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Creating the Right Policy Environment for India’s Minerals Sector

Introduction

n the next few years, India’s GDP will continue to grow on the back

of economic development, rapid urbanisation, increased

infrastructure investment, improved private investment, strong
industrial activity, and increasing consumption. These activities will, in
turn, boost domestic mineral consumption. Compared to other
developing countries, India’s use of metals is low across most metals.
Therefore, the country must avoid any cap on the annual production of
minerals by a miner that can be monitored by the monitoring
committee.

India produces around 88 minerals: four fuel-related minerals, 10
metallic minerals, 50 non-metallic minerals and 24 minor minerals.
Mineral reserves—by definition a part of mineable resources that can
be economically brought to production—form a small portion of the
respective resources. Exploration is the foundation of value creation in
mining as it broadens the pipeline of bodies for development,
replenishing reserves depleted through production. It also replaces
resources stranded due to uneconomic commodity prices. The
tollowing graph from the Ministry of Mines (Gol) shows the reserves
and remaining resources of minerals.

Significant Potential to Convert Resources to Reserves
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Source: Ministry of mines, Government of India, * Gold and Silver are in Tonnes

Due to reinvigorated mining-sector regulations and activities, Foreign
Direct Investment (FDI) inflow into the Indian mining industry has
been subdued, compared to other sectors such as telecommunications,
power, machinery and transport equipment in the last ten years, even
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though the government allowed 100 percent FDI in the mining sector
under the automatic FDI route.

The following graph shows the FDI flow in the Indian mining industry
from 1991 to 2015.

FDI Flow in Indian Mining Industry
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A Clear Mining Roadmap

ased on global mining trends and the reactions of various

governments, India should adopt progressive policy measures

for the minerals sector. Globally, certain trends have emerged
in this sector in the recent years.

a. Rising demand and increasing cost of mining has led to an increase
in commodity prices. Over the next 10 years, demand for iron ore is
likely to grow at two to five percent globally. However, replenishing
mineral reserves has become more difficult due to declining ore
grades and additional challenges such as inadequate infrastructure
and human capital, factors critical for the growth of the sector. The
following graph shows growth of minerals in India from 2007 to

2017.
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Low Exploration Expenditure: Exploring without an estimate of
an acceptable discovery cost for the resource being sought can
result in a company eventually going bankrupt. Even if it has
exceptionally long-life mines, exploration will likely be reduced or
curtailed by a company after protracted failure to disclose, because
of accumulated exploration expenditure.

Junior companies handle most of the exploration expenditure
worldwide, collectively accounting for over half of the expenditure
during the 2005-14 exploration boom, which peaked in 2012,
followed by a slide in commodity prices. Major companies typically
account for about 30 percent of exploration expenditure. The rest
is spent by mid-sized companies and the government.

EXPLORATION
India's exploration spending landscape as compared to global mining economies

Exploration budget per square km area, 2013
USD/km?

Traditionally India's exploration spend has
been low compared to other mining
economies. India accounts for only 0.4 per
cent of the World exploration budget.
Further, only 11 companies have planned
exploration activity in India. India needs to
increase its exploration spend to keep
reserve development in line with
production.
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India has not been a favoured mineral exploration destination for global
explorers, compared to countries such as Canada and Australia. India’s
exploration expenditure—estimated at around US$17 per sq.
km—compares unfavourably even with its BRIC counterparts such as
China and Brazil, who have exploration expenditures of around US$56

per

sq. km and US$35 per sq. km respectively.

The table below shows the exploration expenditure breakdown by
mineral, stage of development, and the number of companies involved
in exploration for various counttries.

Exploration budgets of various countries, by target and stage of development (USSm)

Country # of Country Gold Base Diamond |Uranium | PGM | Other Grass Late Mine
companies Total Metals roots stage stage
Canada 464 1185.3 597.8 203.5 955 147.3 28.2 113 339.3 446.8 399.2
Australia 450 1068.4 509.2 377.5 7 51.6 1.6 121.5 381.3 317.2 369.9
United States 208 717 414.7 222.2 8.3 6.8 65 175.4 250.7 290.9
Chile 77 615 162.3 432 . 20.7 205.4 210.1 199.5
Peru 96 501.8 149.5 244.5 5 4.3 5 103.5 139.2 157.7 204.9
China 62 540.4 245.6 183.6 3 7 0.8 100.4 177.8 130.3 232.3
South Africa 34 117.1 15.8 10.4 25 0.4 56.3 9.2 16.5 78.6 22
Indonesia 40 106.8 53.7 51.2 . . . 1.9 26.2 49.4 31.2
India 8 50.2 1.7 36 1.9 8 0.3 2.3 23 7.2 20

Source: SNL Financial
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