedented series of mining operational losses which 
started with the Queensland floods at the end of 2010. The floods of course come on 
the back of the 2008 floods in the same area of Queensland, which remain largely 
unresolved. The challenge for all concerned is to see what lessons were learned from 
2008 and how the outcome of those lessons can be applied in resolving the 2010/2011 
claims more effectively.

There is some encouragement that the major insurers recognise that the adversarial handling 
of the 2008 claims, with both sides selecting experts from a limited pool and then seeking to 
outmanoeuvre each other, was neither effective nor focused on claims resolution. Certainly 
there have been attempts with the 2010/2011 claims to work in a much more cooperative way 
with the mining companies. Experts have still been retained by each side, but have typically 
been briefed to find common ground before reporting back to principals. It remains to be seen 
if the outcome will be any different, but there is good intent to avoid the same pitfalls. 
 
The new approach on the Queensland flood claims of 2011 has highlighted that it is essential 
for both insurer and insured to appoint  sound expertise to help deal with what amounts 
to complex operations. While there are many organisations offering their services to assist 
with complicated mining issues, particularly Business Interruption disputes, there are few 
specialists who truly have the capability to perform credibly. Many generalists in the loss 
adjusting community lack dedicated mining expertise.

Selecting the right experts is fundamental to achieving a fair and sensible evaluation of a claim 
in which the understanding of the complexities of a mining operation, together with the cause 
and effect of a loss, are essential. 

Another lesson that does seem to have been learned, is that complex layered programmes do 
not provide the best solution for clients with large losses. Individual layers with conflicting 
interests only highlights the complexities of such a structure. 

In response to clients’ needs and requirements for greater limits of indemnity, non-core 
mining insurers have provided options and capacity to meet these demands. Some of these 
insurers have shown opportunist and short term underwriting strategies to areas of these 
programmes, and have withdrawn from the market when exposed to loss activity. 

Willis are hosting in early 2012 a forum with the wider mining and insurance community to 
discuss claims issues and methods to enhance claims efficiency.

 

ClAIMS
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" the natural catastrophes that have occurred around 
the world have done little to impact construction 
insurance rates and premiums.”
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Generally, the construction insurance market remains competitive and stable, 
despite some insured losses from certain territories on a number of specific projects.  
The Global Construction premium volumes continue to be sufficient to handle 
these losses, despite the slowdown in the global construction economy. The natural 
catastrophes that have occurred around the world in 2011 have fortunately had little 
impact on construction insurance rates or premiums to date. 

Traditionally though, construction risks and the construction insurance industry are not 
governed by the same cycle dynamics that other specialist areas are, such as marine, aviation 
or the energy sectors (oil, gas, petrochemical or chemical). When insured losses occur in these 
industry sectors, policy terms and conditions are negotiated to allow for increased rates and/or 
premiums during the renewal process. But most construction projects are multi-year contracts 
placed without cancellation or break clauses. Consequently, the construction underwriter 
has to be accurate in his assessment of the premium that needs to reflect the risk and scope of 
cover, but also the term of the policy period.  

The current construction insurance cycle has lasted for over five years. During this period, 
rates and premiums have reduced whilst brokers have looked to new designs for policy 
coverage and different ways to place risks. Faulty Design, Post Completion Maintenance 
exposures, combined policies and other cross selling techniques have all been considered.  
Financial risks, however, such as Delay in Start Up or Advance Loss of Profits still remain 
closely scrutinised.

But in the background, there has been publicity from the major International Reinsurers that 
a possible “hardening” of the market is imminent. This opinion is countered by the sustained 
and meaningful capacity available from the “support markets”. It is also supported by the fact 
that most construction insurance markets now underwrite on a global basis and no longer 
focus on the main Underwriting centres of London, Singapore and Miami.  The regional and 
local insurers are able to provide a positive and viable response to risks and clients demands 
without the need to refer elsewhere. 

For Mining clients, the Construction insurance market continues to be keen and positive 
to provide solutions and products. The underwriting results are still good but risk selection 
continues to be stringent. Clients and projects that both embrace and demonstrate good levels 
of loss control, risk management and sound corporate Sustainability practices continue to 
benefit most. Recent experience has seen more junior miners embarking on development 
projects, being increasingly influenced by the debt markets to seek Delay in Start Up cover. 

 

CONSTruCTION
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" the commercial d&o market worldwide in 2011 continues 
to remain competitive and awash with capacity despite 
the precarious nature of the world economy.”
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The commercial D&O market worldwide in 2011 continued to remain competitive and 
awash with capacity despite the precarious nature of the world economy. At the time 
of writing, this looks set to continue in 2012.

The mining sector is a heavily regulated industry with directors and officers of mining 
companies facing increased scrutiny from the environmental, financial services and  
antitrust agencies.

Renewal terms for companies that differentiate their risk profile should remain flat or enjoy 
a slight reduction, despite a general increase in claims activity in the areas of regulatory 
investigations, fraud, mismanagement and merger and acquisition activity.

EMErGInG trEndS And rEcEnt lEGISlAtIon crEAtInG concErnS for dIrEctorS And 
offIcErS of IntErnAtIonAl coMPAnIES

MErGErS & AcquISItIonS lItIGAtIon 
There has been an increase in merger and acquisition litigation with a high frequency and low 
severity exposure for carriers that have not necessarily priced in the additional cost of more 
frequent litigation. In the US for example, according to Advisen there were 353 lawsuits in 
2010 challenging corporate mergers filed in state and federal courts. This represents a 58% 
increase over 2009. By September 2011, 352 M&A related lawsuits had already been filed. 

uK BrIBErY Act 2010 
The Act, which came into force in July 2011, gives the UK Government a much broader range of 
outlawed activities and remedies than the US Foreign Corrupt Practices Act. For example, the 
Act is not limited to bribes paid to foreign officials – it prohibits the payment of bribes to any 
individual to provoke them to “act”.

The Act itself creates four offences: two general offences of paying and receiving bribes, the 
bribery of foreign public officials and the offence committed by the failure of commercial 
organisations to prevent bribery.

The organisation will be guilty of an offence if an associated person, including an employee, 
commits bribery to obtain or retain business or an advantage in the conduct of business for the 
organisation. It is no longer necessary to find a “directing mind” of a corporate entity. Now the 
only requirement on the prosecution is to prove failure to prevent bribery. The sole defence 
available to the organisation is to show that it had adequate procedures to prevent bribery. 

The Act will lead to increased enforcement activity and the likelihood of follow-on civil 
litigation. Attention will need to be paid to whether or not one’s D&O policy will pick up the 
investigation costs and defence fees. 

 

dIrECTOrS & 
OFFICErS
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dIrECTOrS & OFFICErS

While bribery and corruption themselves are not insurable, directors 
or officers may be able to access their company’s D&O policy to pay for 
their legal costs to defend themselves against charges of corruption or 
fighting extradition proceedings in connection with such charges until 
proven guilty. The policy could also respond to claims made by past 
directors who are no longer with the company. 
 
dodd-frAnK WAll StrEEt rEforM And conSuMEr ProtEctIon Act 2010
The 2010 enactment of the Dodd-Frank Wall Street Reform and 
Consumer Protection Act (Dodd-Frank ) has ensured significant 
changes to corporate governance requirements for US companies 
and those companies bound by US securities law. For example there 
is now a requirement for an advisory shareholder vote on executive 
compensation (Section 951). Over 40 companies have experienced 
a negative vote and in some instances there has been follow-on 
shareholder litigation by activist investors seeking reform to executive 
pay practices. 

Another area that is likely to grow in importance, following the 
implementation of Dodd-Frank, is whether one’s D&O policy will 
cover internal corporate investigations caused by whistleblowers out 
to recover a bounty. This whistleblower incentive is likely to see an 
increase in SEC investigations. 

Dodd-Frank (Section 954) creates provisions on the claw-back of 
incentive compensation from CEOs and CFOs, established under the 
provisions of Sarbanes Oxley S.304. Dodd-Frank expands the number 
of persons subject to claw-backs to all current and former executive 
officers of a company and also deletes the misconduct trigger. Whereas 
Sarbanes Oxley claw-back was limited to a one-year incentive “look 
back”, Dodd-Frank contemplates three years. The Dodd-Frank claw- 
back will be enforceable directly by the SEC and derivatively by private 
plaintiffs, which will include a larger number of directors.
 
SEc dIScloSurE GuIdAncE for cYBEr SEcurItY rISKS And cYBEr IncIdEntS
The guidance is not a rule, regulation or statement of the SEC. 
Furthermore the SEC has neither approved nor disapproved its 
content. However, there seems to be a disclosure obligation embedded 
in some of the words of the new guidance document. The language 
‘must’ appears if a registrant has “a cyber event that has the potential 
to have a material impact” on financial statements.

What is also interesting is that the guidance not only states that public 
companies should be “very specific” about their cyber risks, but also 
tells registrants to discuss how they will address their risks as part 
of the disclosure, specifically referring to a “description of relevant 
insurance coverage” among possible disclosures.

As an example, the newly-appointed CEO of 
Olympus, upon discovering that Olympus had 
paid USD 687m in “advisory” fees on 
GBP 1bn acquisition of a UK company, 
demanded the resignation of the company’s 
board of directors. The FBI in the US 
and Serious Fraud Office in the UK are 
investigating the payments. The stock market 
value of Olympus has fallen over 50%.

forEIGn corruPt PrActIcES Act And tHE 
dEPArtMEnt of JuStIcE
 The Department of Justice (DOJ) in the US 
is also looking to continue its earlier promise 
of issuing much longer jail sentences as 
seen by the recent Haiti Teleco case. Joel 
Esquenazi, the former president of Terra 
Telecommunications Corp., received 15 
years in prison, the longest sentence ever 
handed down in a Foreign Corrupt Practices 
Act prosecution. His co-defendant, Carlos 
Rodriguez, the former Terra executive vice 
president, was sentenced to seven years in 
prison. The judge also ordered the defendants 
to forfeit over USD 3m. The DOJ is aggressively 
prosecuting individuals for FCPA violations 
and obtaining stiff prison sentences. The 
Esquenazi sentence underscores 
Mr Breuer’s promise made in 2009 that the 
prosecution of individuals is a cornerstone of 
the DOJ’s FCPA enforcement strategy.

“ a cyber event is 
no longer an 
information 
technology event – 
it is now a matter 
for the board 
to consider.”

16 | Willis | Mining Market review 2012



This disclosure guide now applies to virtually every company. While  
it is not a mandate, if a company fails to disclose, it becomes a  
material fact and the company may be exposed to the risk of  a 
securities infringement.

A cyber event is no longer an information technology event – it is now a 
matter for the board to consider. 

rEcEnt lItIGAtIon 
One of the main reasons why directors buy D&O insurance cover is to 
pay for expensive defence costs should they find themselves in court. 
But a surprise decision by a New Zealand court has denied directors 
access to their D&O policy to help pay their legal costs. In September, 
a High Court Ruling in Auckland prevented directors from using their 
D&O policy to fund the defence of criminal actions brought against 
them by the New Zealand Financial Markets Authority. The decision 
favours the claimants who naturally want to preserve the insurance 
limit to fund the final judgment or settlement.

With similar claimant-friendly laws in place in other countries, the 
case should lead directors around the world to wonder whether the 
aggregate D&O policy limit is enough to cover their legal costs.

The ongoing New Zealand case concerns claims against certain 
directors of Bridgecorp Group – an amalgam of finance companies 
that borrowed money from the investing public to fund property 
development. The defendant directors had the benefit of a D&O policy 
with a limit of NZD 20m. The directors estimated that they would 
require approximately NZD 3m of this limit by way of defence costs 
through to the end of trial. They also faced the prospect of future civil 
proceedings for many millions of NZ dollars.

dIrECTOrS & OFFICErS

As is often the case with hefty D&O claims, 
the insurers involved had yet to confirm that 
the claim was covered. Quite apart from any 
coverage issues which may have existed, the 
issue with which the New Zealand High Court 
had to grapple was thrown up by Section 9 of 
the New Zealand Law Reform Act 1936. This 
stipulates that insurance funds under a liability 
policy must be made available to creditors if 
the court rules in their favour. The issue was 
whether this provision in effect prevented the 
directors from accessing the policy until after 
the final judgment.

As the judge in the Bridgecorp case put it when 
he delivered the verdict that the directors 
would not be allowed to use their D&O policies 
to pay their defence costs: 

“Although this result may be harsh for the 
directors, it is clearly in accordance with the 
object and purpose of Section 9. If the directors 
are able to obtain access to funds under the 
policy to meet their defence costs, the pool 
of funds available to meet civil claims will be 
significantly depleted…”

Willis | Mining Market review 2012 | 17



clAIMAnt-frIEndlY JurISdIctIonS
Other countries have similar legislation aimed at protecting claimants 
in this type of situation:

•	 Australia	–	New	South	Wales	has	a	similar	law	to	the	Reform	Act	
to protect plaintiffs in civil proceedings from being unable to gain 
compensation awarded from defendants who were insolvent. 

•	 Israel	requires	directors	to	purchase	D&O	insurance	limits	with	
defence costs in addition.

•	 Italy	requires	an	additional	25%	of	the	limit	to	be	purchased	and	
ring-fenced for defence costs.

Companies with significant undertakings or operations in jurisdictions 
anywhere in the world which have claimant-friendly legislation of this 
kind would do well to consider whether they need to purchase separate 
and/or additional defence costs protection for their directors. 

The recent Federal Court of Australia’s decision in ASIC vs Healy may 
come as a surprise to non-executive directors seeking to advance a 
similar defence to the Equitable Life and Barings cases. In these cases, 
the defence of the directors, and especially the non-executive directors, 
was that:

•	 they	had	relied	on	the	advice	of	the	auditors	and	managers	
of the company

•	 they	were	entitled	to	delegate	some	supervisory	function
•	 it	would	be	unreasonable	to	expect	them	to	have	a	detailed	

knowledge of their companies’ financial statements. 

In ASIC vs Healey, the Australian Securities and Investments 
Commission (ASIC) sued all seven non-executive directors as well as 
the CEO of Centro Group. The Court found that they had breached 
their duties in failing to notice a significant error in the company’s 
financial statements. The collective failure of the directors related to 
them not spotting the misclassification of short-term debt as long-
term debt and the failure to disclose certain guarantees as post balance 
sheet events.

The judge drew no distinction between the nature of duties owed by 
the CEO and those of the non-executive directors, or between the audit 
committee members and the rest of the board.

In the UK, just as in Australia, all directors are held to a common 
standard of care at law. There was no suggestion of any failure by 
the directors to carry out their responsibilities honestly. Indeed, the 
judge noted that the directors were “intelligent, experienced and 
conscientious people.” He nevertheless found that they had failed to 
exercise the requisite degree of care and skill required of them by law.

dIrECTOrS & OFFICErS

SuMMArY
Policy wordings offered currently by insurers 
vary but are generally broad in terms of the 
coverage afforded to directors and can be 
further enhanced by brokers in seeking to 
ensure they match the specific exposures of 
clients according to class and territory.

Directors and Officers of large international 
mining companies continue to operate in a 
heavily regulated and potentially litigious 
environment. Bribery and corruption in 
the corporate arena is particularly being 
highlighted. The regulators have been 
empowered to go after corporate wrongdoers 
and bring the directors to account. The new 
legislation mentioned above is global in its 
reach and those enforcing it are enjoying 
close cooperation with other international 
regulatory bodies. Despite this increase in 
claims activity, the D&O market continues to 
offer broad protection at a competitive price. 

Non-executive directors also need to be wary. 
We have seen from the recent ASIC vs Healy 
case in Australia, that judges are treating 
non-executive directors in the same way as 
CEOs. Careful attention should be paid to the 
policy wording, the way the global programme 
operates and the limits that are bought. 

" directors and officers 
of large international 
mining companies 
continue to operate 
in a heavily regulated 
and potentially 
litigious environment."

18 | Willis | Mining Market review 2012
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" it is therefore critical to achieving an optimum 
result to provide the underwriter with a solid 
case for the risk.”
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During the past 12 months it has been difficult to chart any sustained direction in the 
international liability market. In the last review we were able to point to continuing 
opportunities to obtain value from the market by creating competition carriers. 
During the second half of 2011, there have been signs that the liability market is 
beginning to harden with premium or rate reductions becoming less common and, 
where there is growth in rating indicators (throughput or revenue) and/or claims 
activity, premiums are increasing. Furthermore, in some instances, we are also seeing 
pure rate increases. Following recent severe large liability losses particularly in North 
America, markets are beginning to watch aggregations much more closely and some 
have reduced their average line size per risk. There is also considerably less appetite 
for long-term agreements with some liability markets only offering terms on an 
annual basis. This is a clear reflection that insurers also retain some doubt as to the 
direction the market is heading in the coming 12 months.

It is apparent that underwriters organisations require submissions to contain an increasingly 
high quality of underwriting information. It has always been the case that the better the case 
put forward, the better the result. More recently, it has become a ‘must have’ rather than a 
‘nice to have.’ Internal oversight of the actions of individual underwriters has increased with 
a growing trend of major risks having to be presented to internal risk committees/peer review 
groups. It is therefore critical to achieving an optimum result to provide the underwriter 
with a solid case for the risk. High-quality presentations focusing on the issues that concern 
insurers work well. Increasingly, it is important to make available relevant experts. For mining, 
particularly where there is an underground exposure, insurers may want to hear from the Risk 
Manager and Health and Safety specialist within the insured company. 

HEAltH And SAfEtY of EMPloYEES And contrActorS
Many reinsurers’ treaties exclude Employers Liability cover for mining risks due to their high 
exposure and high incident rates. Where this can be covered, Occupational Disease would 
generally be excluded. Although there are no accurate figures, estimates suggest about 12,000 
people a year are killed working in the mining industry, which is a stark reminder of just how 
dangerous and volatile this industry is. Additionally, careful consideration is required when 
assessing the risk posed by contractors. Injury to contractors is usually considered under a 
public liability heading rather than employer’s liability. The maximum number of employees or 
contractors working underground at any one time is an important rating tool for insurers.

Health and safety remains the hot topic in the mining insurance sector. Strict health and safety 
policies are becoming more common practice. However, certain countries still have alarmingly 
high fatality figures. China alone is said to be accountable for almost 80% of the world’s 
mining-related deaths. And as we go to press, three unnamed parties have been charged over 
the New Zealand mining disaster in November 2010 due to health and safety failures.

 

lIABIlITY



lIABIlITY

PollutIon
Pollution liability can also be a high exposure for mining companies, 
particularly for those active in the precious metals sector. The highly-
toxic chemicals used in the leaching process to separate the metal from 
the ore could, and do, pose a risk of contaminating water supplies which, 
if not discovered and addressed early, could have catastrophic and  
fatal consequences.

The traditional focus on safety procedures and processes surrounding 
the management of tailings dams and the handling of other hazardous 
substances remains.

IndEMnItY lIMItS And cAPAcItY
Historically, indemnity limits purchased in the mining industry are low 
compared with peer group companies within related industries and, 
in some cases, would seem not to be equal to the possible exposure. 
Available capacity for mining risks has remained lower than that 
available for non-mining programmes (currently theoretical general 
liability capacity stands at approximately USD 2.3bn, although the 
practical level for any one risk is close to half this figure). Capacity that 
is available carries a higher premium and is driven by territory and 
whether the mine is an open pit or underground.

In recent months, we have seen a number of enquiries for Owner 
Controlled Insurance Programmes enter the liability market. These 
policies cover the contractors and sub-contractors who work for 
the company (the owner) but, as the name suggests, rather than the 
company rely on each contractor’s insurance arrangements, coverage 

and limits are controlled by the owner which 
will then sit in excess of the contractor’s policy 
if there is one. This provides comfort for the 
owner in that adequate liability coverage is in 
place for all contractors and sub-contractors. It 
should also result in lower overall costs when 
compared with requiring all contractors to 
take out their own cover. This arrangement 
also means contractors do not have to factor 
insurance cost into their tender proposals. 
However, the consequent challenge from the 
company’s perspective is to put in maintenance 
procedures and checks that ensure the   
selected contractors are of a sufficiently high 
quality. It will be the owner that bears the  brunt 
of the increased cost of insurance should the 
contractors generate significant third- 
party claims.

SuMMArY
There is still opportunity for good results in 
the placing process where an investment is 
made in producing good-quality underwriting 
information, and where it is demonstrated that 
health and safety is a primary operational goal. 
While capacity is more limited for mining risks, 
there is a still sufficient quantity to generate 
competition between liability insurers.

“ pollution liability can also be a high exposure for mining 
companies, particularly for those active in the precious  
metals sector.”
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" the tohoku earthquake in japan also led to many 
marine-related losses, especially in the manufacturing 
areas of northern japan.”
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In 2011 the marine market continued to be soft. However, at the time of writing, 
the pace of the downward trend in pricing seems to have slowed. The market is 
now offering single and not double-digit reductions. The third quarter results from 
underwriters showed a narrowing of margins. This is despite the lack of a major US 
hurricane, which has historically been associated with the largest impact on margins. 
New exposures from New Zealand, Australia, Thailand and Japan have raised 
awareness of underwriters’ global exposure. They will seek to control this in a similar 
way to their control of US exposures to earthquake and windstorm.

GloBAl loSSES
Marine insurers have continued to be affected by piracy. Although the piracy problems 
off the coast of Somalia are not new, it seems that the marine market and especially Cargo 
underwriters are starting to feel the full effects of General Average ransom payments. 
Intriguingly the Marine Hull and Cargo markets have reacted differently to this age-old 
problem. Hull underwriters will charge additional premium for vessels transiting the Gulf 
of Aden, through War risks, whereas Cargo underwriters will not exclude this coverage, as it 
remains standard with All Risks (A) clauses. 

Ransom payments have increased in size year-on-year. The largest ever was seen in  
2011, with the value believed to be USD 11m – and that was just the Cargo  
underwriters’ contribution.

Mining companies will often charter an entire vessel with cargo values up to and exceeding 
USD 250m. The ransom demand for a mining company and their marine insurers following 
a hijacking could end up being large. The contribution from Cargo underwriters for their 
General Average contribution is increased with the reduction in the value of vessels.

However, despite the increase in claims paid in 2011, there has been a reduction in the number 
of vessels being hijacked. Allowing armed guards onto UK-flagged vessels, recently announced 
by UK Prime Minister, David Cameron, seems to be halting the pirates. 

The mining market has been particularly affected by Natural Catastrophe (Nat Cat) losses, 
such as those resulting from the Australian floods at the beginning of 2011. The movement of 
storage risks out of the traditional property markets and into the marine market saw many 
marine covers experience large flooding losses. The lower deductibles seen in the marine 
market meant that clients saw their contribution to these losses reduced, enabling better cash 
flow to get their business fully operational once again.

The Tohoku earthquake in Japan also led to many marine-related losses, especially in the 
manufacturing areas of Northern Japan. Many clients saw their supply chain affected on a 
truly global scale. 

 

MArINE
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This same impact was seen by the floods that affected Thailand in 
November 2011, with manufacturers shutting factories in Thailand due 
to the affects of flooding.

Losses emanating from hurricane season in the US did not affect 
underwriters in the same way as in previous years, such as in 2005. 
This meant that the market stabilised for insurance buyers in the 
second half of 2011 and looks very different from the knife edge on 
which it rested in May.

The table below shows the top-ten reported incidents in the past 12 
months to Lloyd’s of London claims agency, Xchanging. The list does 
not include piracy-related claims, and Nat Cat events.
 

loSS dEScrIPtIon locAtIon AMount (uSd)

Military radar equipment in containers missing/
possibly damaged

NORTH AFRICA 140,000,000

Misappropriation of 140,000 MT soybeans INdONESIA 93,000,000

Satellite damage. Failure of crane hydraset, resulted 
in satellite being sprayed with hydraulic fluid during 
acoustic testing

USA 15,300,000

Alleged substitution of 5 containerised shipments 
of copper cathode with rocks, in transit

TANZANIA 12,000,000

Theft of trailer of pharmaceuticals QUEBEC 10,980,000

Contamination of feedstock (heating oil) in storage 
with PCB’s

USA 8,500,000

Fire in tobacco storage/processing warehouse ZAMBIA, AFRICA 6,100,000

Fire in warehouse destroying aviation spares/parts ITALY 5,500,000

damage to Steel coils due to collision between 
carrying vessels, GA declared

CHINA 5,500,000

Loss of het a1 fuel NORTH EUROPE 5,000,000

Source: Figures provided by the Joint Cargo Committee on 1 August 2011 - V Risks Code: Figures 

Rounded Losses above do not include claims for GA and Piracy related claims.

Mining losses do not feature heavily in the top-ten, unlike in previous 
years. This shows a good year for attritional losses for mining clients 
and their Cargo insurances. 

tHE MArInE InSurAncE MArKEt
The losses have started to reduce underwriter margins in 2011. 
However, the rise in ore prices and the price of final manufactured 
goods, such as steel, has led to increased premiums, and sometimes 
large premium adjustments, as clients find their yearly predictions 
shattered due to these price rises. Limits have also seen an increase, 
and as underwriter offer more capacity for risk transfer, this often 
requires more premium spend.

The high commodity prices have seen mining 
companies invest in infrastructure – building 
new plants and expanding existing mines 
leading to an increase in Marine Project Cargo 
risks. This investment in infrastructure is 
particularly prominent in Africa. There is 
investment from Asia, notably China and 
India, in plants, mines and even ports and 
terminals. Africa presents new challenges for 
underwriters, as the infrastructure does not 
currently allow for the traditional methods 
of shipments. The new techniques require 
stringent risk management, especially with 
Project Cargo, to maintain loss-free 
shipments, and successful completion of 
project on schedule. 

The never-ending fight to grow underwriting 
books continued in 2011, with accounts 
with good records still attracting premium 
reductions at renewal, especially in the second 
half of the year. The global market continued 
to push prices downwards. Many new 
underwriters in London, Singapore and the US 
are still attempting to develop a sustainable 
book of business, and will often seek to offer 
significant reductions to gain new, well-run 
accounts. This means there is no lack of supply 
in the market. The continual merry-go round of 
people also means there is healthy competition.

Major losses from events such as piracy, 
floods, earthquake and hurricanes have kept 
underwriting standards and claims service 
high. However, the overcapacity in the global 
market continues to drive down prices on 
well-managed accounts. While there is little 
sign of change for 2012, adverse losses and 
reduced margins may force a change in 
underwriter focus.

MArINE
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" mining losses do not feature heavily in the top-ten, unlike 
in previous years. this shows a good year for attritional 
losses for mining clients and their cargo insurances."



" the outlook for 2012 may be similar to 2011, but with a 
fragile world economy it is difficult to forecast.”



SPECIE

The Specie Insurance Market (the name given to valuable or precious minerals, 
including cash and securities, by insurers) saw increased growth in the value of 
precious commodities, such as gold, diamonds and platinum. Gold reached a record 
price in excess of USD 1,900 per oz., up from USD 1,420 at the beginning of 2011.

Increasing demand for diamonds continues to come from China and India in the main 
(Brazil and Russia as well), with the high-end luxury sector still obtaining impressive results, 
notwithstanding the adverse world economy. 

The outlook for 2012 may be similar to 2011, but with a fragile world economy it is difficult  
to forecast.

SPEcIE InSurAncE MArKEt lASt 12 MontHS And outlooK for 2012 
The specie insurance market has remained flat in terms of premiums charged. This has 
been brought about by positive underwriting results, and over-capacity due to new Lloyd’s 
syndicates writing this business in addition to European markets. Many insurers cannot give 
significant reductions on existing renewals but can often be more competitive when quoting 
new business. 

The main amendment to the standard market wording, applicable to all specie  insurance 
contracts, has been the addition of the Sanctions Clause (US and EU directive). This can limit 
the cover in certain territories depending on the nature of the sanctions involved. 

In 2012 the specie insurance market is likely to see a possible hardening of rates as Natural 
Catastrophe claims that occurred during 2011 in the property insurance sector work their way 
through the insurance market. This may lead to increases in the treaty reinsurance market. 
Increased treaty reinsurance rates normally result in the direct market increasing their 
premiums to pay for these higher costs. 

clAIMS
In 2011 there has been a lower frequency of claims, but an increase in their severity. These 
have mostly occurred in the Armoured Car/Cash in Transit sector. Robberies involving 
significant values have been well planned and targeted at premises rather than while the goods 
are in transit. The majority of these losses were seen in the USA, Europe and South America.
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" during 2011 we have seen a number of kidnap-for-ransom 
incidents reported in the world media involving 
employees from mining and exploration companies.”



 

MInInG MArKEt rEVIEW
The nature of mining and exploration often requires that employees be located in remote and 
hazardous regions of the world. With the continued increase in demand for commodities this 
situation is unlikely to change. 2011 saw a number of Kidnap & Ransom (K&R) incidents reported 
in the world media involving employees from mining and exploration companies. Those working 
in extractive industries are considered targets not just because of the remote locations of work 
sites but also due to resentment from local communities at perceived profiteering at the expense 
of indigenous people. This risk is compounded by a perception of wealth for those connected to 
large companies operating in this sector and the value of the product in which they deal.

KIdnAP And rAnSoM MArKEt oVErVIEW

InSurEr cAPAcItY

Chartis USd 50M

Chubb USd 25M

Hiscox USd 50M

HCC Specialty USd 30M

Travelers USd 25M

Aspen USd 25M

Hardy USd 25M

QBE USd 25M

The K&R market remains largely stable but continues to be exposed to piracy in Somalia. 
Similarly, the considerable amount of travel to, and operations in, any of the top 20 kidnap 
hotspots continues to significantly influence underwriters’ rating scales. 

The most noteworthy event to affect the K&R market in 2011 was the Arab Spring, as the wave 
of political evacuations from various North African and Middle Eastern states led to a large 
number of claims (emergency political evacuation is an extension available under a K&R 
policy). Hardy and Aspen are the newest entrants to the market, and while Hiscox continues to 
dominate. Aspen, Travelers and Chartis are the key players in the area of piracy. 

SPECIAl 
CONTINGENCY

rISKS
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contentious regions
toP 20 countrIES In ABSolutE tErMS BY nuMBErS of KIdnAPS
(Source: Control Risks as at 13 October 2011)

Latin America continues to be the area of most activity, although the number occurring here as a percentage of the 
worldwide total has reduced. Asia and the Pacific region have seen the largest percentage increase in kidnap-for-
ransom. The number of kidnappings in Pakistan and India continues to increase while the Philippines has moved 
up into the top 10. The problem in Nigeria has spread beyond the Niger Delta to encompass Abuja and Lagos. 
Militant groups and common criminal gangs are equally likely to carry out kidnap-for-ransom.

SPECIAl CONTINGENCY rISKS 
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1. nIGErIA 11. BrAZIl

2. PAKIStAn 12. GuAtEMAlA

3. MEXIco 13. turKEY

4. AfGHAnIStAn 14. KEnYA = MAlAYSIA

5. VEnEZuElA = IndIA 16. YEMEn

7. PHIlIPPInES 17. ArGEntInA =nEPAl

8. IrAq 19. SudAn

9. HondurAS 20. cHInA

10. coloMBIA



SPECIAl CONTINGENCY rISKS 

1) nIGErIA 
In Nigeria kidnap is usually undertaken for political and financial 
reasons by militant groups and criminal gangs that were responsible 
for 97% of abductions recorded in 2010. The majority of Nigeria’s 
kidnaps-for-ransom take place in the Niger Delta region, although 
kidnapping is also a major problem in most major urban areas, 
especially Port Harcourt (Rivers state), Benin City (Edo state) and 
Warri (Delta state). The cities including Aba (Abia state), Warri and 
Asaba (Delta state), Uyo (Akwa Ibom state) and Owerri (Imo state), 
and the roads which link these major cities are known kidnapping 
hotspots, since many gangs operate in rural locations, targeting 
wealthy-looking drivers.

2) PAKIStAn 
Since 2006 Pakistan has witnessed an explosion in the number of 
recorded kidnaps-for-ransom due to the widespread insecurity and 
political uncertainty which, combined with struggling law enforcement 
authorities, has created favourable conditions for crime to prosper. 

Kidnaps are perpetrated by criminal gangs and Islamist militant 
groups in Pakistan for both financial and political gain and affect all 
levels of Pakistani society. 

Although the crime is geographically widespread, areas of extreme risk 
are Khyber Pakhtunkhwa province, north-west Baluchistan province, 
and the Federally Administered Tribal Areas (FATA). 

3) MEXIco 
For several years Mexico has been a kidnapping hotspot. Most 
kidnappers in Mexico belong to criminal gangs, especially drug 
cartels, which concentrate their activity in urban areas and carry out 
kidnaps-for-ransom for financial gain. The significant levels of police 
corruption in Mexico have enabled the drug cartels to operate with 
impunity, which has facilitated a rise in kidnaps-for-ransom. 

The high risk areas are Chihuahua, Michoacán, Coahuila, Baja 
California Norte, Durango and Federal District. Increasingly the 
targets of kidnap are people from middle- and low-income families, 
including children and owners of small businesses, rather than the 
wealthy local business personnel traditionally taken. 

Although police corruption has left many reluctant to report kidnaps, 
it is estimated that around 10,000 kidnaps took place in 2010. 

 

4) AfGHAnIStAn 
The majority of recorded kidnaps-for-
ransom in Afghanistan in recent years have 
been attributed to Islamist militant groups. 
The remaining incidents have been carried 
out by criminals who conduct attacks for 
financial gain.

Kidnap and ransom became a major security 
issue in Afghanistan following the resurrection 
of Taliban activity in 2006 and 2007, when 
the military gains achieved by coalition forces 
were overshadowed by sustained insurgency 
and lawlessness. A lack of law enforcement, 
weaknesses in the capacity of local security 
forces, shortcomings of international military 
operations and the existence of secure safe 
havens in Pakistan have enabled the strength of 
kidnapping groups to grow, with the number of 
kidnaps-for-ransom rising by 33% in the first 
half of 2011. 

5) IndIA 
 India has consistently ranked among the top-
ten countries for kidnap in recent years. This 
is primarily due to widespread crime fuelled by 
vast income disparities, high levels of poverty, 
ethnic and political tensions, and the ill-
equipped and over-stretched police force. 

Most kidnaps-for-ransom in India are 
perpetrated by organised or opportunistic 
criminals for financial gain. However, 
separatist groups seeking autonomy along 
ethno-linguistic lines, particularly in the 
country’s north-east, are also known to have 
resorted to the crime.

The targets for kidnap are usually local 
traders, business people and their dependents. 
However, individuals working in the mining 
industry, particularly the mine owners, 
have been targeted. A number of abductions 
have occurred along the border between 
Orissa and Jharkand, including a few high-
profile incidents. Similarly, cases involving 
oil industry employees have also been 
documented in Assam.

InforMAtIon rEGArdInG KIdnAP And rAnSoM In A SElEctIon of contEntIouS rEGIonS: 
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SPECIAl CONTINGENCY rISKS 

6) VEnEZuElA 
Venezuela has been a noted kidnapping hotspot for a number of years. 
This is largely due to the country’s high unemployment and poverty 
levels, and President Hugo Chávez’s apparent neglect of the problem. 
His failure to implement a coherent security strategy has led to an 
increase in Colombian guerrilla incursions into the border states. 
However, last year saw a noted improvement in the security situation, 
as the central government created specialised anti-kidnapping units 
in the metropolitan area of the capital, Caracas, as well as Zulia state. 
Similarly, there has been an improvement in relations between 
Venezuela and Colombia, as the former Colombian president, Alvaro 
Uribe, who once accused Venezuela of allowing FARC to operate 
from within the country, was replaced by Juan Manuel Santos in 
August 2010. 

Nevertheless, the numbers do continue to rise and the Venezuelan 
judicial police (CICPC) stated on 4 April 2011 that it had registered 
750 kidnaps for ransom in 2010, a figure 17% greater than that 
registered in 2009.

The largest group to be targeted in Venezuela is dependents. 
Kidnappers see them as lucrative targets because of the emotional 
pressure placed on the head of the family to arrange a speedy ransom 
payment and guarantee the release of the victim. Business people 
are also a key target, as they are able to use their social and business 
networks to gather large sums of money with relative ease and 
can settle quickly. However, foreign nationals visiting Venezuela 
on business or as tourists are not immune to the crime and are 
particularly vulnerable to short-term (express) kidnaps. 

7) PHIlIPPInES 
Kidnaps-for-ransom continue to pose a 
significant security risk in the Philippines 
in 2011. Although criminal kidnapping is 
geographically widespread, the highest risk 
of kidnap can be found on the southern island 
of Mindanao, where militant groups use 
kidnapping as a tool for political and financial 
gain. In 2010, approximately 79% of all kidnaps 
in the Philippines occurred in Mindanao. 
The victims of kidnap and ransom are 
predominantly local nationals, namely 
company employees and business people. 
Family dependents, professionals, members 
of the security forces and aid, government and 
religious workers were also affected. A high 
proportion of victims are Filipino-Chinese, 
an ethnic group with significant economic 
interests in the country and considered soft 
targets because of their reluctance to report 
abductions to the police, given the potential 
for official involvement in the crime. Similarly, 
Filipino-Indians are commonly targeted, often 
by ethnic Indian kidnappers.
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8) IrAq
Prior to the end of the US-led operations in April 2003, kidnapping-
for-ransom was rarely reported in Iraq. Nevertheless, the security 
vacuum left in the wake of the invasion, combined with the resentment 
and opposition to the continued occupation by the foreign forces, 
led kidnapping-for-ransom to become a common tactic for several 
militant and criminal groups. 

Between 2004 and 2007, when the majority of incidents involving 
foreign victims occurred, a significant number of high-profile 
kidnappings took place in the Sunni triangle, predominantly 
between Baghdad and Ramadi. A number of abductions also occurred 
to the south of Baghdad on the motorway linking the towns of 
Iskandariya (Babil province), Mahmudiya (Babil province) and Latifiya 
(Babil province). 

Since 2007 fewer incidents involving foreign victims have been 
reported. Similarly, there has been a noted overall decrease in kidnaps-
for-ransom due to a number of factors including the 2007 US troop 
surge, the growth of the Iraqi Army, a change in the allegiance of 
groups previously hostile to coalition forces, and diminishing support 
for groups that target Iraqi civilians. Kidnaps-for-ransom does remain 
an issue in Iraq, although they are increasingly motivated by financial 
gain rather than political or revenge-seeking motives. 

9) HondurAS 
Kidnapping has traditionally been a problem in 
Honduras. Despite a steady decline following 
the crackdown on crime by former president 
Ricardo Maduro’s (2002-06) government, 
there was a sharp increase in 2007. This was 
blamed on the re-grouping of kidnapping 
gangs, the formation of new gangs made up 
of unskilled workers, and the escape of a 
number of gang leaders from prison. Similarly, 
the former president was blamed for failing 
to crackdown on organised crime, youth 
gangs and drug trafficking and reneged on a 
promise to increase numbers of police officers. 
Substantial increases in kidnapping were 
also recorded in 2008 and 2009, with a slight 
decrease in 2010. 

The majority of kidnaps occur in the capital 
Tegucigalpa (Francisco Morazán department) 
and in the second largest city San Pedro Sula 
(Cortés department) and its suburbs in Valle 
de Sula. Kidnaps have also been registered 
in Comayagua, Atlántida, Copán, Choluteca, 
Ocotepeque and Yoro departments. The vast 
majority of kidnappers in Honduras belong to 
criminal gangs that are motivated by financial 
gain. The main kidnap victims of such gangs 
are local wealthy business personnel and 
their dependents. However foreign nationals, 
predominantly from Latin America, and high-
profile political figures and executives have 
also been targeted. 

SPECIAl CONTINGENCY rISKS 



SPECIAl CONTINGENCY rISKS 

10) coloMBIA 
Security conditions improved significantly under President Juan 
Manuel Santos’ tenure as defence minister in former president 
Álvaro Uribe’s (2002-10) administration. He effectively relegated 
leftist guerrillas such as the Revolutionary Armed Forces of Colombia 
(FARC) into the more remote areas of the countryside. Clear evidence 
of the success of such a policy is that Colombia now features in the 
lower half of the top 10 kidnapping countries in the world. 

However, despite improvements, kidnap remains a major security 
issue. The majority of victims are locals, especially employees in 
the extractive sector, whose project sites tend to be located in more 
remote areas of the country, or wealthy ranchers, who are perceived 
to be able to afford larger amounts of money. However, employees 
of multinational companies are also targeted, as they are viewed 
as valuable victims. The FARC has stressed that companies and 
individuals in Colombia, irrespective of their nationality, remain at 
risk of kidnapping. The rationale for attacking foreigners as well as 
others is to fund their armed struggle against the state by charging a 
‘co-operation tax’ in the form of a ransom, and to attract international 
attention. Foreign nationals are also at risk from kidnap as other 
common criminals may perceive them as lucrative sources of  
ransom money. 

11) BrAZIl 
Kidnaps-for-ransom remains a key problem  
in Brazil. This is largely due to the poorly-
funded security forces, where the lack of 
quality equipment available to officers 
combined with low wages has led many to 
cooperate with criminal gangs to supplement 
their incomes. Furthermore, the country’s 
justice system is inefficient and the penal 
system is unable to control imprisoned gang 
members who are able to control their gangs 
using mobile telephones. 

In the 1990s, the capital Rio de Janeiro was 
the country’s center of kidnaps-for-ransom. 
However, crime gradually shifted to São Paulo 
and in particular the city of São Paulo, the 
country’s financial centre, which remains the 
country’s hotspot. The Brazilian government 
has recently taken steps to combat crime in 
the main cities through the deployment of 
the armed forces. The outcome of this policy 
remains to be seen. 

Nowadays, the vast majority of kidnap victims 
are middle-class locals such as students, 
shopkeepers and business people. This breaks 
with the tradition of targeting wealthy, high-
profile Brazilians, who have progressively 
adopted additional security measures to avoid 
kidnap. Such measures include armored, 
low-profile vehicles rather than the use of 
luxury cars and relocating to secure, gated 
condominium complexes. High-profile targets 
have also been known to place computer chips 
connected to a Global Positioning System in 
their shoes, on bracelets or even implanted 
in their bodies so they could be found if 
kidnapped, and often vary their routes between 
home and work to make planning abductions  
more difficult. 

While kidnappers do not traditionally target 
foreign nationals, some have been abducted. 
The most recent examples included Nigerian 
and Paraguayan citizens. 
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rISK rEductIon, rISK trAnSfEr And rISK MItIGAtIon
In order to ensure that a company is adequately protecting its employees, minimising the threat of kidnap of employees 
cannot be done through risk transfer (i.e. insurance) alone. A comprehensive, integrated and holistic approach to 
understanding kidnap exposure, risk reduction, risk transfer and risk mitigation will enable a company to meet its duty of 
care towards employees.

SPECIAl CONTINGENCY rISKS 

(Source: Control Risks)

Freed - 49%

Rescued - 37%

Death - 9%

Escaped - 5%

KIDNAP OUTCOMES UNINSURED
You assume financial and emotional Consequences.

KIDNAP OUTCOMES INSURED
Seek expert advice to proactively address the risk and 
mitigate the impact.

Freed - 95%

Other - 4%

Death - 1%

RISk TRANSFER LOSS MITIGATIONRISk REdUCTIONRISk ASSESSMENT
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" operating in often remote environments increases 
the risk of accident, contracting disease or a medical 
condition, all of which require comprehensive and 
often immediate attention.”
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ACCIdENT 
ANd HEAlTH

tHE cHAllEnGES
Mining companies traditionally operate in demanding geographical environments, placing a 
focus on complex risk management strategies such as due diligence, contingency planning  
and adherence to international health and safety standards. Often due diligence and health 
and safety procedures have been inextricably linked to a company’s most essential asset;  
its workforce. 

Operating in often remote and complex environments usually increases the risk of accident or 
contracting disease or a medical condition. These require comprehensive and often immediate 
attention. More recently this has been complicated by the need for solutions that address both 
security issues and threats to the workforce.  If mismanaged, these can easily affect a client’s 
operational ability and its reputation.

To support a successful risk management strategy, companies have traditionally turned to 
insurance for comprehensive personal accident and medical expense risk solutions. Many 
workforces have come to expect this as part of their employment contract. 

trAdItIonAl rESPonSE
The insurance community has responded with bespoke insurance solutions that cover Personal 
Accident, Illness, Life and Emergency Medical/Evacuation and Repatriation. 

Bespoke Personal Accident insurance solutions generally operate on a worldwide basis, 
including high-risk territories, providing benefits with varying sums insured to reflect 
employees type of work, career and remuneration levels. Benefits are paid on a lump-sum 
basis (either fixed amount or multiple of salary) and include Accidental Death, Permanent 
Total Disablement, Loss of (Function of ) Limbs and Permanent Disablement in accordance 
with a Scale of Compensation. Specific benefits have been extended to cover Permanent Total 
Disablement and Death as a result of illness. Cover generally operates on a 24-hour basis either 
during the course of their deployment, or on a global basis including business or holiday travel.

A key requirement for all Personal Accident insurance is the access to Emergency Medical 
Expenses cover, combined with Medical Evacuation and Repatriation services. These are 
provided by certified Emergency Medical Assistance companies that have access to international 
networks of transportation companies, hospitals and medical consultants. This benefit insures 
all medical and evacuation/repatriation expenses incurred by an insured person outside their 
home country as a result of an accident and illness. Policies have successfully covered emergency 
cases worldwide, including remote areas and war zones in sub-Saharan Africa, Iraq, Afghanistan 
and offshore in the Persian Gulf. 
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ACCIdENT ANd HEAlTH 

Owing to their bespoke and specialist nature, Personal Accident 
products generally provide cover for:

•	 locally-recruited	staff
•	 war	and	terrorism	perils
•	 tropical	diseases	
•	 repatriation	of	mortal	remains	including	funeral	expenses
•	 emergency	political	evacuation	and	repatriation.

MArKEt oVErVIEW
The last two years have witnessed more insurers offering Personal 
Accident cover, especially in Lloyd’s, resulting in a competitive  
pricing environment.

Markets continue to offer worldwide cover but the international 
sanctions regimes of the United Nations, the European Union and  
the United States are increasingly restricting placements into  
affected territories, especially placements with an Iranian or North 
Korean exposure. 

PREVENT
Pre-incident Risk Management

INSURE
Personal Accident &
 Medical Expenses 

Insurance

RESPOND
Emergency Crisis

Management

" increasingly mining companies are facing security risks. 
these range from an explicit threat made to an employee 
to the impact of terrorist attacks, sabotage or natural 
disasters in an area where their operations are located.”
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" 2011 has seen a number of incidents of political unrest 
across the globe, with notable uprising across the 
middle east north africa (mena) region.”



TErrOrISM 
ANd POlICITAl 

VIOlENCE

2010 saw continued rate reductions within the Terrorism and Political Violence 
(PV) market. However, following a number of catastrophe losses in early 2011, 
most markets ceased to offer reductions due to increased reinsurance costs and the 
need to maximise capital investments. Additionally through 2011 there have been 
significantly increased levels of activity globally, so rates have tended to either stay 
flat or increase in the higher risk territories.

2011 has seen a number of incidents of political unrest across the globe, with notable uprising 
across the Middle East/North Africa (MENA) region. This period of unrest, which commenced 
in early February, demonstrates how quickly the Terrorism and PV market can change. The 
world saw politically motivated violence spread rapidly across neighbouring Arab countries 
with the most high profile uprisings taking place in Algeria, Morocco, Egypt, Bahrain, Syria and 
Libya. There were also incidents in a number of other countries around the world including 
Nigeria, Pakistan, India and Northern Ireland, some of which were insured in the London 
Political Violence market.

With some losses for Riots, Strikes and Civil Commotion having been covered by the general 
property insurer, rather than specialist London markets, there is a possibility that some 
general property insurers will extend the War & Terrorism exclusion in property policies to 
also exclude Riots Strikes and Civil Commotion. This is something that the specialist London 
and overseas markets can cover.

Available Terrorism capacity has also remained static through 2011. Commercial Terrorism 
capacity in the standalone market is currently estimated at USD 1.75bn. However, PV capacity 
is more restricted compared to previous years, particularly in the regions/countries that have 
experienced political unrest. Insurers are also re-evaluating the way in which they allocate 
War Aggregate. This is currently restricted to a country aggregate rather than location, which 
impacts on the available War capacity. Underwriters have consistently demanded higher 
premiums this year in exchange for the more limited aggregate available. 

While the core of the terrorism market remains focused on Property Damage and Business 
Interruption coverage, clients remain interested in Terrorism Third Party Liability and 
Employers’ Liability products, in excess of that offered by the general liability insurers.
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TErrOrISM ANd POlITICAl VIOlENCE

tErrorISM And PolItIcAl VIolEncE In tHE MInInG SEctor
2011 has seen a spread of incidents internationally within the mining 
sector. The root causes generally stem from:

-  conflicts between opposing rebel groups
-  labour strikes against low pay and benefits
-  local opposition to general mining operations  

(environmental or otherwise). 

Geographically, some of the regions which have shown notable  
activity include:

Peru: The anti-mining protests this year highlight the continued 
operational threat posed by anti-mining activism to companies 
operating in Peru. For example, in July this year, the Shougang Hierro 
mining company declared force majeure on deliveries after workers at 
its iron-ore mine in the southern department of Ica began an indefinite 
strike. This strike reflects the persistent potential for labour unrest 
in Peru, particularly within the extractive sector. Protests fuelled by 
concerns over pay, safety and environmental issues have continued 
for over a decade with two large scale strikes last year. A number of 
recent high-profile attacks by the Shining Path rebels demonstrate a 
continued threat to Peruvian mining operations.

India: In April Leftist insurgents, the Naxalites, attacked a delegation 
of officials from Reliance Power in the Chatra district of Jharkland 
state. Although this sort of attack is quite rare, the attack is a stark 
reminder of the real security threat posed by insurgents on foreign 
mining companies operating in India.
 
Chile: In June subcontracted workers at Codelco’s El Teniente staged 
violent strikes over several weeks.

Bolivia: Local communities regularly demonstrate against key mining, 
infrastructure and energy projects over environmental damage, 
demand for jobs, concession rights and participation in revenues. 
For example in July, Bolivian indigenous groups protested against 
the construction of a USD 415m road undertaken by Brazil’s OAS to 
connect the provinces of Cochabamba and Beni. 

Ghana: In August armed illegal miners 
operating around gold mines in the south 
of the country posed increased threat to 
company assets and staff. Theft and sabotage 
have caused significant damage at AngloGold 
Ashanti’s Obusai Mine since the beginning  
of 2008. 

Indonesia: Union leaders at a gold and 
copper mine in Papua province led workers 
on a strike, as the mining company refused 
to meet demands for pay increases. Striking 
in Indonesia has increased in frequency and 
severity. In October a worker was reportedly 
shot dead and eight others were injured when 
approximately 3,000 workers clashed with 
police outside the mine site. 

cASE StudY
Indonesia’s Grasberg mine is the world’s 
largest gold mine and third-largest copper 
mine, accounting for 3.4% of world output. 
A July strike at the mine lasted eight days, 
leading to a loss of 15.9 tons of copper output. 
Based on 2010 output at Grasberg and losses 
during the previous July stoppage, a two-
month stoppage would amount to around 
90,000 tons of lost output. The protests’ 
escalation into violence reduces prospects 
for a speedy settlement of the pay dispute. 
A significantly protracted strike at Grasberg 
would be likely to place upward pressure on 
global copper prices.
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" clients remain 
interested in 
terrorism third 
party liability 
and employers’ 
liability products."



"  the words ‘political risk’ are rolling off the tongues of 
mining executives and lenders with ever more frequency, 
and companies need to conduct a comprehensive 
assessment of their political risk and take steps to 
adequately mitigate these risks.”



IntroductIon And tHE rISE of rESourcE nAtIonAlISM
The mining industry, and more specifically in emerging markets, is arguably the most 
susceptible industry to political risks due to its importance to host economies. Mining projects 
can represent significant percentages of GDP and, as a result, projects can become flash points 
for nationalist debate. This has the potential to trigger changes in government policy, which 
can lead to expropriations, licence cancellations and contract ‘reviews’.

Given the continuing demand for minerals and metals, there are vast opportunities for 
investors in this sector. However, there are real and inherent risks, not least because 
of their location in parts of the world that have precarious political or socio-economic 
environments. Emerging markets are often characterised by weak macro-economic 
frameworks and inadequate legal and regulatory regimes. In relatively poor yet resource-
rich countries, disparities between poverty and growing income fuel civil disturbances and 
conflict. Furthermore, tensions can develop between central and/or local governments and 
international companies over the distribution of royalties and taxes from mining projects. Any 
perceived or real failure to properly address social and environmental concerns can exacerbate 
tensions within local communities, damaging the reputation of project sponsors and lenders.

Given its contribution to a country’s GDP, the mining sector represents a significant source of 
employment and revenue. Evidently, this can lead to a host government seeking to re-negotiate 
concession agreements, ranging from a simple review of their mining agreements to an 
outright expropriation. 

While most companies have the ability to assess and manage technical and commercial risks, 
many cannot adequately predict or deal with political risks. Furthermore, for those lending or 
seeking capital, the commercial viability of mining projects can often hinge on the ability of the 
investors to mitigate such political risks.

With commodity prices expected to remain relatively robust, mining companies increasingly 
see their future inextricably linked to ‘frontier’ regions, such as Africa, Eastern Europe,  
Latin America and Southeast Asia. As a result, the words ‘political risk’ are rolling off the 
tongues of mining executives and lenders with ever more frequency. Companies need to 
conduct a comprehensive assessment of their political risks and identify steps to adequately 
mitigate them.

 

POlITICAl 
rISKS
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SoME rEcEnt MInInG PolItIcAl rISK IncIdEntS:

MonGolIA
Following high copper and gold prices in 2006, the government hastily 
passed a windfall profits tax. This was designed to allow the state to 
benefit from high prices, but instead set the stage for acrimonious 
negotiations with the Oyu Tolgoi project developer, Ivanhoe Mines Ltd 
of Canada. 

Fears that the Mongolian state would lose out on the benefits from 
the USD 4bn Oyu Tolgoi project led the government to pass a law 
requiring the state take a 34% stake in any mine explored without 
government funding, and a 50% stake in any mine explored with 
government funding. Subsequent debates threw investors into a state 
of uncertainty, and led to the freezing of projects during the peak of 
the commodity boom. Ivanhoe and their partner Rio Tinto have since 
reached an agreement with the Mongolian government. The new 
deal allows the government to take a flat 34% stake in Oyu Tolgoi and 
other mines. It can raise that share by 50% after 30 years once the 
two miners have recouped their initial investment of USD 4bn. This 
change in political priorities, however, only came about following the 
election of the Mongolian People’s Revolutionary Party, which placed 
a higher priority on developing Mongolia’s mineral resources and re-
opening negotiations with Ivanhoe and Rio Tinto. 

ZAMBIA
In Zambia tax issues have arisen. In the face of opposition from 
mining companies who argued that such a tax would prohibit further 
foreign direct investment, the Zambian government promised not to 
reintroduce the windfall tax. However, Zambians still feel that they are 
not benefiting from their ‘birth rights’ and changes to the tax regime 
could still occur. The election of Michael Sata in September 2011 has 
reintroduced an element of instability, especially concerning mining, 
Chinese investment and foreign ownership of companies.

ZIMBABWE 
Zimbabwe has passed a law requiring foreign companies operating 
in the country to divest to a level where 51% of shares are held by 
indigenous nationals or Zimbabwean companies. This has caused 
confusion for traders, especially in the tobacco industry, where there 
has been dispute over whether Chinese holdings in foreign  
companies count as indigenous stakes or not. As mentioned earlier, 
this is an example of a perceived grievance against old colonial or 
western companies.

KYrGYZStAn
Expropriation of Oxus Gold’s stake in the Jorooy Gold Mine resulted 
in the forced sale of their shareholding of Kazakh Gold.

POlITICAl rISKS

A number of factors have caused this rise in 
resource nationalism, such as:

-  populism and nationalism as seen in South 
Africa and Venezuela

-  the knock-on effect on neighbouring 
countries, for example Bolivia and Ecuador 
in respect of Venezuela, or in the case of 
Russia with Georgia and the Ukraine

-  increasing raw material prices fuelled by 
Chinese and other Asian demand

-  a resentment of western, and particularly 
US, influence

-  a rise in further investment, such 
as Chinese

-  a resentment of Chinese influence.

rISKS tHAt MInInG coMPAnIES fAcE
National governments are no longer the only 
source of political risks in mining projects. 
Such risks also stem from local governments, 
local and international NGOs, community 
groups, local competitors and other groups. 

One recent development is that, rather than 
outright confiscation of assets, investors are 
more likely to witness a more indirect and 
insidious form of government intervention 
known as ‘creeping expropriation’. This 
refers to state conduct that substantially 
deprives a foreign investor of the use or 
benefit of their investments, even though the 
formal legal title may continue to vest with 
the investor. Such expropriation could take 
the form of the imposition of a punitive tax 
regime that is applied selectively against the 
foreign enterprise, but is not applied to local 
companies. Indeed, the application of taxes 
and royalties in the mining sector has become 
a major issue for companies.

As long as financial problems continue, the risk 
of political interference in mining assets will 
also continue. However, while these problems 
are pandemic, the lack of a legal framework 
often makes the risks far more endemic in 
emerging markets.
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cHIlE

Over the last few years, Chilean mining 
companies have been hit by a series of strikes 
resulting in lengthy disputes and financial 
losses. The strikes were called because the 
workers did not feel that they were sharing in 
the high profits made by the companies on the 
back of record copper prices.

tAnZAnIA
In April 2010 the Tanzanian parliament passed 
a mining law increasing the rate of royalties 
paid on metals and minerals from 3% to 4%. 
Furthermore, the law requires the government 
to own a stake in future mining projects. The 
government has said the reforms are aimed 
at ensuring the country benefits from a better 
share of its resources. However, mining 
companies have rejected the law, saying that it 
would further erode investor confidence.

PolItIcAl rISK InSurAncE for 
MInInG ProJEctS
Political Risk insurance is available to 
contractors, investors, lenders and others, 
and can be used as an effective tool to mitigate 
many of the risks inherent in mining projects.

confIScAtIon, EXProPrIAtIon 
And nAtIonAlISAtIon (IncludInG 
lIcEncE cAncEllAtIon)
Confiscation, Expropriation and 
Nationalisation (CEN) insurance forms the 
central pillar of cover. It offers protection 
against the actions of a foreign government 
that could deprive the project sponsor of: 

-  its ownership or equity in the
project company

-  its right to extract the resources, remove the 
extracted materials, or use its equipment to 
operate the project facilities. 

" national governments 
are no longer the only 
source of political risks 
in mining projects."

 



POlITICAl rISKS

These can include cancellation or termination of any concession 
or operating agreement provided to the project company, forced 
abandonment of the project, selective discrimination by the host 
government as well as forced divestiture of the project assets. Cover  
for creeping expropriation can also be considered.

EMBArGo
Cover can be obtained to protect the project company from the 
introduction of any law, order or decree, including the cancellation 
or non-renewal of any valid import, export, or transit licence, which 
prevents or delays the import or export of goods and services into 
or out of the host country. This is particularly relevant to recovered 
commodities that are to be exported for overseas refining or sale.

PolItIcAl VIolEncE
Political Violence protects against losses resulting from damage or 
destruction of project assets due to events such as War, Civil War, 
Riots, Strikes, Civil Commotion, Sabotage, Terrorism, Insurrection, 
Rebellion, Revolution, Coup d’Etat or Malicious Damage. It is also 
possible to cover the resultant Business Interruption following a 
physical damage event.

currEncY InconVErtIBIlItY/EXcHAnGE trAnSfEr
Cover can be provided against the inability of the project company 
to convert local currency into freely convertible currency, such as 
US dollars, or the inability to transfer hard currency funds out of the 
host country, for example for the purposes of remitting revenues or 
profits back to the project’s sponsors or to service debt obligations. 
Situations where the project company is unable to make a deposit due 
to a government action can also be covered. A Political Risk policy 
can mitigate the risk of the operator being prevented from remitting 
currency following the cancellation of a permit allowing it to hold 
offshore accounts. 

BrEAcH of contrAct
This covers the breach of specific contracts by host governments, such 
as joint venture/production sharing agreements or off-take contracts, 
where government or state-owned entities are buyers of the resources 
being produced. This may take the form of Arbitration Award Default, 
which can sometimes be extended to include Arbitration Frustration 
or Denial of Justice-type covers. Where sovereign guarantees are 
issued to cover the performance obligations of the off-taker,  
non-honouring of the guarantee can also be provided.
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" resource nationalism largely has negative connotations 
for industry, but in some circumstances the outcome 
of a resource nationalism spurt may be to improve the 
longer-term stability of a project.”



Broadly, we can think of resource nationalism as the phenomenon of sovereigns 
seeking to assert control over and financial or revenue stakes in the extractive process 
by setting or changing contractual terms for foreign resource extraction companies. 
These terms constrain the operation or profit-earnings of the foreign entities, 
sometimes to the point of  exclusion. Taking a comprehensive view that includes the 
political, social, economic and commercial considerations around the issue, we can 
cut through some of the myths and identify the realities of resource nationalism.

MYtHS
MYtH 1. “rESourcE nAtIonAlISM IS onlY found In EMErGInG EconoMIES”
Resource nationalism is largely perceived as an emerging economy phenomenon, with  
African resource-rich countries leading the way in terms of increasing government stakes in 
the extractive process, mainly through tax and royalty regimes.

Nonetheless, resource-rich developed countries (notably the United States, Australia and 
Canada) have increasingly adopted resource nationalist policies that include the blocking of 
Chinese investments and the tightening of fiscal regimes in the extractive sectors. The failure 
of BHP Billiton’s bid for PotashCorp in November 2010 blamed by the company’s chairman, 
Jac Nasser, on a global trend towards “protectionism or nationalism” arguably represents 
an escalation of the politics of resource nationalism in the developed world. Under Canada’s 
Investment Act, the federal government must review and approve certain foreign acquisitions 
of Canadian firms. However, prior to the BHP Billiton bid for PotashCorp, Ottawa had blocked 
just one of over 1,600 foreign acquisitions since the adoption of the Act in 1985.

Some of the apparent underlying reasons for withholding approval for the deal had to do 
with the anticipated revenues from potash in an environment of high commodity prices a 
dynamic that underlies other resource nationalist policies. The decision to block the BHP bid 
also appears to relate to populist resource nationalist rhetoric. Saskatchewan’s centre-right 
premier, Brad Wall, was the most vocal and determined opponent of the transaction, arguing 
that increasing food security concerns had made potash a vital resource, and argued that 
control over this ‘strategic asset’ was crucial for Canada.

In terms of claiming larger stakes, Nevada legislators in the United States approved a 
resolution in June 2011 that could allow them to repeal provisions limiting taxes on mines 
to 5% of the net proceeds of minerals, breaking the tax cap that has been in place since 
Nevada became a state. Mining companies are cooperating by voluntarily giving up some tax 
deductions in an effort to forestall more extreme reforms.

 

rESOurCE 
NATIONAlISM
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There has been a lot of talk about the rise of resource nationalism in 
Australia following significant investment attention from China. While 
the conditions placed on new mining contracts, which are mainly with 
China, suggest that Australia’s ultimate aim is to maintain economic 
liberalism, the underlying risk of renewed political pressure to 
implement resource nationalist measures in Australia, and elsewhere, 
remains strong. 

MYtH 2. “rESourcE nAtIonAlISM = EXProPrIAtIon”
In the 1970s, most large-scale mining investments in the developing 
world were expropriated or nationalised following a commodity 
price surge. Resource nationalism was ideologically driven as newly 
independent countries stressed the need for state control of national 
assets, and the number of expropriations globally peaked at 80 in 
1976. This extreme form of resource nationalism is unlikely to recur. 
Today, with only a few exceptions, a pragmatic approach prevails 
and governments tend to confine themselves to increasing taxes and 
royalties or boosting local empowerment initiatives.  

Resource nationalism is further constrained by the policy-setting 
power of international financial institutions such as the World 
Bank. Even as government ownership shares increase, outright 
nationalisations remain rare.  Africa has a long and painful history 
of failed nationalisations, especially in the extractive sector, which 
have contributed to two decades of lost development. While this does 
not mean that African sovereigns will not seek to negotiate better 

terms for their extractive sectors, this type of 
‘resource nationalism’ is very distinct from 
the revolutionary resource nationalism that 
triggered the expropriations of the past, such 
as Zambia’s nationalisation of its mining sector 
at the end of the 1960s. 

MYtH 3. “BEE And IndIGEnISAtIon MEASurES ArE 
toolS of rESourcE nAtIonAlISM”
Increasing ‘nativisation’ requirements 
reflected in Black Economic Empowerment 
(BEE) policies and indigenisation measures 
are often interpreted as a form of resource 
nationalism. However, such policies can 
have as much to do with ensuring long-term 
structural and societal change – partly aimed at 
redistributing mining sector rents and benefits 
in-country – as claiming a greater stake in 
foreign operations. BEE especially reflects a 
social transformation agenda found mainly in 
countries with historical racial inequalities, 
such as South Africa, Namibia and Zimbabwe.

MYtH 4. “SocIAl dEVEloPMEnt SPEndInG SHIEldS 
fIrMS AGAInSt rESourcE nAtIonAlISt PolIcIES”
In countries that have had a tumultuous or 
controversial history of mineral extraction, 
governments tend to face much domestic 
political pressure to expropriate foreign assets 
and operations. Here, some mining companies 
appear confident that they stand a better 
chance of fair treatment from governments 
thanks to tangible investments in the 
environment and communities surrounding 
their mine sites. The importance of the 
so-called ‘social licence to operate’ varies 
between countries. A sound corporate social 
responsibility strategy can certainly help to 
mitigate the risks of resource nationalism 
by positioning the company as a provider 
of benefits within the host country. But the 
assumption that mining companies will be able 
to avoid increased taxation simply because 
they have established a good relationship with 
local communities is unrealistic.  
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MYtH 5. “It’S All ABout GEttInG A 
BIGGEr SHArE” 
While the current round of resource 
nationalism is largely driven by immediate 
economic interests as governments seek to 
increase their share of profits, several other 
factors can be at work. Bilateral relations, 
diplomatic ambitions and popular sentiment 
are all drivers of resource nationalism 
and will shape policies differently in each 
jurisdiction. Russia’s management of its 
domestic gas industry is a historical illustration 
of a sovereign seeking to exclude foreign 
entities from operating in the country in an 
effort to control regional relations. A more 
extreme example is that of Zimbabwe, where 
contemporary politicians tend to use colonial-
era legacies to justify inroads into claims held 
by foreign firms, including to secure their 
domestic political position.

rEAlItIES
rEAlItY 1. rESourcE nAtIonAlISM cAn  
BE WIn-WIn
Resource nationalism largely has negative 
connotations for industry, but in some 
circumstances the outcome of a resource 
nationalism spurt may be to improve the 
longer-term stability of a project giving 
the state a certain stake in an enterprise 
might be in a firm’s longer-term interests, 
even if it appears ostensibly to undermine 
them. In other words, host governments 
do not necessarily have to be adversaries to 
companies. South Africa is a case in point, 
where government, business and labour 
interaction on the country’s Mining Charter 
provides a framework for communicating  
and managing expectations and gives 
companies a vital degree of predictability 
without leaving governments politically 
compromised with voters.

In a situation like this, it is likely that governments will try to 
expand or establish joint ventures with private/foreign mining 
companies through newly created state mining corporations. The 
detail of such joint ventures could differ significantly, but there 
are already some good examples to look to. There is no set ratio 
or formula for arriving at the best practice to channel resource 
nationalist tendencies away from zero-sum thinking – deals will 
vary according to contract lifetime, type of mineral, bargaining 
positions, and many other factors, so rather than thinking about 
an optimum distribution of production or profits, think about 
optimum deal structures. A good example of this is Namibia’s deal 
in September 2011 with Namibia Rare Earths.

Extractive companies can get ahead of the curve by recognising the 
dilemmas that governments face. Governments and corporations 
often face the same concerns: they are vulnerable to popular 
unrest over pollution, corruption, failure to provide jobs or 
services and so forth. By recognising joint interests, private and 
public sector actors can create shared value instead of a playing a 
zero-sum game where one has to win at the expense of the other. 
Whether this translates to production-sharing agreements or 
explicit resource taxes, companies that work with governments 
may be able to achieve more sustainable and longer-term access  
to resources.



awaiting heading
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rEAlItY 2. rESourcE nAtIonAlISM IS A cYclIcAl PHEnoMEnon
Generally speaking, the countries that are most likely to renegotiate 
their mining contracts are those that signed deals during a time of 
low market prices, particularly during the 1990s, when there was less 
competition and governments were in a weaker position to negotiate. 
Once prices rise and investors are clamouring to expand production 
around the world, as at present, governments are better able to 
increase their share. As such, resource nationalism can be understood 
as a cyclical phenomenon.

The trend of revision of royalty and tax regimes reversing mining-
friendly conditions continues to gain momentum, though there have 
been some signs of moderation. In the longer term, royalty rates can 
be expected to stabilise around the attractiveness of the investment 
environment.  Despite the cyclicality, there has been a step change in 
the bargaining power of governments that firms will have to navigate 
regardless of commodity price cycles.

rEAlItY 3.  rESourcE nAtIonAlISM IS contAGIouS
We are seeing a faster transmission of ideas 
between countries and a degree of copy-
cat behaviour across some resource-rich 
countries. Increasingly, African sovereigns 
cite other African examples as reasons why 
they need to be more assertive; this realisation 
of value is part of resource nationalism, even 
if the “models” leaders seek to borrow from 
elsewhere are normally not appropriate for 
their own countries. For instance, many 
leaders look to Botswana’s 50% stake in 
Debswana as a model they can imitate - but 
such a deal has a very unique history, and 
asking for 50% anywhere else can create 
significant market reaction. The transmission 
of resource nationalism outbursts is dangerous 
for countries, whose leaders may not well 
understand the implications for such deals in 
their own contexts, as well as being dangerous 
for companies. In this context, firms should not 
be reactive but instead can consider working 
with government to explore the range of 
appropriate policy options. 

rESOurCE NATIONAlISM 



rESOurCE NATIONAlISM 

rEAlItY 4. rESourcE nAtIonAlISt rHEtorIc doES not nEcESSArIlY 
trAnSlAtE Into PolItIcAl rEAlItY 
Given the power of the resource nationalism narrative, it is often 
invoked as a political strategy, especially in Africa and Latin America. 
Populist leaders seeking credentials will often rely on calls to 
nationalise mines or greater royalties from foreign extractive firms. 
These demands resonate where local populations feel disadvantaged 
or exploited by globalisation, and serve as powerful means of 
campaigning. In South Africa, the nationalisation debate has been 
used as a political tool to navigate popular feelings that empowerment 
is moving too slowly. However, the vigour of pre-election or populist 
nationalist rhetoric more often than not fades with the economic 
realities of leadership. This can be seen in Peru, where the 
presidential candidate alarmed foreign extractive companies with 
resource nationalist messages but moderated his stance after winning 
the election. This is not purely cynical behaviour, but also results 
quite understandably from the more pragmatic perspective on the 
benefits of retaining foreign investors and companies that comes from 
taking office.

rEAlItY 5.  MorE nAturAl rESourcES 
WIll BEcoME ‘StrAtEGIc’ AS A rESult of 
GloBAl condItIonS
Resource nationalism has traditionally been 
exerted over commodities like oil, minerals 
and other sub-soil materials. In the not too 
distant future, this phenomenon can be 
expected to extend to other precious resources, 
namely water and food. Cases of protectionism 
over freshwater sources and food 
commodities like wheat and rice are already 
well documented but access to these vital 
commodities will become more threatened as a 
result of climate extremes and human activity. 
This will make them increasingly vulnerable 
to both the emotional and economic aspects 
of resource nationalism: higher prices will 
translate into greater public demands for 
rents and governments will be increasingly 
wary of foreign control of these ever more 
strategic commodities.  

Compiled by Nader Mousavizadeh ,
Oxford Analytica
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SuPPlY CHAIN 
MANAGEMENT

IntEGrAtEd rISK MAnAGEMEnt for tHE MInInG SEctor rEVIEW

cHAnGInG rISK ProfIlE 
For many companies, their strategy of market-driven growth and innovation, increased 
presence in emerging economies and operational excellence, brings with it changing risk 
profiles that may require innovative risk management solutions to help reduce risk to within 
agreed tolerances. With this in mind, it will be important that their existing risk system 
helps drive strategic decision-making and provides tangible benefits to the business. An 
integrated approach to risk management will ensure that the risk system is fully aligned with 
the company’s insurance function, thereby creating the conditions to achieve a better balance 
between the level of risk that is retained, financed and transferred to the insurance market. 

BAcK to BASIcS 
For many organisations a fresh focus is required on getting the basics right to ensure the 
appropriate foundations are in place to build a more effective risk retention and transfer 
strategy. This concept is demonstrated in the diagram below.  

In many cases a company’s group insurance and ERM/operational risk functions operate 
separately, which creates a shortfall in terms of implementing a robust and cost-effective risk 
management strategy that will deliver value. 
tHE rISK unIVErSE 

 

DEFINITION OF THE RISK UNIVERSE USING AN EFFECTIVE ERM FRAMEWORK
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SuPPlY CHAIN MANAGEMENT

tHE rISK unIVErSE 
It is important to get a good understanding of key insurable and non-
insurable risks across all areas of the business – the Risk Universe. 
The identification of key risk drivers that improve understanding of 
the frequencies of occurrence and impacts should lead to improved 
understanding of the financial impact of the risk, thereby influencing 
key priorities for allocating risk management resource. With these 
foundations in place, it is possible to create a risk and insurance map 
(see figure 1), which helps an organisation better understand the cover 
they have across their Risk Universe, identify potential gaps in their 
programme, and assess opportunities for improved protection using 
traditional insurance products or other solutions. The operational/
ERM building block can then inform an all-encompassing insurance 
and risk financing strategy, which is key to improving the risk 
management effectiveness across the organisation. 

The outcome is: 

-   an insurance premium that is more reflective of the net exposures 
that have been identified

-  improved and more robust insurance coverage
-  improved capital allocation
-  improved resilience and sustainability.

SuPPlY cHAIn dISruPtIon
A recent McKinsey survey of senior executives from major global 
companies reported that nearly 70% believe that supply chain risk 
will increase in the next five years as a result of increased regulation, 
financial fragility driven by the current economic environment, and 
heavy reliance on a small number of suppliers – a direct consequence 
of trying to simplify supply chains to improve efficiency and reduce 
costs. Many of today’s global companies have supply chain interruption 
risk listed in their top five corporate exposures.

As a result, a robust risk management strategy for any organisation 
should look beyond the four corners of traditional insurance, and 
focus on Business Interruption (BI) losses that may be absent from 
direct physical damage. It provides the opportunity to focus on better 
understanding the key suppliers and the level of existing BI exposure 
resulting from the potential loss of such a supplier. A suitable risk 
engineering programme can provide a better understanding of key BI 
exposures across the breadth and depth of the supply chain, with the 
most appropriate risk management solutions, be they related to risk 
transfer products, implementation of physical controls, self retention 
or a combination of all. 
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fIGurE 1: rISK And InSurAncE MAP
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" nearly 70% believe 
that supply chain risk 
will increase in the 
next five years."



" ...every mine has a responsibility to rehabilitate the 
land previously disturbed by mining activities, and the 
surrounding environment once the life of a mine has 
been exhausted.”



MINE 
rEHABIlITATION

Whether driven by legislation or good corporate governance, every mine has a 
responsibility to rehabilitate the land previously disturbed by mining activities, and 
the surrounding environment once the life of a mine has been exhausted. Where this 
obligation is enshrined in law, there is usually a requirement for the mine to post 
either cash, a surety bond or a guarantee to the relevant authorities, which can be 
called on to fund the cost of rehabilitation in the event of the mine defaulting on  
its obligations.

GloBAl EconoMIc crISIS dEStroYEd cAPAcItY
Financial guarantees have always been difficult to procure. Since the onset of the global 
economic crisis in 2007, the market for financial guarantees has all but disappeared, unless 
the mines themselves are willing to fully collateralise these guarantees – usually with cash. 
Diverting tens and often hundreds of millions of dollars of cash from working capital, when  
the banks are no longer willing or able to provide replacement liquidity, becomes a  
self-defeating exercise. 

As the banks collapsed in 2007/2008 so too did many of the big insurance guarantee providers. 
Those that survived the economic collapse have either left the market or have turned to what 
they consider to be safer lines of business. Unless the mining company is among the largest 
in the industry, and has an investment grade credit rating, there is almost zero insurance 
capacity for mine rehabilitation risk at the time of writing. Mines are being forced to consider 
alternative methods of funding their rehabilitation risks.

To exacerbate matters, in some countries the mining authorities have reacted by imposing 
a moratorium on insurance guarantees because they perceive insurance companies to be 
financially weaker than the banks. Mines are still being forced to turn to banks for their 
guarantees or bonds but the banks are so risk averse due to a desire to protect their liquidity 
that they will only issue guarantees on a one-to-one collateralised basis. If the full mine 
rehabilitation liability cannot be fully collateralised from inception then only a partial 
guarantee will be issued.

InflEXIBlE lEGAl rEquIrEMEntS IMPEdE SolutIonS
Unfortunately well-intentioned legislation or regulatory rules have not been allowed to adapt 
to the economic crisis. This inflexibility has only made a bad situation worse.

In South Africa, for example, where the government’s Department of Mineral Resources 
(DMR) has arguably one of the most advanced and prescient regimes for mine rehabilitation, 
and certainly one with noble intentions, the ability to overcome the capacity crunch caused 
by the global economic crisis is rendered nearly impossible because of just once sentence 
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awaiting headingMINE rEHABIlITATION

in the template guarantee letter prescribed 
by the DMR. This sentence insists that the 
guarantee can be called at any time and there 
is a lingering vagueness in the text such that, 
in theory, the guarantee could be called for 
any reason. As a direct consequence the 
appetite among banks and insurers to issue 
guarantees immediately disappears unless, of 
course, the mines use their cash or assets to 
fully collateralise them. Under any economic 
condition this is self-defeating. 

The disappearance of appetite among banks 
and insurers is not just because of concerns 
about a premature credit default on the part 
of the mine but also because of possible moral 
hazard. At least in the minds of insurers and 
banks, if the mines know that they are covered 
by an unconditional guarantee that can be 
called in at any time by the authorities, why 
should they not simply default and walk away? 
Such moral hazard reaches its peak as the life 

of the mine nears exhaustion, as the ability of banks or insurers to 
recover their financial loss through subrogation and disposal of mine 
assets diminishes.

Given the heightened sensitivity of insurers and banks to credit default 
risk, the authorities could help the provision of bonds and guarantees 
by adapting to economic conditions. Regulators and lawmakers must 
recognise that there would be a dramatic increase in appetite to 
provide rehabilitation guarantees or bonds if the guarantees could only 
be called at expiry of a defined period, rather than at any time.

If the authorities that regulate the mining industry cannot adapt to an 
economic background of low interest rates, lack of liquidity and higher 
credit default risk, then they risk defeating the noble intentions of 
their legislation.

lIGHt At tHE End of tHE tunnEl
In spite of the unusually extreme economic conditions facing the 
industry today, there are solutions at hand. These are asset-liability 
matching programmes based on capital market securities, which 
are acceptable to the mining regulators when a particular delivery 
platform is employed. 
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rEturnInG cASH to WorKInG cAPItAl
These securities-based solutions can be 
applied to all sectors in the mining and energy 
industry, from mines to oil exploration 
companies, and the size of the liabilities varies 
from USD 10m to USD 1bn. 

With global commodity prices reaching 
records highs, every mine is driven to produce 
as much as their working capital allows. 
Securities-based solutions can allow cash or 
assets to be released and repatriated back to 
working capital.

Unlike most other rehabilitation solutions, 
these securities-based solutions are capable of 
guaranteeing rehabilitation liabilities for up to 
20 years from inception, without any further 
payments to be made and no concerns about 
annual renewals.

Compiled by Robert Duff and Mike Graham, 
Surety Solutions (Pty) Ltd

The first requirement is to give the mining regulators a financial 
instrument that fully collateralises the liability from inception, 
without requiring the mines to deploy cash from working capital on a 
one-to-one basis.

The second requirement is to give the regulators a solution whose 
financial performance is assured – that is fixed – whatever the rest of 
the economy is doing.

These financial instruments or investment grade securities are in 
the same form as an insurance or bank guarantee. The securities are 
purchased by the trustees of the mining company on behalf of a trust 
and all of the proceeds in the interim or at maturity are paid into the 
trust bank account only. 

This reduces the risk of the regulators seizing the assets of the mine by 
virtue of the trust being dedicated for the sole benefit of the regulators. 

It is possible to use a captive insurance company or even a traditional 
insurance company to issue the prescribed guarantee letter to the 
regulator on the strength of the securities. 

WHo cArES ABout tHE MInE’S crEdIt rISK?
It is possible to customise the approach to each mine depending on its 
relative size, the available cash resource, the size of its rehabilitation 
liability and the remaining life of the mine. The relative credit quality 
of the mine is irrelevant. 

This means that even mines perceived to be of high risk can secure 
their rehabilitation liabilities. 

Because the financial strength of these securities-based solutions 
has nothing to do with the underlying mine, even mines with no 
credit history can fully collateralise their liabilities from inception 
throughout the entire period to expiry. 

MINE rEHABIlITATION

“ mines are being forced to consider alternative methods of 
funding their rehabilitation risks.”
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" mining investment occupies a central position in  
chinese overseas investment, and deals in iron ore, 
copper, coal and in aluminium have been receiving the 
most attention.”



CHINESE MINING 
INVESTMENT 

IN AuSTrAlIA, lATIN AMErICA, AFrICA ANd CANAdA

China is rich in mineral resources and has been ranked as one of the world’s leading 
producers of various minerals over the past few years. China has been the leading 
exporter of antimony, barite, fluorspar, graphite, indium, rare earths, and tungsten. 
However, the country’s demand for chromium, cobalt, copper, iron ore, manganese, 
nickel, petroleum, potash and platinum-group metals exceed domestic supply, and 
imports have been estimated to account for more than 30% of domestic consumption.

No longer satisfied with buying iron ore and coal from Australian mining giants Rio Tinto and 
BHP Billiton, China has been developing its own mining operations rapidly. Mining investment 
occupies a central position in Chinese overseas investment, and investments in iron ore, 
copper, coal and aluminium projects have been receiving the most attention.

-  2010 alone saw 161 acquisition announcements involving a Chinese entity and 
approximately USD 12bn investment.

-  Over 400 transactions in the last decade worth over USD 48bn.
-  Increased interest in Chinese investors. 

 

fIGurE 1: cHInESE EquItY AcquISItIonS In tHE GloBAl MInInG SEctor 
Source: Capital IQ, PwC Analysis
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fIGurE 2: AllocAtIon of cHInESE oVErSEA MInInG InVEStMEntS (2000 - 2010)

CHINESE MINING INVESTMENT

cHInESE oVErSEAS MInInG InVEStMEnt AllocAtIon
Over the past decade China has focused on resource-rich regions such as Australia, Latin America, Africa and 
North America. 

As figure 2 illustrates, overseas Chinese-controlled mining investment shows a marked tendency towards two mature and 
developed mining economies (Australia and Canada), and a group of African and South American regions. Furthermore, 
a large number of Chinese mining companies are also directly involved in exploration in countries such as Cambodia, 
Armenia, Botswana, Madagascar and the Philippines. Chinese mining companies are also beginning to operate in Algeria, 
Bolivia, Brazil, Cameroon, Eritrea, Ethiopia, Guinea, Jamaica, Malaysia, Mauritania, Nepal, Senegal, Sierra Leone and 
Vietnam. Excluded from this list are other mining projects where a Chinese mining company holds a minority non-
controlling share through capital investment. An example of this is Chinalco’s investment in a Rio Tinto project, and joint 
ventures in which the Chinese company is not classified as the major shareholder.
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CHINESE MINING INVESTMENT

InVEStMEntS In AuStrAlIA
In the latest sign of its acquisitive approach 
to commodities, China is leasing large areas 
of land in Australia to secure vital mineral 
resources. Mining is Australia’s most 
important sector when it comes to attracting 
Foreign Direct Investment (FDI). As evidenced 
in figure 3, Chinese investment in Australia is 
focused on mineral exploration 
and development.

In 2010 the mining sector accounted for more 
than 70% of China’s FDI into Australia.

China purchased 37% of Australia’s mineral 
exports in the past year, up from a mere 
5% a decade earlier. Mining companies 
invested more than USD 40bn in Australia 
in 2010 — nearly triple 2005’s amount. 
The Australian Bureau of Agricultural and 
Resource Economics and Sciences estimates 
that another USD 140bn worth of mining 
and energy projects are under way, almost 
seven times as much as recorded six years 
ago. Nowhere has China’s impact been 
greater than in Western Australia. The state 
accounts for two-thirds of Australia’s exports 
to China, resulting in faster growth and lower 
unemployment than in the nation overall.

EXPort/IMPort
In 1999 China was only the fifth largest 
consumer of Australian resource exports, 
consuming 4.5%. By 2010, China was the 
Australian resource sector’s largest consumer 
— consuming more than a quarter of all 
resource exports.

fIGurE 3: fIrB APProVEd cHInESE InVEStMEntS In AuStrAlIA BY InduStrY (uSd M, 1993 - 2009) 
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fIGurE 4: AuStrAlIA EXPort StructurES 
Source: uN Comtrade; The Beijing Axis Analysis

        

Japan

AUSTRALIA EXPORT STRUCTURE (2000)
TOTAL: USD 63.8 BN

Aluminium Products 2%
Meat 2%
Mineral Fuels, Oils etc 2%

Others 9%

US
South Korea

New Zealand
China
Singapore

Taiwan
Ukraine
Hong Kong

Indonesia
Other

China

AUSTRALIA EXPORT STRUCTURE (2010)
TOTAL: USD 206.7 BN

Ores 17%

Aluminium Products 3%

Others 9%

Japan
South Korea

India
US
Taiwan

Ukraine
New Zealand
Thailand

Singapore
Other

21%

31%

3%
3%
3%

5%

5%

5%
8% 8%

10%

25%

20%
3%

2%

3%

4%

4%

7%

9%

19%

" australia has profited greatly from china’s 
demand for natural resources. chinese 
fdi in australia jumped from usd 6.7bn in 
2007/08 to usd 19.9bn in 2008/09 – making 
china the largest foreign investor in 
australia’s mining sector. over 98% of 
chinese fdi in australia in this period was 
in mineral exploration and development.”
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CHINESE MINING INVESTMENT

InVEStMEntS In lAtIn AMErIcA
Peru and Ecuador benefit the most Chinese 
mining investment in the Latin American 
region. Chinese mining firms have also 
acquired the rights to mining exploration in 
Argentina, Chile, Guyana and Mexico. The fact 
that all of these projects have been acquired 
from other transnational mining companies 
is indicative of the preference of the Chinese 
not to have direct dealings with national 
governments for the acquisition of mining 
rights. Chile and Brazil are major exporters of 
minerals to China, and Chinese companies’ 
recent interest in Colombia is on the increase. 
Countries with important mineral reserves, 
such as Bolivia and Brazil, do not currently 
permit Chinese-controlled projects.

EXPort/IMPort
In recent years exports to China have risen 
dramatically, particularly from Argentina, 
Brazil, Mexico, Chile and Venezuela. This 
rapid increase has dipped slightly due to the 
economic crisis in 2009 (see figure 6). Exports 
are mainly in concentrated form or product but 
manufactured goods have also been in demand. 
China has also showed interest in investing in 
the energy sector throughout the region. 

fIGurE 5: cHInA toP MInErAl IMPortS froM lAtIn AMErIcA, 2000 - 2009
Source: World Trade Atlas, uN Comtrade
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fIGurE 6: lAtIn AMErIcAn EXPort/IMPort
Source: International Monetary Fund, direction of Trade Statistics
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InVEStMEntS In AfrIcA
According to figures from the Ministry of 
Commerce of the People’s Republic of China 
MOFCOM, which outline the composition of 
Chinese investment on the African continent, 
the mining sector (including oil and minerals) 
had the largest share of FDI stock in 2009 at 
29.2%. The top ten African country investment 
recipients constituted 76% of Chinese FDI 
stock. This included resource-rich economies 
such as South Africa, Sudan, Nigeria, 
Zambia and Algeria, as well as resource-poor 
economies, for example Ethiopia.

China has shown a growing interest in the 
mining belt of central Southern Africa, 
comprising the DRC, Zambia, Tanzania and 
Mozambique. This area is rich in copper, iron, 
gold, manganese and other base metals. Of 
these four countries, Zambia has had the most 
advanced level of Chinese engagement. 

While South Africa is a natural port of call 
for Chinese mining companies, they have 
been wary to make large investments in the 
local mining sector due to the country’s Black 
Economic Empowerment (BEE) criteria.  This 
is a trend evident with mining companies from 
other countries, especially Canada.

EXPort/IMPort
Africa’s exports to China are mainly in the 
form of petroleum, metals, and other mineral 
products. A survey produced in 2010 showed 
that the top exporters to China were Angola at 
USD 22.8bn (dominated by oil), South Africa at 
USD 11.4bn, Sudan at USD 6.7bn, Libya at  
USD 4.5bn and the Republic of the Congo at 
USD 3.2bn. These five countries accounted  
for 76.5% of the continent’s exports to China  
in 2010.

Six of Chinas top trading partners in Africa 
in 2010 were oil-producing countries. The 
other three large commodity producers were 
South Africa, Zambia – copper made up more 
than 90% – and the DRC – copper and cobalt 
constituted more than 90%. 

CHINESE MINING INVESTMENT

fIGurE 7: AfrIcA fdI
Source: uNCTAd
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fIGurE 9: cHInA’S totAl IMPortS froM AfrIcA BY MAJor cAtEGorIES (1995 VS. 2009)
Source: Various, The Beijing Axis Analysis
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CHINESE MINING INVESTMENT

cHInESE InVEStMEnt oVEr tHE PASt fIVE YEArS

YEAr InVEStor quAntItY In uSd M SHArE SIZE SEctor

2006 A 110m 75% Metals

2009 B 240m 20% Metals

2009 C 1,500m 17% Metals

2009 d 650m - Metals

2010 E 100m 50% Metals

2010 F 420m - Metals

2011 G 120m 60% Metals

totAl 3,140m

Source: - ©data compiled by The Heritage Foundation. All rights reserved.

InVEStMEntS In cAnAdA
Canada is a mineral-rich country with 
substantial reserves. Its mining industry 
accounts for a significant proportion of global 
mineral production – it is the world’s leading 
producer and exporter of potash, and is a global 
top-ten producer of uranium, iron ore, gold, 
nickel and copper.

Canada has become the latest addition to 
Beijing’s FDI investment priority list with 
USD15bn worth of Chinese capital pouring into 
the energy-rich province of Alberta in 2010. 
Global oil prices represent another reason 
why Chinese interest in Canadian energy has 
recently increased.

China has also invested actively in Canada’s 
mining sector since 2009 – notably the  
USD 1.7bn equity investment by the China 
Investment Corporation in a Vancouver-based 
company with both energy and mining assets 
in North America.
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concluSIon
China already consumes a third of the world’s 
copper and 40% of the world’s base metals.
The Heritage Foundation, which has built 
a database to monitor mining transactions, 
predicts mining acquisitions to be the principal 
driver in China’s outbound investment, with 
acquisitions expected to exceed USD 100bn 
in 2014. Analysts believe China accounted 
for one-third of the value of all cross-border 
mining deals last year.

No longer are mining assets acquired solely 
by state-owned companies. As an example, a 
Hong-Kong based mining company with only 
15 employees bought two copper mines this 
year – one in Canada and the other in Australia. 
They raised USD 600m and hired western 
mining experts to runthese acquisitions. 

Chinese companies are acquiring mines at 
early stages of production. This reflects a 
growing confidence in their understanding  
of mining operations and in their  
management abilities.

In the expectation that the economy in China 
will continue to grow at a higher rate than 
in other more mature markets, and with 
the ongoing urbanisation of the Chinese 
population, the need for commodities and 
mineral resources suggests demand will 
continue to outstrip local supply. To feed the 
demand, Chinese investments abroad are 
expected to continue in the years ahead.

CHINESE MINING INVESTMENT

fIGurE 10: GloBAl MInInG EXPlorAtIon BY cHInESE EntItIES
Source: raw Materials Group, Stockholm
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" on large or complex claims, successfully 
achieving a timely settlement agreeable 
to both parties involves consideration of 
multiple issues.”



STrATEGIC lOSS 
MANAGEMENT

A CFO of a major mining company recently questioned why it was taking so long  
for his company’s insurance claim to progress. A valid query given that the 
corporation had suffered a multi-million dollar loss some six months prior, and  
policy liability remained outstanding with no payments having been made. In the 
opinion of the CFO, insurers and their representatives seemed to be requesting more 
and more information without clearly articulating the reasons why the information 
was required. 

 Determining the validity of a claim can be a complex affair. Physical damage arising from a 
cause not excluded is frequently difficult to determine and can be contentious. The duty of 
an insured to disclose material facts is also a factor that is examined carefully before insurers 
decide on the extent to which a policy will respond.

Despite the fact that investigations can be time consuming, both parties to the contract want 
to settle claims quickly. However, delays in progressing claims can arise where issues are not 
identified until some time after the loss has occurred. There may be valid reasons for this 
but the most effective way to minimise delays and to ensure all claim issues are proactively 
identified and managed, is to work within the framework of a Loss Management Plan. 
Properly executed and with the cooperation of the insured and insurer, a Loss Management 
Plan is an important tool for reducing the potential for dispute, and project managing claims 
to a successful conclusion in as short a timeframe as possible. 

coMPlEX clAIMS
On large or complex claims, successfully achieving a timely settlement agreeable to 
both parties involves consideration of multiple issues. These can be technical, involving 
engineering or specialist input, as well as legal, requiring external input from lawyers. Loss 
adjusters appointed by insurers and working with the insured’s claim preparers can assist the 
claim process by ensuring that a comprehensive Loss Management Plan is prepared as soon 
as possible after the loss. This plan should seek to identify all claim issues, and develop robust 
strategies particularly to address those issues that are anticipated to be contentious. 

Consider the case of a limestone mine and cement manufacturing plant that was inundated by 
a tsunami. Significant damage occurred to all buildings, plant and machinery. It was estimated 
that the plant and adjacent port would be out of action for more than three years. The loss 
occurred in a remote location, which added to the complexity in determining the level of 
damage and undertaking the required site inspections. 

 

Willis | Mining Market review 2012 | 75



reserve. Once issues are identified, actions 
need to be decided and allocated along 
with dates for completion of key tasks. The 
plan should be actively reviewed and 
updated regularly in accordance with the 
agreed timelines.

Brokers play an important role in the 
implementation of the plan by acting as the 
conduit to discuss coverage and claim issues 
directly with the insurer. An effective broker 
is able to ensure that insurers remain focused 
on the claim and manage the relationship 
between the appointed parties on both sides of 
the claim.

In the case of the CFO concerned about 
the apparent delay, had there been a Loss 
Management Plan in place he needn’t have 
asked the question. 

Compiled by Stephen Hope,  
Cunningham Lindsey

A Loss Management Plan was prepared immediately following the 
loss with the input of all stakeholders. All policy coverage issues were 
identified early and strategies adopted to resolve issues in dispute. 
Implementation of the plan included regular focus on established 
timelines to complete agreed tasks. Quantification of the loss was 
challenging, as it was difficult to interest contractors in conducting 
reinstatement work in such a difficult location. In addition, the 
insured indicated that it was intending to reinstate the plant with 
updated technology including expanding the conveying and materials-
handling infrastructure. 

By project managing the claim via the Loss Management Plan, 
proactive and early identification of all loss issues was achieved. 
Appropriate and timely discussions allowed the loss adjusters and 
claim preparers to reach early agreement on all aspects. Ultimately 
a cash settlement was agreed, and although there was a legal dispute 
on the application of policy sub-limits, the loss was settled within two 
years and some three years prior to completion of the reinstatement. 

ProJEct MAnAGEMEnt APProAcH
Prepared properly and transparently for both the insured and the 
claims preparer, the plan can be a valuable tool in not just issue 
identification but also in managing the expectations of the parties. This 
can provide a positive project management structure to the claim and 
settlement process. Legal issues are identified at the outset and, where 
required, lawyers provide input in the process on individual issues. 
This approach can be adapted to all types of loss, but particularly those 
that are multifaceted, large or complex. Generally the management 
plan is prepared, executed and driven by the loss adjuster, and involves 
all stakeholders, including the broker and claims preparers. 

To be effective the plan should set out the key issues and include a 
time line and critical path to achieve resolution. Early considerations 
include gaining a full understanding of the circumstances of the loss, 
considering policy liability issues and setting a loss estimate or loss 

" determining the 
validity of a 
claim can be a 
complex affair."

STrATEGIC lOSS MANAGEMENT





" a threshold issue when considering any business 
interuption claim is whether the required trigger has 
been met.”



CONTrACT 
CErTAINTY

Since 2008 the global mining industry and mining underwriters have incurred 
numerous, significant losses arising out of severe weather events, events affecting 
utility supplies, equipment failures and other failures at mines. These events have 
resulted in property damage, Business Interruption (BI) and contingent BI  
claims escalating. 

We comment below on some key issues arising out these losses: trigger of cover and causation 
of loss for BI claims, the impact of commodity price changes, and the importance of record 
keeping and prompt notification of claims.  

trIGGEr of coVEr/loSS cAuSAtIon
A threshold issue when considering any BI claim is whether the required trigger has been met. 
Standard BI cover generally requires physical property damage to the insured’s own property, 
and that this property damage was insured either under the same policy or under a different 
property insurance policy. 

Whether BI cover has been triggered may involve consideration of whether:  

-  the property damage occurred during the policy period
-  the property which was damaged was excluded under the policy
-  the cause of the damage was excluded under the policy.

It is necessary to determine the operative cause of the BI loss. BI policies typically have 
a double causation test requiring the insurer to pay the amount of the economic loss 
“resulting from” the business interruption which is “in consequence” of the relevant business 
interruption trigger (usually physical damage). If either of these causation tests are not 
satisfied then the loss will not be recoverable under the policy.

For example, the BI cover may be triggered when a mine suffers property damage as a result of 
an insured event, such as storm or flood. However, if the proximate cause of the financial loss 
suffered by the insured is railway lines being cut and/or damage to roads and bridges, which 
are external to the insured’s premises, then there may be no BI cover (unless a specific policy 
extension applies). 

In contrast to standard BI claims, contingent BI insurance is triggered by property damage 
at the premises of a supplier or customer, or by other triggers, such as loss of utility, denial of 
access or the act of a Local Authority/Government Regulating Authority. 
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Contingent BI cover is particularly relevant for the mining industry, 
which is heavily reliant on utilities providers. For example, the 
South African mining industry was badly affected by power supply 
constraints in 2008. While policies vary, there is often extended 
cover for named suppliers and customers and loss of utility supply. 
Contingent BI cover may also apply where logistics, rail, port or 
shipping disruptions cause losses for the insured. 

The scope of contingent BI cover depends upon the wording of the 
particular extensions in question. Often the contingent BI extensions 
will have separate lower sub-limits and may also have different lengths 
of Indemnity Period. This can give rise to difficult legal and adjustment 
questions where multiple triggers are engaged, or where there is a 
combination of triggers on the one hand and exclusions and/or other 
uninsured causes on the other hand, all of which have played a role in 
causing or contributing to the insured’s loss. 

PrIcE EffEctS
Commodity prices have a significant impact on BI claims. BI policies 
typically measure the loss sustained as a comparison of pre and post-
damage revenues and turnover. Complications arise when the insured 
event itself has an impact on prices, requiring difficult distinctions to 
be drawn. 

This problem can arise where an insured event impacts a large area 
in which a particular commodity is produced or mined. In a mining 
context, this problem has arisen following metallurgical coal price 
increases caused by the 2008 and 2010/2011 flooding of the Bowen 
basin in Queensland where the flooding required many mines to 
suspend operations and invoke force majeure. 

In such circumstances, the policy language must be examined carefully 
to determine whether the insured is entitled to increase its claim for 
loss of gross profits by taking advantage of price increases caused by 
supply constraints as a result of the insured event. 

Most BI policies include an “Adjustments Clause” (also called the 
“other circumstances”, “trends” or “special circumstances” clause). 
These clauses allow for the calculation of loss of gross profits to be 
adjusted to take into account “other” or “special” circumstances that 
happened before or after the relevant insured damage, and which 
would have affected the business anyway.  

In 2010, the English Commercial Court considered a clause of this 
type in Orient Express Hotels vs Assicurazioni Generali SpA1. This 
decision concerned damage and business interruption to the OEH’s 

New Orleans hotel as a result of Hurricanes 
Katrina and Rita in 2005. OEH’s BI losses 
were found to be caused by two separate 
causes: (1) property damage to the hotel, and 
(2) “depopulation” caused by damage to the 
surrounding area. 

The court held that OEH could only recover 
loss that would not have arisen “but for” 
the damage to the hotel and that “special 
circumstances” in the Adjustments Clause 
could include the same event that gave rise to 
the damage. Because the BI loss would have 
been suffered by OEH as a result of the damage 
to the surrounding area, even if the hotel itself 
had not been damaged, there could be no 
indemnity under the business interruption 
section of the policy. OEH was able to recover 
under the loss of attraction and prevention of 
access extensions in that policy, but a lower 
limit applied.

While this decision benefited insurers in this 
case, it also arguably supports the position that 
an insured mining company should be entitled 
to increase its claim for loss of gross profits 
by taking advantage of a price spike caused by 
supply constraints caused by the same event 
(e.g. storm, flood, earthquake) that caused 
the loss. If this is correct, the insured may be 
entitled to claim on the basis that “but for 
insured damage” it could have sold its normal 
amount of production at a higher than normal 
price due to supply constraints that would still 
have affected its competitors as a result of the 
storm, flood, earthquake, etc. 

" most business 
interruption 
policies include 
an adjustments 
clause."

1 [2010] EWHC 1186 (Comm), [2010] ALL ER (D) 282.
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The position, however, remains uncertain. 
There are conflicting US authorities on these 
issues, and difficult factual issues arise for 
loss adjusters and experts when trying to 
determine which part of any price increase 
can be attributable to the insured damage (not 
covered), the insured event but not insured 
damage (arguably covered), and other factors 
unrelated to the insured event (covered). 

In response to these problems and 
uncertainties, agreed values fixed at the start of 
policy periods are becoming more common to 
combat fluctuations in commodity prices. 

rEcord KEEPInG And notIfIcAtIon of clAIMS 
Policies are likely to require that insurers 
are notified of any potential claim, loss or 
damage that may give rise to a claim, with such 
notification to be given as soon as practicable 
or within some fixed time period. Accordingly, 
it is important that the scope of potential cover 
is considered and determined promptly, and 
that the contractual notification requirements 
are satisfied. 

Detailed consideration should be given, at an 
early stage, to the manner in which a claim 
will be presented and the evidence that can 
be provided in support of the claim. It is also 
important that an insured has considered, and 
taken into account, any policy exclusions that 
may be applicable when it presents its claim. 

Most BI policies will provide cover for 
increased costs of working (ICOW), such 
as additional expenditure necessarily and 
reasonably incurred by the insured for the 
sole purpose of avoiding or diminishing the 
loss in turnover (or output) experienced as a 
consequence of the damage. There may also 
be an extension to the policy for the additional 
costs incurred by the insured in excess of an 
“economic limit” which applies to ICOW costs. 
This is known as additional increased cost of 
working (AICOW). 

If significant ICOW or AICOW claims are anticipated, it is essential 
that systems for capturing and tracking necessary information 
concerning the response to the insured event and additional 
expenditures incurred are put in place. Similarly, affected businesses 
should keep comprehensive records in support of any claim for loss 
of turnover (or output). Such records should include the production 
and financial performance for years prior to and subsequent to the 
business interruption so that comparisons can be made and the 
performance that would have been achievable “but for the insured 
damage” can be assessed properly.

Often, following a catastrophe, an insured’s primary focus will be on 
responding to the crisis rather than seeking to record its decision-
making process for the purposes of a subsequent insurance claim. 
In such circumstances, it may be of benefit to an insured to engage 
external claims assistance at an early stage in the claim process.

High value BI insurance claims are likely to involve a number of 
parties and consultants, such as loss adjusters, experts, accountants 
and lawyers. It is important that the claims process is well managed 
and that there is no polarisation of the respective parties’ positions. To 
successfully resolve an insurance claim without recourse to expensive 
court or arbitration proceedings requires a degree of cooperation 
by the insured, insurers and reinsurers throughout the process. In 
claims with multiple issues, the parties should seek to agree the less 
contentious or important issues at an early stage to allow them to focus 
energy, time and resources on resolving the most contentious and 
high-value issues.

Compiled by Holman Fenwick Willan



" sophisticated engineering in the aerospace industry  
is a major consumer of strategic and critical metals 
and materials.”



Willis | Mining Market review 2012 | 83

rISKS TO THE uK 
METAlS MArKET

Interview with Ernst & Young (EY) on supply side risks for strategic metal supply and 
the possible impact on modern industries.

EY: The British government has made several recent announcements regarding its intention 
to drive the UK economy to become a renewable, low carbon and green economy for the 
future.  An admirable ideal but one which may not be easily achievable given the UK’s lack 
of sufficiency in critical metals and materials which are fundamental to achieving such an 
economic goal.  

Since the UK is essentially only self sufficient in clays and aggregates what hope is there for  
UK to achieve this economic goal given its over dependence on wholly imported strategic 
metals and materials, mainly from riskier geographies where future supply disruption cannot 
be discounted? 

WIllIS: What risk is industry facing in terms of supply disruption over strategic metal supply?  

EY: To put this in context consider the situation from the perspective of the UK’s leading 
engineering companies. The UK has sophisticated aerospace and electronics industries that 
employ thousands of people. One major UK manufacturer of turbofan jet engines employs 
over 8,000 people and has a 40% share of the wide bodied jet engine market. A credit to British 
engineering and technology that utilises sophisticated alloys made from strategic metals such 
as tungsten, rhenium, nickel and cobalt.  

The chemical periodic table ranks all elements in terms of atomic number — those at the lower 
end of the scale tend to be the more abundant rock forming elements such as aluminium, iron, 
and silica while moving up to the higher atomic numbers, the rare earth elements and more 
strategic metals are found, and these elements are significantly less abundant. The rarest 
metals include the platinum group metals, gold, rhenium and tellurium, and it is strategic 
metals of this kind that modern engineering depends.  

For example, the turbine blades in a turbofan jet engine are subject to high heat and stress, and 
require specialised fabrication techniques. New material construction methods and material 
science have allowed blades which can operate at higher temperatures with less distortion.  
Nickel-based super alloys, with high titanium content are used for jet turbine blades in almost 
all modern jet engines. The temperature capabilities of turbine blades have increased through 
developments in material sciences.  

Sophisticated engineering in the aerospace industry is a major consumer of strategic and 
critical metals and materials. There is no question that there is an over dependence on imports 
of such metals often from high risk geographies.
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WIllIS: Are there any specific metals that are more at risk of future 
supply disruption?

EY: An extreme example is Rhenium, which is added to high-
temperature superalloys used to make jet engine parts, accounting for 
70% of worldwide rhenium production. The UK consumes around 30% 
of global rhenium production for use in jet engines. The requirement 
for rhenium is critical in the thermal barrier coating of the turbine 
blades. The nickel based super alloys, with the addition of up to 6% 
rhenium improves heat resistance and imparts greater strength. 
Around 77% of the rhenium consumption in the United States is in 
such super alloys. 

Rhenium improves the properties of tungsten and is therefore 
the most important alloying material for tungsten which is used 
extensively in the aero-space industry. Tungsten-rhenium alloys are 
more ductile at low temperature making them easier to machine, while 
the high-temperature stability is also improved. The effect increases 
with the rhenium concentration, and therefore tungsten alloys are 
produced with up to 27% of Rhenium.  

With an average concentration of only 1 part per billion (ppb), rhenium 
is one of the rarest elements in the Earth’s crust. Nickel-based super 
alloys for use in jet engines contain up to 6% rhenium, making jet 
engine construction the largest use for the element, with chemical 

industry catalytic uses being next-most 
important. Because of the low availability 
relative to demand, rhenium is among the most 
expensive industrial metals.  

Prices for the metal rose rapidly, from  
USD 1000–USD 2000 per kg in 2003 - 2006 
to over USD 10,000 in February 2008 with 
a recent average price of approximately 
USD 4,575 per kilogram. It is not the price 
of rhenium that is a concern but more its 
limited distribution as Rhenium is one of 
the rarest elements in Earth’s crust with 
an average concentration of 1 ppb.  http://
en.wikipedia.org/wiki/Rhenium - cite_note-
Emsley2001p358-29. 

Total world production is between 40 and 50 
tons/year with the main producers in Chile and 
other sources of supply include Kazakhstan, 
Peru and USA. Recycling of used Pt-Re catalyst 
and special alloys allow the recovery of another 
10 tons per year.

WIllIS: Does the high tech engine industry, 
which is so dependent on high tech alloys made 
from some of the world’s rarest metals, have 
any contingency plans for supply disruption 
given that many of these strategic metals 
are found in relatively high risk geographies, 
subject to political instability?

EY: The UK’s jet engine technology sector 
is wholly dependent of supply of one of 
the world’s rarest metals from around four 
geographic locations, with Kazakhstan thought 
to hold the greatest resources. That leaves 
the jet engine manufacturing industry overly 
exposed to single source of supply and hence 
potential supply disruption as a result of that 
concentration of supply.

The list of strategic metals and materials 
is fairly short and depends which industry 
considers the metal and materials strategic, but 
it all boils down to security of supply in  
the end.  
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There are fourteen critical raw materials identified by the European 
Commission as being essential for industry.  They range from rare 
earths and PGMs through gallium and tantalum.  Examples of such 
strategic metals and minerals include:

-  Magnesium Compounds – casting alloys
-  PGMs – Catalysts, electronics, fuel cells, glass and green  

industrial applications
-  Cobalt – Rechargeable batteries, specialised alloys
-  Niobium – Specialised steels
-  Antimony – Flame retardant
-  Tungsten – Specialised steels
-  REE – Automotive, electronics, renewable technology
-  Fluorspar – Chemicals and steel
-  Tantalum – Telecommunications, IT
-  Germanium – Telecommunications, solar energy applications
-  Gallium – Semi-conductors,  renewable technology
-  Beryllium – Electronics
-  Indium – Electronics
-  Graphite – Steel 

WIllIS: What is the outlook for future demand for strategic metals and 
how is this going to be met?

EY: The world’s population growth is expected to result in three billion 
new middle class consumers from the BRIC nations in the next 20 
years. The demands by these consumers will place enormous strain on 
the supply of metals and minerals, let alone the supply of less abundant 
strategic metals and materials.  

For example, the average number of cars on the road is set to double 
to 1.7bn by 2030, and despite moves to composites and plastics this 
will still demand increased supplies of a range of metals including 
strategic metals. This also takes into account increased recycling and 
substitution where possible, but the supply of critical materials will be 
under pressure to meet demand.  

WIllIS: Where will these come from? What will be the security of 
supply for the more critical materials? 

EY: UK has a long and proud history of mining and was a leading 
supplier of iron, tin, copper and lead into the 19th century. However, 
production declined as costs escalated and UK faced increased 
competition from low cost overseas producers, many in the colonies. 
In 2009 the value of UK mineral production was GBP 29.9bn – heavily 
weighted to oil and gas production valued at GBP 26.6bn, with the 
remainder being made up principally of aggregates, clays and coal.

The last lead and zinc mine closed in 1978 in 
Wales, and the last tin mine closed in Cornwall 
in 1998. UK still has important indigenous 
resources of a wide range of minerals, 
primarily industrial and energy minerals. 
Currently there are plans to open two new  
gold mines, in Scotland and Ireland, and to 
reopen a tungsten mine in Devon.  There  
are also significant deposits of shale gas  
near Blackpool.

The UK is a major consumer of strategic  
metals and minerals, essential for its key 
industries such as construction, high tech 
manufacturing, transportation, electricity 
generation and agriculture.  

WIllIS: Is this risk to supplies of strategic 
metals getting the attention it needs?

EY: It is of growing concern that the UK 
is almost wholly dependent on imported 
sources for virtually all of its strategic metal 
and minerals, with only a fraction of demand 
being met from recycling. It would be fair 
to say the UK is independent for supplies of 
clay, aggregates and to a lesser extent, fossil 
fuels. There is a growing reliance on imported 
natural gas and oil, while coal imports now 
meet half of UK demand.

Given that is government strategy to move the 
UK into a more sustainable low carbon, green 
economy that strategy is not possible without 
free access to supply of strategic metals and 
minerals such as Rare Earth Elements (REE) 
and Platinum Group Metals (PGM). There 
are specific metals which are closely linked to 
renewable energy and the UK is dependent 
on imports for these strategic metals and 
minerals. The UK’s substantial and  
increasing dependence on foreign mineral 
supply exposes its economy to supply risks 
and may interfere with moves to a low carbon, 
more sustainable economy.
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WIllIS: What has been the response from the EU?

EY: The EU’s response to the growing risk to strategic minerals supply 
has been more reactive than the UK. The EU published a report 
“Critical material for EU” which highlighted the critical strategic 
metals and minerals that must be considered as being at supply risk. 
The EU is adopting a geopolitical approach and is investing in R&D  
to find alternatives to strategic metals and minerals from such  
frontier geographies.  

Over the past decade the EU has realised that strategic raw materials 
are vital for future growth of the region’s economy and has identified 
14 critical raw materials. Insufficient investment has been made in 
securing sustainable supplies either domestically or offshore which 
exposes EU to increasing geopolitical risks to supply.

A raw materials strategy has been established to explore options 
for improving resource efficiency and security across the EU. This 
includes reduced intensity of use, substitution, stock piling, recycling 
and potential development of European sources of strategic materials.

WIllIS: Where are these materials sourced? 

The geographic sources of strategic mineral supply are not always 
aligned with the UK’s traditional strategic partners. There is a growing 
over-dependence on supply from China and higher risk geographies 
such as Democratic Republic of Congo and even South Africa, where 
the nationalisation debate is still to be finalised.

Often strategic metal and mineral operations 
are in areas that are at the limits of where 
business can operate at Western standards, 
especially given the increasing regulatory 
changes which make companies directly 
responsible for fraud and corruption activities. 
The recent introduction of the UK Bribery Act 
follows the US Foreign Corrupt Practices .

For example, the poorly regulated production 
of Col-Tan by artisanal miners in the 
Democratic Republic of Congo is dangerous 
and notoriously corrupt. Columbium and 
Tantalum are essential metals for the 
production of mobile phones, and fortunately 
supply is readily available from Australia, and 
unlikely to held hostage by supply disruption. 

WIllIS: So most strategic metal supply is 
from riskier geographies with potential for 
future supply disruption due to many factors 
which could include political and civil unrest, 
imposition of sanctions (imagine if these 
materials were sourced from Iran?)?

EY: Frontier geographies, where most strategic 
metals and minerals are found are subject 
to higher levels of risks to supply such as 
civil disturbance and resource nationalism 
which could be arbitrarily imposed. Such 
categories of risks were even highlighted by 
Glencore in its recent listing prospectus, which 
commented: “Relatively high commodity 
prices and other factors in recent years have 
resulted in increased resource nationalism 
in some countries, with governments 
repudiating or renegotiating contracts with, 
and expropriating assets from, companies that 
are producing in such countries.” 

WIllIS: So what has been the UK’s reaction to 
this issue of security of supply of  
strategic metals?

Living with Minerals 4, LondonPage 17 7 November 2011

Centres of production are not aligned with centres of
demand

Brazil
•Niobium

China
•Antimony
•Fluorspar
•Germanium
•Graphite
•Indium
•Magnesium
•Rare earths
•Tungsten

DRC
•Cob alt
•Tantalum

South Africa
•PGM

USA
•Beryllium
•Tantalum

► Centres of strategic mineral production are generally not aligned with the
UK’s traditional strategic partners

► Overdependence on supply from China and higher risk geographies such as
DRC, South Africa



 

EY: The UK’s response to the growing strategic metal and mineral 
supply risk is more muted than EU. According to a House of Commons 
Science & Technology Committee report, May 2011 there is some level 
of disagreement about the extent of the UK’s vulnerability to supply 
and the degree of direct impact. However given that important sectors 
of UK economy rely on wide range of strategic metals and minerals, it 
is agreed that a stable supply will be important in the transition to a 
low carbon economy.

The UK approach is focussed on additional data gathering and 
establishing departmental responsibility for identifying which metals 
are of strategic importance, collating information on existing resources 
and future demand and disseminating this information across 
government and to business.

This will necessitate a greater understanding of potential impact of 
supply and price volatility on strategic metals and minerals and will 
include identifying more effective scrap recycling methods to recover 
strategic materials currently lost in the process. The export of valuable 
waste scrap should be better controlled to minimise export of strategic 
metals and minerals.

The potential for increased economically viable domestic extraction  
of minerals should be examined and barriers to entry revised. 
This would include classifying mines as being nationally strategic 
infrastructure to speed up the planning process. The Geological  
Survey can provide locations of potential deposits that may host 
strategic metals and minerals.

The UK government should enter into bilateral agreements to secure 
metal and mineral supplies and provide the correct investment 
framework/incentives to foster sustainable supplies form less 
problematic, lower risk nations. The introduction of flow through 
financing (as per Canadian government taxation breaks for investment 
in exploration) should be examined as a means of kick starting more 
aggressive UK exploration.

Declining production of domestic resources of non-industrial minerals 
has increased UK exposure to imports and therefore increased risk of 
supply chain disruption and geopolitical risks. Since strategic metals 
and minerals are critical to UK industry and vulnerable to supply 
interruptions, although possibly controversial, the UK should consider 
the introduction of national strategic stockpiles for emergency use and 
fund research into greater substitution with viable alternatives.  

Compiled by Ernst & Young
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