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Global Economic Overview

� World GDP growth accelerated to the 
highest levels in 25 years in 2006

� The second half of 2007 saw a contraction in 
growth due to volatile financial market 
conditions and credit tightening following 
the US housing crisis.

� China, India and Russia continue to show 
strong growth levels, accounting for over 
half of global growth in 2007. 
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� Emerging markets and economies have also 
contributed to strong growth, most notably 
Africa. 

� Increased inflationary pressure has caused 
central banks to tighten financial controls 
through increased interest rates (except the 
USA).

� Inflation has contributed to rising food and 
energy prices, particularly in developing 
countries.
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China Snapshot

� IMF has forecasted China’s GDP at 
11.2% for 2007 and 10.5% for 2008, the 
strongest growth on a global basis.

� GDP rates have been forecasted to 
average 9% per annum until 2015.

� CPI rates reached a decade high of 
6.5% in August ’07.

� Inflationary pressures have led to 
rising food and energy prices in the 
domestic market, with food prices 
increasing by 18% in August ’07.

� China continued to attract high levels 
of foreign investment inflow.

� The RMB currency continues to 
appreciate against the USD.

� On an international trade perspective, 
the Chinese Govt. is continuing to 
focus Chinese business on the 
domestic market at the risk of exports.

� Trade subsidies decreased or 
eliminated and trade taxes applied in 
some instances.
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BHP / RIO Scenario 2008

What is the impact to the steel industry of the rec ent BHP/RIO 
commodity price increases:
– Iron Ore: 65%
– Coking Coal: 205%

Impact
– 30% increase in cold rolled steel price
– Food grade tinplate cans – cost of tinplate steel is  approx 

70% of final product.
– Commodity increase above equates to approx 25% incr ease 

in can prices!
– This is without other production cost increases due  to 

labour, oil and associated costs etc.
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Metal Commodities (1)
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What does this mean in US$/tonne terms (approx) over 10 years:
Low High

Aluminium $1,100 $3,300

Copper (Grade A) $1,300 $8,900

Lead $500 $4,000

Nickel $3,800 $54,200

Zinc (High Grade) $800 $4,600

Source - LME Cash Buyer Prices

Metal Commodities (2)
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Metal Commodities (3)
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Agricultural Commodities

• Rising Demand – use in non-food applications!

• Low supply - drought!
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Plastics Drivers - Energy

• Energy prices – the sole driver!

• BRIC’s demand – stable infrastructure development!

• Some predictions oil could hit $200 (Goldman Sachs) !

Chart 1 - Oil Chart 2 - Naptha
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Plastics Drivers - Olefins

Chart 1 - Ethylene Chart 2 - Propylene
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Key PET Price Drivers
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SE Asia vs. China PET Pricing

Resin Indices (Mid Point $USD)
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PET Outlook

Global Production Capacity

� 2007 global PET Resin Production 
capacity is currently sitting at approx 
20mtpa.

� Industry in oversupply and is likely to 
remain so until 2010 at the least. 

� Asia is a notably a key net exporter of 
resin.

Long Term Sourcing Focus

� A key focus will be to form close 
relationships with high growth / high 
capacity suppliers.

� Approx 50% of existing PET capacity 
is in uneconomical manufacturing 
platforms (<100KT p.a.).

� Expect supplier financial stress on 
older plants with low capacity.

Global Demand

� Rising at 9-10% per annum, driven by:

� 20-30% growth in large 
population countries with 
changing lifestyles - India and 
China.

� Strong growth in existing (water) 
and new applications.

� Positive relative movement of 
PET pricing vs. other packaging 
– particularly aluminium.

Pricing

� Following oil, steady increases. 

� Additional raw material capacity will 
be coming on stream 2008/09.
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Polyethylene & Polypropylene Demand 

� Global polyolefins demand exceeded 
111 mtpa in 2006 (growth 4.5%)

� Estimated forecast to rise to 200 mtpa 
by 2020

� The demand growth for LDPE is low.

� Demand rising for due to competition 
from competitively priced conventional 
and second generation LLDPE.

2006: 111 million tons 2020: 200 million tons (estim ated)� Polypropylene demand growth 
increased in by 3.2% in 2005, 39% in 
2006. 

� Driven by applications served by 
traditional materials including metals, 
wood, and ceramics. The longer term 
outlook is for growth of 4.5% per 
annum. 

� Asia, and in particular China, shows a 
consistent pattern of positive growth 
for polyethylene and polypropylene -
consumption growth is forecast at 
6.3% per annum. 

2006 2020
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Polyethylene & Polypropylene (PP) Supply 

� Total capacity grew by nearly 41 million 
tonne from 1998 to 2006.

� Next significant increase around 2010.

� 2006 represented the highest capacity 
LDPE addition made for 15 years and is 
the start of a wave of LDPE additions 
over the period 2007 to 2010 – still low 
compared to HDPE/LLDPE. 

� Over the period 1991-2006, PP capacity  
increases by 1.9 mtpa,  the period 2002-
2005 representing a prolonged period of 
below average capacity growth. This has 
kept the global PP price at a high level. 

� Investment cycle is returning and a strong 
period of new capacity additions has 
commenced.
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Polypropylene / LDPE Pricing

� Global demand is strong with the 
balance of supply/demand described as 
tight.

� Crude oil is a major price driver and 
resin will continue to track this 
commodity (recent moves to >$95 
barrel).

� Other price drivers include strong 
market demand, new product delays, 
production problems, hurricane threats 
and a tense geopolitical situation.

� Moving into late 2008 and 2009/10, as 
new capacity comes on stream, pricing 
for PP should become (relatively) more 
competitive – with a shift towards a 
buyer’s market.
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Polyethylene & Polypropylene Outlook

Global Production Capacity

� The current period of strong market 
performance should be taken in the 
context of the next downturn. Based 
on the large number of capacity 
expansions announced in China and 
the Middle East, the next downturn 
(2009-2011) could be very severe and 
result in more competitive global 

pricing in the marketplace.

Long Term Sourcing Focus

� As a consequence of the location of 
new capacity, global trade patterns will 
change dramatically as the United 
States and Western Europe become 
large net importers of LLDPE, HDPE 
and Polypropylene by the end of the 
decade, with the Middle East 
becoming the major supplier globally.

Global Demand

� Demand growth expected to continue 
strongly.

� Demand will outpace supply/capacity 
increases. 

Pricing

� Comparable values are foreseen for 
2008, with the exception of a modest 
decline in LDPE and polypropylene 
operating rates. 

� The polyolefin industry is forecast to 
continue in a period of relatively good 
financial performance that could last 
towards the end of 2009.
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Commodities –
An Economic Perspective

Question – Commodities price bubble or market mania?

Assess the market:
1. Displacement of market forces – the rapid industrialization of China
2. Liquidity
3. Potential for continued investor flows – commodities as an asset class

Signposts to measure the maturity of price trends:
1. Fair value – V’s long term relative prices
2. Supply response
3. Emerging markets infrastructure
4. Commodity play re-ratings
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• Minimal/diminishing local supply

• Low volumes (relative to other global markets)

• Remote location

• Historically a low priced location

• Why supply to Australia at low prices – supply at high prices

• Subject to the constraints of supply chain

• Close to China & India – demand drain!

• Dynamic global market – you must be part of it! Australia is remote!

Australia as a Commodity Buyer
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Commodity Risk Management

• Hedging material price risk
• Hedging currency

• Benefits:
– Converters – better control of raw material costs (c ertainty)
– Producers – better management of material pricing (c ertainty)

Refer currency charts: AUD, USD, CNY
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AUD/USD Exchange Rate
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AUD/EUR Exchange Rate
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USD/CNY (China) Exchange Rate
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Resin Sourcing – Case Study
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Current Experience in the Global Market

• Where Asia was previously Australia’s key supply ma rket (Aust is definitively part of Asia 
now from an industrial perspective – they are our su pply, our customer & our competitor), 
the market is:

– Higher prices in Europe means Asian suppliers are n ow increasingly selling into 
Europe.

– Also, price awareness in Europe, means the Asian su ppliers are demanding identical 
prices in most markets (including Australia).

– BaoSteel example – tinplate.
• China:

– Lower production costs
– Learning high sales price is OK

• Supply constraints & uncertainty:
– Where suppliers of all commodities switch and chang e in accordance with where the 

profit lies – profit maximisers!
– Examples:

• Steel - tinplate to electrical steel
• Aluminium - canstock to aviation & aerospace product s
• Paper: away from base paper products to high value add products
• Grains: industrial corn, wheat and tapioca used in starch, now with options in 

ethanol and food again!
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GEO Fabrics – Case Study
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Application of a Commercial Vision (1)

Question - Where are the savings today – commodities or supply chain?

• Commodities evidence – problematic!

• Examine the supply chain in detail:

– Freight rates (volume basis)
– Container packing – use bladders if possible

– Need to ensure facilities can handle this

– Container transport/loading limits – container stuff ing at the ports!
– Aust legal limits – 23m/t net to 25mt.

– Transport – use a 2 way trip! (50% of the price)
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Application of a Commercial Vision (2)

• Sourcing & Procurement is faced with historical, pr ocess, structural, 
leadership and performance issues  - significant und erperformance

• Sourcing & Procurement must be sustainable, value-c reating business 
capability – total transformation required

• In order to achieve its goals of increased efficien cy in the future, business now 
needs a fundamentally different kind of sourcing & procurement capability 
which:

– Is fully integrated with key business functions

– Is staffed by professional, high performing team me mbers

– Has strong tools and frameworks delivering full spe nd visibility
– Has strong target setting and accountabilities

– Has deep understanding of supply markets and suppli er economics

– Has a strong focus on supplier management and cost reduction (supply 
economics)

– Can strategically engage with customers, internal s takeholders and key 
suppliers

– These are the characteristics of world-class sourci ng & procurement
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