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Iron ore market tightness set to remain as Vale's
woes in Brazil continue
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Royal Bank of Canada, one of the more up-to-minute banks when it comes to
commentary on the mining sector, has set ratings of underperform for Vale SA
(NYSE:VALE) and outperform for Anglo American (LON:AAL).
RBC's price target for Vale on the New York stock exchange is US$9.00, some
way lower than the current US$13.70. Its target for Anglo American is 2,300p,
some way higher than the current 1,964p.
Industry watchers won't be overly surprised at the different outlook RBC has in
respect for two of the world's most significant iron ore producers.
Following the collapse of a tailings dam at the Córrego do Feijão mine in Minas
Gerais in January Vale has been under severe pressure from the Brazilian
government. The dam collapse killed at least 165 people but, what was worse
for Vale in terms of regulatory pressure, it wasn't the first accident of its kind.
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So Brazilian regulators are now gunning for the least safety infraction by Vale
and have forced several operations to shut down, including the large Brucutu
mine, also in Minas Gerais.
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Brucutu may now be allowed to reopen, following the latest court ruling at local
level, but that news came only a day after regulators forced to more Vale
operations to cease production. One of Vale's major shipping terminals has
also been forced to close in recent days, although the company says it knows
of no permitting or other infraction involved at the operation.

Vale is a global mining company
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But in the immediate term that may not matter.
It is, in short, an uncertain time for the Brazilian mining champion, one of the
few truly world-class mining companies that originates from outside of the
Anglosphere.
But that in turn means that other iron ore producers like Anglo American, Rio Tinto (LON:AAL) and BHP Group PLC
(LON:BHP) are likely to pick up the slack.
Or so the thinking in some analysts' minds goes. But there may be a little more to it than that. It was interesting to see
the sharp rise in Vale's shares following the news of a potential re-start at Brucutu, and that 2% move may be indicative
that the market now feels that Vale has been oversold.
Indeed, on the day of the Córrego do Feijão disaster the shares plunged by more than 25%, a huge move for a
US$70bn company. The shares have since clawed back more than half of that loss and are now trading roughly at
levels they were at throughout much of 2018, before a surge at the end of the year.
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And the tightness in the market resulting from Vale's loss of production - which could amount to as much as 90mln
tonnes - may also have another paradoxical effect: the price of the iron ore it does produce and sell will be much higher,
owing to the lack of supply from the company's own mines.
How marked this effect will really be is open to question, as some analysts, including those at RBC note that for 2019
Vale will be able to make up for its likely production shortfall by drawing on stockpiles both in Brazil and in Asia.
Nevertheless, old certainties are now gone. Vale is no longer unassailable in Brazil. And the arrival of Jair Bolsonaro as
Brazil's new right-wing president poses more questions than it answers. On the one hand he is very pro-business, and
ought to be able to mitigate the worst of the fallout against Vale. On the other, he's also a populist, and with his
business credentials firmly established may feel secure enough to take a swing or two at Vale in pursuit of short-term
electoral gain.
The losers in all this are the Chinese buyers who will inevitably have to pay more for their ore. This is already
happening, as the iron ore price has moved more sharply than anyone expected in the immediate aftermath of the dam
collapse.
Partly, this is because of the unexpected robustness of the Brazilian regulatory response, and partly it's because of the
uncertainty that now exists around supply.
A general consensus can now be found for an iron ore price of close to US$100, although some, like the analysts at
London broking house Liberum are cautious about this. In their view such a price would require "the maximum possible
disruption to supply" as well as strong demand from China.
Liberum cites lower steel prices as likely to put significant margin pressure on Chinese manufacturers if the iron ore
price remains high. It's not alone in assuming that in the longer term the iron ore price is likely to fall back significantly,
possibly to as low as US$50 per tonne.
In the meantime though, the prospect for a further share price fillip to some of the world's largest miners continues to
look very real.
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No investment advice
The Company is a publisher. You understand and agree that no content published on the Site constitutes a recommendation that any particular security,
portfolio of securities, transaction, or investment strategy is suitable or advisable for any specific person. You understand that the Content on the Site is
provided for information purposes only, and none of the information contained on the Site constitutes an offer, solicitation or recommendation to buy or sell a
security. You understand that the Company receives either monetary or securities compensation for our services. We stand to benefit from any volume which
any Content on the Site may generate.
You further understand that none of the information providers or their affiliates will advise you personally concerning the nature, potential, advisability,
value, suitability or profitability of any particular security, portfolio of securities, transaction, investment, investment strategy, or other matter.
You understand that the Site may contain opinions from time to time with regard to securities mentioned in other products, including Company-related
products, and that those opinions may be different from those obtained by using another product related to the Company. You understand and agree that
contributors may write about securities in which they or their firms have a position, and that they may trade such securities for their own account. In cases
where the position is held at the time of publication and such position is known to the Company, appropriate disclosure is made. However, you understand and
agree that at the time of any transaction that you make, one or more contributors may have a position in the securities written about. You understand that price
and other data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that neither such data nor such
calculations are guaranteed by these sources, the Company, the information providers or any other person or entity, and may not be complete or accurate.
From time to time, reference may be made in our marketing materials to prior articles and opinions we have published. These references may be
selective, may reference only a portion of an article or recommendation, and are likely not to be current. As markets change continuously, previously published
information and data may not be current and should not be relied upon.
The Site does not, and is not intended to, provide investment, tax, accounting, legal or insurance advice, and is not and should not be construed as
providing any of the foregoing. You should consult an attorney or other relevant professional regarding your specific legal, tax, investment or other needs as
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