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SOUTH AFRICA
For decades, South Africa was one of the most dominant mining countries on earth, especially in 
the diamond and gold sectors. But in recent years, the country has faced significant cost increases, 
combined with bottoming-out commodities prices worldwide. These economic factors have been 
exacerbated by social ones, including increased national and international scrutiny on safety 

procedures and labour practices. However, some signs of a rebound are beginning to emerge, largely due to relative 
price increases for gold in South African rands.

Despite signs of hope from pricing improvements, the mining sector in South Africa is built on shifting sands, and 
minor developments could have a large impact on the bottom lines of the nation’s mining companies. At this point, the 
outlook for the future of South African mining could be characterized as “cautiously optimistic.” 

What is your outlook for the South 
African mining industry?
We predict the South African mining 
sector will still be slow for at least the 
next three years. While commodity prices 
are slowly increasing, a global supply 
surplus still remains, especially in relation 
to commodities heavily supplied by 
South Africa.

The industry also faces challenges on both 
the labour and regulatory fronts on issues 
such as safety concerns in underground 
operations, pressure to contribute to 
local communities, and legacy health and 
rehabilitation claims, among others. South 
African mining companies must also grapple 
with growing power prices, which have 
increased at a faster pace than inflation. 

All these factors translate into cost pressures 
and declining margins. Mines are “price 
takers,” not “price makers,” and have 
no ability to pass on these costs. Unless 
commodity prices rebound from current 
levels, the industry will remain under heavy 
pressure. While it may be tempting for 
mining companies to trim capital spending 
in these circumstances, it could actually 
prove even more detrimental to the industry 
in the long run.

However, the challenges faced by the 
industry vary widely from subsector to 
subsector. For example, among industrial 
commodities such as iron ore, coal and 
manganese, most operations are open-
cast; thus, they are not as affected by 
safety stoppage issues. This is in contrast 
to the gold and platinum segments, 

which have operations that are more 
concentrated underground. 

The commodities price drop has had 
a particularly negative impact on 
South African mining operations. 
With prices beginning to stabilise, do 
you expect the industry to rebound 
in the next few years?
Declining consumption from China 
combined with weak economic growth 
forecasts worldwide suggest the demand 
for industrial minerals is unlikely to 
increase significantly in the next few years. 
In addition, there is iron ore capacity 
that is just now coming online as a result 
of expansion during the commodities 
price boom. 

Diamond prices are, for the most part, 
remaining stable, and have even experienced 
minor upswings lately. Despite this 
trend, though, diamond pricing is largely 
driven by consumer sentiment, which 
remains unpredictable. 

Overall, while there are some signs of 
optimism in the market, we expect any 
rebound to move fairly slowly as we 
wait for demand to stabilise and grow 
alongside prices.

Despite recent chaos in the industry, 
gold has remained a bright spot for 
South African mining. Do you believe 
this will continue?
While gold has historically been very 
positive for South Africa, it has slid down 
the rankings over the past 10 years. The gold 
sector is unique in South Africa for several 

reasons. Unlike many other minerals, for 
South African gold operations, the difference 
between being cash positive and breaking 
even usually comes down to a difference of a 
few hundred dollars. As a result, a decline of 
just 10 to 15 percent from current levels can 
strain South Africa’s operations margins.

 The main driver of gold prices, which are 
incredibly volatile, is demand for safe haven 
investment options—and this demand 
is fairly strong at the moment in light of 
global anxieties surrounding Brexit, ISIS, 
European and Russian debt burdens, and 
shifting American leadership, among 
others. It seems the gold price, then, may 
hold its current levels. Locally listed gold 
companies also have more than half their 
operations offshore in lower-cost operating 
environments that benefit from a strong U.S. 
dollar vis-à-vis local currencies.

However, current gold prices are unlikely to 
foster industry growth. Despite relatively 
stable demand, current prices remain too 
low for large-scale investment in new 
major projects in South Africa. Instead of 
growth, we are likely to see production 
projects being completed, and cutbacks will 
be modest compared to those made when 
prices plummeted in 2012. 

For more information on the mining 
industry in South Africa, please contact 
Bert Lopes at blopes@bdo.co.za. 

Bert Lopes
MANAGING PARTNER, ADVISORY, BDO SOUTH AFRICA 



For more information on BDO’s service 
offerings to the South African mining 
industry, please contact:

Bert Lopes
+27 (0) 10 060 5000
blopes@bdo.co.za 
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MEDIAN MARKET CAPITALISATION

Declined 60%
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MEDIAN REVENUE FELL 4% from 
2010 to 2015, but rose the same 
percentage from 2014 to 2015.

The MEDIAN EXPLORATION 
EXPENDITURE DECLINED 88% from  
2010 to 2015.
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Cash flow is starting 
to improve, with the 
median cash balance & 
short-term investments 
increasing 68% from 2014 to 2015. 
(Though 2015 numbers represented a 
12% decline from 2010 levels.)
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While companies experienced a 33% 
LOSS IN MEDIAN PRETAX INCOME from 
2010 to 2015, it GREW 236% in just one 
year from 2014 to 2015.

MEDIAN EFFECTIVE TAX RATE

13.3% 26.2%

2011 2012

Middle market South 
African mining companies’ 
effective tax rates nearly 
doubled from 2014-2015.
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