ON THE DRY B8IDE No .ONE HUNDRED-TWO

-1/ /)/ 8§l

MIM holdings has long been regarded as the Australian mining venture that is rock

John Hyde

THE MIM REPORT
solid. When even it posted losses in 1982 that was briefly touted by economists,
brokers and of course miners themselves as evidence that the mining industry and
the economy were in trouble. It was the type of news, with more from the United
States, that prompted Mr.Fraser to call an early election. With the breaking of
the drought, and & patchy butl wide spread intemational recovery, 1983-4 was a
good year in Australia and the early election proved to have been not such a good
idea. However, producers of most of Australia's major exports continue to find
the going pretty tough. Since 1982 MIM has been profitable but earnings to

capital ratios have been miserable at 1.4 and 0.9 percent.

gxporters’ difficulties may be divided between low international prices and high
Australian costs. The latest MIM Annual Report makes clear that much of the
problem is home grown. International prices are poor: copper prices are 237 below,
lead prices 4?% pelow, silver, zinc and iron about on & par with, and domestic
steaming coal 14% above the real average Australien dollar prices of the pasi

ten yearse. GCopper and lead loom large in MIM's accounts and the real copper price
atill seems to be fallinge. MIM has just announced & $23,8 million loss for the
first quarter of 1984-5.

However, the source of mining's and agriculture's troubles is to be found more in
bad govermment than bad markets. For decades these industries have been milch cows
from which govermmentis, unions and protected jndustries have supped but now, over
milked and under fed,. they are wasting away. ' Sharcholders will not
invest in the expectation of returns as low as l and 0.9 percent - in real tems

thege areé losses.



sqou oae Aeys gng ¢SprepuBis

SUTATT 0% UOTINQTIUOD 16098048 oY} OYBW PTNOA ¢unx SuoT oy} UT ‘YoTym o80Yj eJdem
poayTys swm Te3Tded UOTUM OUT gquowysosuT Oy} Jt TT® 3® J933eW 10U pynos STUL
*gqUOWABOAUT JOYLO J0F BUTUTW SABST SI03SSAUE TBUOT Y81 oYBUW

esoyl 5B yons suostaBdmO) .xm.om AL pus %6® L BurrrEled ¢oforg Furyusq YITA pesedwod
$Tg6T 0% sasef uej ey} JOJ asel nm@ &@ ATuo swm seTJ}SNpuT SuTuTW ey} JO UINjel
eSBIoA® 6U7 POPNTOXe ote Sigel pPBq OM) USO8 3SOW 68U} JT USAS qeys qurod euyj epwu

motyeiodao) SUTUTH WI83ESOM O weSIon ysSny *Jy {Teuorideoxs 40U eJe geandTy esoyl



The rewards to0 be gained from mining investments are kept artificially low by
exceptional compulscery transfers away from mining to the Govermments themselves
and by government induced transfers to protected industries and housing. The
Govermment , knowingly or not, has handicapped this industry in the competition
for domestic and foreign capital; the indusiry is much smaller than it should
E=tblahiy be, and its contribution to Australian living standards is less than

if it were treated more or less equally with other sectors of the economy.

In the last analysis governments command resources by threat of the use of force.
As neither honeyed words nor promise of reward induces us to pay taxes that
circumstance is inevitable, but this power is ceded to government with the
presumption that it will be used with reasonable evenhandedness and reasonable
economy « Mine?::p;;%gore than their share, but suffer a further hurt, which
goes deeper than insult, when those taxes and quasi-taxes are used to pay the
interest on debt which was raised in competition with them in the capital
markets.

As private, unlike govermment, enterprises cannot force investors to part with
their savings they must offer rewards.

Last year MIM Holdings paid its shareholders $25,1 million or 2.5 of sales
revenue; it paid the Queensland, W.A. and Federal Govermnments $102 million

or 104 of sales revenue. As we would expect, the largest, most discriminatory
and most outrageous charges were levied by that self proclaimed bastion of

v

free enterprise, the Queensland Goverrment.

In the five years to June 1983 inflation was 50, (which is pretty awful in

itself), but Queensland govermmeni charges paid by MIM rose 8q%. The Queensland
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Govermment collects revenue by granting itself a mounopoly 10 timaspusic ve..

ore and then charging the earth and sky to the captive mining companies. This mT
is the ultimate in hidden taxes, but is recognised for what it is by the
Commonwealth Grants Commission. It is a bad tax because it is highly
discriminatory and because a monopoly railway caen absorb its own excess profits

by generating inefficiency and feather beds for its staff.

Increasingly mining projects are being loaded with infrastructure costs which
are not asked of other competing sectors of the economy . These become part of
the employees' rewards, but are not deducted from the awards;. or they are revenue

earners for governments, MIM cites these capital costs associated ~with the

Collinsville and Newlands coal development s
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$ million

Mines 404
Infrastructure

Towns 103

Onshore Port facilities 80

Raalways 230

Roads 29

Power/Water 27 489

$ 893 million

The MIM Report also states that, “"In 1983/84, existing tariff and protection
policies imposed a further burden on the MIM group estimated at $40 million."

It has been sufficiently reliably estimated that the export tax effect of
Australian trade barriers is of the order of the 20L quoted by Mr. Hugh Morgan of
Western Mining in a recent speech to the Geelong Businessmen's Club, From that
percentage it is easy to calculate that existing tariff and protection policies
cost g;M $%fo million in 1983/84, That $40 million, or as I believe $160 million,
not oni;iiegiced MIM's ability to attract capital but the protection process also

subsidised others to bid against MIM in the capital markets. i
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In competition with more obviously productive investments housing absorbs savings,
but unlike most industries,and mines in particular, housing is subsidised and
granfed several tax breaks., Although far from the richest, we are possibly the
best housed people on earth. If we are to have a capital gains tax, as I believe
we should, then the tax must include private dwellings, for to tax a gain in MIM

stock but exclude dwellings would even further exacerbate an already serious



economic distortion,.

The chances of making & gain in MIM, or in most other mining stocks, will depend m

very much on Senator Button's success in pulling down protection and on free

enterprise giants like Premier Bjelke-Petersen's taxing policies.



