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FOREWORD

L C Ranford
DIRECTOR GENERAL

S Regr

Welcome to the Department of Minerals and Energy's 1998 Statistics Digest.
This publication contains the most comprehensive statistical information
available on the Western Australian resource industry.

The statistics in this Digest show that revenue growth in the Western Australian
minerals and energy industry has slowed with the total value of production in
1998 rising by 3.3% to reach $17.9 billion. This comes after ten years of solid
growth averaging almost 10%.

The total value of production slowed in 1998 due to historically low global
commodity prices and despite the fact that physical output of most mineral
and petroleum products actually increased during the period. The effects of
mineral and energy price cuts were ameliorated by the depreciation of the
Australian dollar during 1998.

The State’s resource industry is clearly operating in a challenging period and
the near term outlook is for continued low commodity prices. In addition,
whilst there are indications of stabilisation in parts of the Asian economy, there
is a risk of easing growth in the US and there are concerns that growth in
domestic demand could moderate in Western Europe. These developments do
not bode well for mineral and energy prices in the near term.

Despite the difficult environment, new low cost projects such as those in the
nickel industry are being commissioned and expansion of facilities is taking
place for example, in the alumina and base metals sectors. Western Australia's
fundamental competitive position in the resource industry has not changed
and there is reason to look forward to a recovery gaining momentum in 2000.
The new project developments will prepare the State's industry for a resurgence
as markets recover in the next few years.

Itis important to build on the State's advantages with further deregulation and
expansion of the State's energy industry. It also important to reduce
uncertainties in the local operating environment where possible. Native Title
issues are currently of major concern to industry. These and other issues are
discussed in the Digest.

Itis not possible to prepare such a comprehensive range of information without
valuable assistance from outside the Department. | would therefore like to
thank all the various resource companies,Australian Bureau of Agricultural and
Resource Economics (ABARE), Australian Bureau of Statistics (ABS) and the
Western Australian Treasury Department for their cooperation and help during
the preparation of the Digest.
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. ECONOMIC AND SOCIAL ENVIRONMENT

Growth in the United States
and Europe offsets Asian
decline.

Uncertainty about future
direction of growth in the
United States.

Government policies
attempt to boost economic
activity as Japanese
economy enters recession.

South East Asian economies
remain weak.

1.1 World Economy Review

Despite the Asian economic crisis the world economy overall grew at a robust
rate in 1998. Growth was sustained by strong domestic demand in the United
States and Europe, which more than offset falling activity in countries affected
by the Asian currency crisis. The outlook for 1999, however, is for a decline in
the pace of world growth, due to easing in the United States and Europe only
partially offset by resumption of growth in key Asian economies.

The United States economy is estimated to have grown by 3.5% in 1998, the
seventh consecutive year of expansion. High levels of domestic demand
underpinned growth, while net exports detracted from growth. The drag on
exports over the year was due to the strength of the United States dollar and
the impact of the Asian crisis on US exports, particularly manufacturing exports.

Interest rate cuts in the US in late 1998 were aimed at underpinning US
economic growth. These cuts should also stimulate activity in the second
half of 1999. Overall, the OECD forecasts growth in economic activity for
1999 in the United States of 1.5%. However the downside risks to this include
insecurity in demand from key export markets, namely Brazil and other Latin
American economies, and the possibility of a significant correction in the
United States' stock market. Any correction is likely to have an impact on
wealth and therefore consumption and on confidence generally. A further
risk will be the direction of US interest rates. With the economy running at
full employment any increase in labour costs may feed through to potential
inflation and prompt the Federal Reserve to increase interest rates.

The Japanese economy contracted in 1998 and was labelled as “officially” in
recession. An already poor economic situation,compounded by weakness of
the Japanese financial system, was aggravated by the Asian crisis. Activity
continued to decline despite continued efforts to stimulate activity through
fiscal initiatives and financial sector reform.The impetus from these initiatives
was insufficient to offset weak domestic demand due to bank balance sheet
and corporate restructuring combined with further declines in land and equity
prices which lead to a deterioration in credit conditions, rising unemployment,
a decline in consumer confidence and an increase in saving. This was
exacerbated by weak external demand, particularly from Japan's East Asian
trading partners.

The outlook for Japan is for a continuation of subdued conditions, with growth
forecast to resume, albeit at a rate of just 0.2%, in 1999.

Most South East Asian economies experienced a decline in economic activity
in 1998. The fall in activity reflects the impact of the Asian financial crisis on
real economic activity in the region.

Investor confidence in the Indonesian economy remained very weak due to
substantial structural difficulties. Indonesia's economy is not expected to
recover appreciably in the near term. While the large depreciation of the
currency should stimulate exports, particularly labour-intensive goods, a
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Structural reform crucial
for economic growth.

Brazil devalues currency
but negotiates agreement
with the IMF.

shortage of working capital is limiting the economy's ability to trade out of its
problems.

Malaysia has also experienced deterioration in economic and financial
conditions. In September 1998 the Malaysian government stopped foreign
dealings in the ringgit after an attempt to stimulate domestic demand via interest
rate cuts whilst maintaining the value of its currency.

South Korea, after suffering considerable currency depreciation, continued to
experience severe economic problems over the first half of 1998. These
problems necessitated IMF involvement in an appropriate structural adjustment
program for South Korea. There are now signs that the economy has stabilised
and of some restoration of investor confidence.

The resumption in growth should be strongest in those countries most active
in implementing structural initiatives to address the crisis, namely South Korea
andThailand. Although reform has a long way to go, there are signs of resumption
in growth in these economies in 1999. In contrast, those economies less active
in implementing reform, most notably Indonesia and Malaysia are expected to
continue to experience difficulties.

Taiwan and Singapore have managed to escape the worst of the crisis, although
economic activity in Singapore is expected to fall in 1999 by a modest 0.5%.
This is a relatively remarkable achievement given the downturn in the region.
By comparison, Hong Kong, which experienced an estimated 4.8% decline in
activity, is expected to decline by a further 0.8% in 1999. Growth in Taiwan is
expected to ease slightly to 4.6% in 1999, down from 4.9% in 1998.

Economic growth in China remains robust.This growth is supported by relatively
strong domestic demand since there has been a weakening in the external
sector, with China facing increased competition from its Asian neighbours.The
maintenance of the US$ peg has meant that Chinese exports have become
much less competitive vis-a-vis those from other Asian nations. However,
authorities have managed to offset this through a substantial program of
investment in infrastructure. Importantly, China has so far resisted pressure to
devalue its currency.

At the beginning of 1998-99 the international financial crisis that began in Asia
spread to Latin America, with regional currencies under intense pressure as
foreign and domestic investors panicked to remove their capital in the wake of
problems in other economies (e.g. Russia). Brazil, which accounts for nearly
half of the output in the region and is the world's second-biggest recipient,
after China, of emerging market foreign investment, was significantly affected.
Brazil's Cardoso Government which had successfully,until October 1998, tamed
the country's once runaway inflation (down to 4%), attempted to defend its
currency, the real, with 40% interest rates. In spite of winning an IMF
international support package to defend the real, Brazil had to admit defeat on
13 January 1999 when Gustavo Franco, Brazil's central bank governor, resigned
and his successor allowed the real to devalue 8% against the US dollar. However
it appears that the risk of spreading financial crisis in the wake of the devaluation
has lessened with the IMF and Brazil coming to a new agreement. Latin America's
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Challenges for monetary
and fiscal policies in the
euro area.

The Russian crisis impacted
on the Baltic countries and
the Commonwealth
Independent States (CIS).

biggest economy will be able to draw on US dollars to shore up the real. The
IMF will provide the much needed currency injection in exchange for the
Brazilian Government to restore a sustainable budgetary position.

With the treaty on European Union, signed in 1992, the Union set itself the
objective of establishing the European Economic and Monetary Union (EMU),
ultimately based on a single currency. Convergence towards low rates of
inflation and a sound fiscal position were the two most important criteria to
be fulfilled before countries could join the monetary union. By mid-1998,
eleven out of the fifteen member countries had qualified and agreed to
participate from the outset in the project (Germany, France, Italy, Spain, the
Netherlands, Belgium,Austria, Finland, Portugal, Ireland and Luxembourg). The
single currency of the EMU, the euro, was launched on 4 January 1999.
Introduction of the single currency was accompanied by the creation of a
European Central Bank (ECB). Virtually all fiscal competencies are to remain
at the national level, but the ECB will set monetary policy for the area as a
whole. This raises familiar issues in a new context, namely the challenges of
safeguarding monetary policy credibility while simultaneously ensuring fiscal
prudence.

Instability in Russian financial markets evolved into a full-blown financial crisis
by mid-1998. The approval of an IMF aid package in July 1998, worth more
than US$22 billion, proved insufficient to restore investor confidence or bring
interest rates down to levels consistent with Russia's emergency fiscal
consolidation program. On 17 August 1998, after repeated struggles to defend
the rouble and manage government debt, the Russian government and central
bank succumbed to market pressure and allowed for the depreciation of the
rouble and effective default on domestic government debt. Russia has since
entered a period of very high political and economic uncertainty and instability.
A new government and central bank management took power in September
1998. The overall chaotic environment was the main cause of the decline of
GDP in the second half of 1998.

The Russian economic crisis is being felt in the Baltic countries (Estonia, Latvia
and Lithuania), which face large trade exposure to the CIS and in particular to
Russia, which absorbs 20-25% of their exports. Of the CIS, Ukraine has been
under particularly strong pressure and has also taken measures to devalue its
currency. In Eastern Europe in general there have been sharp differences in
transition experiences. Output growth in 1998 was negative in Romania,
sluggish in Bulgaria and positive in Slovakia and Slovenia.

Department of Minerals and Energy




As expected, growth in the
Western Australian
economy is beginning to
slow, following
exceptionally strong gains
in 1997.

The pace of private
investment growth slows
but levels remain high.

Western Australia’s
overseas trade surplus
continues to grow, despite
significant increases in
imports.

WA retains strong labour
market

1.2 Review of the Western Australian and Australian

Economies

The pace of growth in the Western Australian domestic economy has begun to
ease, following strong growth in 1997. State final demand grew by 5.2% in the
year to the September quarter 1998, down from growth of 9.9% in 1997.

Despite the slowing growth, the Western Australian economy continues to be
stronger than that of any other State. Demand from Western Australia's
industrialised export markets has been particularly strong and has more than
offset weaker demand from East Asia.

Growth in private consumption expenditure on trend has stabilised at around
1.0% per quarter, slightly stronger than nationally and a similar rate to that
achieved during the sustained expansion in consumer spending of the early-
mid 1990s.

Although consumer spending as a whole is growing at a similar pace to the
early-mid 1990s, the pattern of consumption growth has been different. In
particular, there was a switch from purchases of retail items to purchases of
motor vehicles in 1998. This was probably due to a decline in the relative price
of new motor vehicles assisted by the appreciation of the Australian dollar
relative to East Asian currencies.

Following steady growth through 1997 and early 1998, dwelling investment
has eased since June 1998. Over 1998 there was a slowing in the growth of
business investment, from the record rates in 1997-98. However the level of
business investment is expected to be more than double (120%) than at the
trough in 1991-92 and 61% above the most recent peak in 1989-90.

Strong growth in international demand for Western Australia’s exports, despite
the slump inAsia, has meant that Western Australia's trade surplus has continued
to rise.

Export growth began to slow in 1998, after exceptional growth in 1997-98,
from 17.9% in the year to June 1998 to 12.5% in the year to December 1998.
Nevertheless, this remains a very healthy rate of growth and compares with
6.2% growth in exports nationally over the same period (and nearly four times
the figure for the rest of Australia of 3.6% i.e. excluding Western Australia).

Following trends evident since the Asian downturn began, exports growth to
G-7 countries (Japan, US, UK, Germany, Canada, France and Italy) continue to
underpin overall export growth.

As economic prospects for East Asian countries improve over the medium term,
Western Australia's exports to these markets are likely to resume.

Employment grew by 2.9% (or 24,900 persons) in 1998, the second strongest
rate of growth after Queensland. Despite this strong growth in employment
the unemployment rate remained at around 7%, (the lowest of all States),
reflecting an increase in labour market participation. Employment grew by
1.9% nationally with Western Australia accounting for 15% of this increase.
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Inflationary pressure
remains subdued

Easing of interest rates in
1998

The Australian dollar
experiences mixed fortunes

Prices continued to increase at a modest pace in the December quarter with
the consumer price index (CPI) for Perth increasing by 0.5%. This follows an
unprecedented decline in the CPI in 1997-98.

Increased consumer spending has yet to flow through to significant price
pressure.This may reflect competition from cheaper imports of consumer goods
from Asia, since although the Australian dollar depreciated against most
currencies, it appreciated against some South East Asian currencies. The
appreciation resulted in decreases in the Australian dollar price of some imports
(notably motor vehicles).

Wages growth, also a significant determinant of inflation, has been relatively
subdued in recent quarters.

There was an easing of monetary policy by the Reserve Bank of Australia (RBA)
in early December when the Bank announced a 25 point cut in the cash rate to
4.75% - the lowest since 1994.

Long term interest rates fell sharply from mid-November onwards, culminating
in 10 year bond yields posting a low of 4.7% on 11 December, the lowest yield
since regular bond tenders began in 1982.

The fall in Australian bond yields during the latter part of 1998 in part reflected
the official statement accompanying the monetary policy easing, in which the
RBA forecast a much shallower upswing in inflation than it had previously
considered. The fall is also part of a trend towards historically low bond yields
in the US and record low yields in Germany and Japan.

The A$ fell to an all time low of 55.25 cents US in late August 1998 before it
recovered to nearly 65 cents US. However measured against the RBA's Trade
Weighted Index, the A$ fell to a three and a half year

A$/USS

EXCHANGE RATE A$/US$

low on 30 December, reflecting renewed strength by
the Japanese yen and other Asian currencies.

The mixed fortunes of the A$ largely reflect market
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uncertainty as to the direction of commaodity prices this
year. While there is increasing confidence that world
growth has bottomed and demand in Asian markets
should improve over the coming year, this has yet to be
reflected in a meaningful improvement in key
commodity prices.

0.55

Source: Reserve Bank Bulletin

Jan 97 Jul 97 Jan 98

Jul 98 Dec 98

Figure 1.1

Department of Minerals and Energy




The downward pressure on
world mineral and energy
commodity prices that
began in 1997 with the
East Asian financial crisis
continued throughout
1998

Western Australia’s Export
Commaodity Price Index
begins to stabilise

Commaodity price outlook
uncertain

1.3 Economic Factors Affecting the Mining Industry

The downward pressure on world mineral and energy commodity prices that
began in 1997 with the East Asian financial crisis continued throughout 1998.
The Asian crisis represented the most significant shock to commodity markets
since the dissolution of the Soviet Union and the global economic slowdown
in the early 1990s. Japan's poor economic performance also continued to
undermine commodity markets. Commodity markets were also adversely
affected by developments in Russia. Hopes of a recovery in Russia were dashed
in mid 1998 by a sharp rise in interest rates from around 20% to 150% before
settling at around 80% in an effort by the government to support the rouble.
The longer term effect of this is uncertain. Russia may attempt to increase its
foreign exchange reserves by increasing its commodity exports. However,
Russia's economic difficulties may restrict credit to its metal producers, thereby
reducing output. These are disturbing developments, occurring at a time of
subdued demand in international commodity markets.

Despite the ongoing turmoil in international commodity markets the State
Treasury reports that the world price of Western Australia's major commodity
exports in US$ terms appears to have stabilised, after having fallen substantially
since mid-1996. However the stabilisation in overall prices masks changes in
individual commodity prices. Prices of alumina, gold, ilmenite and rutile have
all risen in recent months, albeit modestly. The increase in these prices has
more than offset the impact of falls in the price of oil, LNG, and nickel, on the
commodity price index.

Oil prices continued to fall in 1998 in response to decreasing world demand
and increasing world supply. Demand for oil in general was down due to both
slow demand from industry, particularly in Asia, and from households in the
northern hemisphere, where there was a relatively mild winter. On the supply
side,downward pressure on oil prices was exacerbated over 1998 by the failure
of OPEC to restrict supply from its members and by the return of oil production
from Irag.As a result of these market forces oil prices fell to a 23 year low.

International demand and supply conditions in 1998 resulted in world nickel
prices being down about a third compared with 1997.Demand for nickel from
Asian stainless steel producers was sluggish in response to the depressed
economic conditions experienced by the Asian area. On the supply side there
was the ready availability of nickel and stainless steel scrap from Russia plus
the expectation of significant additions to world nickel supply from Western
Australia's new low-cost lateritic nickel producers.

The outlook for commodity prices in the immediate future is extremely
uncertain. Market sentiment is likely to be the main determinant of price
movements in the short term. Market sentiment, however, will not sustain the
lift in prices. This will depend on an increase in world consumption of
commodities, which in turn depends on the timing of the resumption of growth
in the East Asian economies and the strength of economic growth in the United
States and Europe.

There are tentative signs that growth in East Asia has bottomed. However, it is
too early to conclude that the recovery has commenced. There is, nevertheless,

Department of Minerals and Energy




The mining and energy
industry continues to reap
the benefits of a lower
Australian dollar.

Microeconomic reform of
major State utilities
continues to benefit the
mining industry

a general consensus that the recovery will resume late in 2000. This may
underpin commaodity analysts' expectations of an improvement in prices of
most commaodity prices in the medium term.

As many export contracts are written in US$, the US$ -A$ exchange rate is a
significant economic determinant affecting the State's minerals and energy
industry. Due to ongoing uncertainty about the outlook for commodity prices,
in 1998 the value of the A$ relative to the US$ fell 15% averaging 63 US cents.
This was the most significant factor contributing to the growth in the value
of Western Australia's minerals and energy industry in 1998.

The competitiveness of Western Australia's mining industry continued to
improve with the ongoing deregulation and expansion of the State's energy
industry. The government owned AlintaGas continues to control Western
Australia’s gas infrastructure, however, since 1 January 1998 gas customers
taking at least 250 TJ per annum through a single connection have been able
to contract directly with the supplier of their choice. Under the State's
deregulation policy this threshold is decreasing every year and by 2000 all
householders will be able to buy gas from the supplier of their choice. Further
microeconomic reform of the State's gas industry is proposed with the possible
sale of AlintaGas. The State Government has undertaken the first step in the
proposed privatisation by setting up a Steering Committee which is scheduled
to report to Cabinet on privatisation options early in the 1999-2000 financial
year.

In March 1998 the Dampier to Bunbury gas pipeline was sold to Epic Energy
Australia. At $2.4 billion the privatisation was the largest in the State's history,
surpassing the $900 million sale of BankWest two years ago. Epic Energy
Australia immediately announced it will reduce transportation costs by 20%
by 2000, with a further commitment to double the capacity of the pipeline by
2007.

In mid 1998 the State Government announced its intention to privatise the
freight business of Westrail. State Cabinet approved the sale in March 1999
and accepted the recommendation from the Westrail Taskforce that the freight
section be sold as a fully integrated business, incorporating both rolling stock
and track.The business will not be sold to another government operator and
the private operator will be required to comply with the State rail access
regime. This regime provides a guaranteed right for other operators to
negotiate track access on fair terms and conditions. The privatisation and
track access offers the potential to enhance the efficiency of rail operations
which in turn will be beneficial to those industries that use the State’s rail
services.These include the resources industry.

Another rail transport competition issue that has implications for the mining
industry is the rail access dispute between iron ore producers North and Rio
Tinto. In September 1998 North's subsidiary, Robe River Associates, applied
to the National Competition Council (NCC) for access to Hamersley Iron's
railway in the Pilbara. The application was made under Part Il1A of the Trade
Practices Act. In response to this, Rio Tinto's subsidiary, Hamersley, made an
application to the Federal Court disputing the NCC's jurisdiction over the
matter.The Federal Court began hearing the case in April 1999.
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Federal Government
proposal to introduce a
Goods and Services Tax
(GST).

Concerns about proposed
trade-offs to achieve lower
company tax rate

InAugust 1998 the Federal Coalition released its proposed tax reform package.
If the tax reform package is passed by both Houses of Parliament in the form
proposed by the Federal Government then there would be several benefits to
the mineral and energy industry. These benefits include:

e Exports being GST free, thus enabling tax credits to be claimed on all
inputs used to produce the final good or service;

< Extension of the exemption from Fringe Benefits Tax to remote area housing
(currently only applicable to primary producers) provided by the mining
industry for its employees.This should work towards equalising the options
between fly-in fly-out arrangements versus constructing residences in
regional mining areas;

< Proposed removal of a range of State taxes, many of which affect the mining
industry, in exchange for the States receiving GST revenue as of 1 July
2000.The details regarding the removal of these taxes are yet to be finalised;
and

< Introduction of a new diesel fuel credit scheme which will effectively
reduce the diesel excise from 43c per litre to zero,and for larger transport
users (including rail) from 43c per litre to 18c per litre.This is in addition
to savings of 7c per litre for business users of petrol and diesel through
their access to a refund of the GST paid on fuel.

The Review of Business Taxation (better known as the Ralph Review) instigated
by the Federal Government has thus far focused on reducing the company
marginal tax rate, (from 36% to 30%), in exchange for the removal of other
taxation concessions currently applicable to certain businesses. The Ralph
Review is basing its work on the premise that all businesses, regardless of
different circumstances pertaining to various industry groups,should be treated
equally.The minerals and energy industry is particularly concerned about the
possible removal of tax concessions such as accelerated depreciation
allowances, exploration write-offs and tax deductions for research and
development.
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Native Title continues to be
a major issue impacting on
the industry.

Western Australia is yet to
pass its Native Title
legislation.

1.4 Social and Political Factors Affecting the Mining Industry

The Western Australian Government has been abiding by the future act
procedures of the Native Title Act (NTA) since the High Court Decision of 16
March 1995 found the State's Land (Titles and Traditional Usage) Act 1993 to
be inoperative. Native Title claims covering over 82% of the State had been
registered with the National Native Title Tribunal (NNTT) by the end of
December 1998. Claims often overlap and instances where up to 12 or more
separate parties have claimed title to the same land have been recorded. The
distribution of these claims is such that about 98% of all mineral title
applications in Western Australia must now be processed via the future act
regime of the NTA.

The impact of the NTA procedures has been to severely delay processing of
mineral title applications. Exploration Licences are fast tracked using the
‘expedited procedure'. Nevertheless to December 1998, the impact of the
NTA procedures has been to delay the grant of Exploration Licences by about
six months. Delays in the granting of Mining Leases have been much greater
than those associated with Exploration Licences. This is because all Mining
Lease applications over areas subject to registered Native Title claim must
undergo the ‘right to negotiate procedure'. To the end of 1998, over 2,600
applications for Mining Leases had become subject to ‘right to negotiate
procedures' and 333 agreements had been finalised involving 235 Mining
Leases.

In October 1996 the Prime Minister announced a number of proposed
amendments to the Native Title Act 1993.The amendments aimed to streamline
the NTA to make it more workable.

In December 1996 the High Court ruled in the Wik case that pastoral leases
did not extinguish Native Title but the rights of pastoralists and of Native
Title-holders could co-exist.

In response to this ruling the Commonwealth Government announced, in
April 1997,a 10 point strategy.The major aim of the strategy was to clarify the
conditions under which native title and pastoral leases could co-exist.

In September 1997 the Native Title Act Amendment Bill 1997 was introduced
to the Commonwealth Parliament.This Bill incorporated the 1996 proposed
NTA amendments and the Wik 10 point strategy. In December 1997 the Senate
made significant changes to the Bill. The changes were debated fiercely and a
compromise was reached culminating in a modified version of the NTA
Amendment Bill being passed through the Senate in July 1998.

This Commonwealth legislation enables the States and Territories to establish
procedures to deal with Native Title issues at the State level. The state based
legislative procedures must be consistent with the amended NTA and be
approved by the Federal Government.

On 15 October 1998 State Native Title legislation was introduced into the
Western Australian Parliament. The legislation comprised three Bills: i) The
Titles Validation Amendment Bill 1998; ii) The Native Title (State Provisions)
Bill 1997; and iii) The Acts Amendment (Land Administration, Mining and
Petroleum) Bill 1998.
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Miriuwung and Gajerrong
Federal Court decision may
have implications for the
State's resources sector.

The Framework Convention
on Climate Change (FCCC)
established the mechanisms
for international co-
operative action on
greenhouse gases.

Kyoto outcome favourable
for Australia.

The Validation Bill aims to ensure ongoing security of titles issued under the
State Government's previous land titles regime. The Provisions Bill includes
provision to establish a State Native Title Commission that would assume the
functions of the National Native Title Tribunal. The ActsAmendment Bill provides
consequential amendments to existing State Acts and imposes native title liability
compensation obligations for future acts on industry.

The Acts Amendment Bill 1998 was passed by Parliament and assented to in
December 1998. However the Legislative Council did not pass both the Titles
Validation Bill and the State Provisions Bill.The failure to pass the State Provisions
Bill resulted in Native Title remaining under Federal Control.

In April 1999 the Premier told the Legislative Assembly that he would agree to
pass the significantly amended Titles Validation Bill and to this end he would
introduce new legislation covering the Labor amendments in the spring session
of Parliament.The Government's Titles Validation Bill aims to extinguish Native
Title over most types of rural land tenures. The Labor amendments to the
Government'sValidation Bill aim to decrease the area of land over which Native
Title would be extinguished.

On 24 November 1998 the Federal Court confirmed that Native Title could co-
exist with other forms of land tenure. The Native Title claim by the Miriuwung
and Gajerrong people covered 7 thousand square kilometres of the East
Kimberley, including Lake Argyle and the Ord River.The claim also extended
into the Northern Territory.

Virtually all the area claimed was allowed with a few exceptions.The Court’s
decision may have ramifications for the State’s proposed Titles Validation
Amendment Bill 1998. To the extent that the Bill aims to extinguish Native
Title over most types of rural land tenures the State could become subject to
compensation claims.

Furthermore the Federal Court's decision may have significant implications
for the resources sector since the Court also ruled that Native Title holders
had the right to trade in resources and to receive a portion of the resources
removed from the area claimed.

The Western Australian Premier has indicated that he will appeal the Federal
Court’s decision.

The Framework Convention on Climate Change (FCCC) established the
mechanisms for international co-operative action on greenhouse. The
Convention sets out a broad framework and initiated a process covering all
aspects of climate change. The international commitments under the FCCC
were concluded at the Third Conference of the Parties held at Kyoto, Japan in
December 1997.

In the Kyoto discussions Australia was able to successfully lobby support for
the concept of differentiation. Differentiation means that the FCCC greenhouse
gas emissions outcomes should take into consideration the individual
circumstances of each participating country.The Kyoto outcome was favourable
in that Australia was one of three countries permitted to marginally increase
emissions by 8% vis-a-vis 1990 levels.
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New Commonwealth Bill
streamlines the State/
Commonwealth
environmental approvals
process.

Regional Forest Agreement
public consultation paper
released.

New Federal Government
administrative
arrangements for energy
and resources

In 1992 a National Greenhouse Response Strategy (NGRS) was adopted by
Australian governments. Following a 1996 review of the strategy it was
concluded that governments, stakeholders groups and the community need
to do more to reduce Australia's greenhouse gas emissions and to prepare for
the potential impacts of climate change.

All States and Territories are currently in the process of inputting into the
National Greenhouse Response Strategy (NGRS).The NGRS will indicate the
manner in which Australia will constrain its growth in emissions to the 8%
increase negotiated under the Kyoto Agreement.

The first stage of the process (now completed) was for the Commonwealth,
States and Territories to agree to the principles which should underlie the
NGRS.The second stage (currently underway) is for the Commonwealth, States
and Territories to develop “Action Plans” for implementation of the NGRS.

In developing State “Action Plans”Western Australia is pursuing the concept
of differentiation within the national context. The State’s belief is that it should
not be unduly penalised because its export goods have high domestic
greenhouse emissions, particularly as some help abate emissions abroad.
Western Australia is currently in the process of developing the State's Action
Plan.

The Federal Environment Protection and Biodiversity Bill 1998 was drafted to
replace the existing Commonwealth environmental laws. The Bill enhances
the Commonwealth's ability to accredit State environmental procedures and
to delegate authority to the State. It therefore removes the Commonwealth
from many State and local environment issues. The Federal Bill and the
associated streamlined State-Commonwealth environmental approval process
have not yet been finalised.

In May 1998 the joint Western Australian - Commonwealth public consultation
paper,“Towards a Regional Forest Agreement”was released, outlining a range
of possible approaches to a long-term Regional Forest Agreement (RFA)
between Western Australia and the Commonwealth. The release of the
document marked the final phase in the RFA's development, which
commenced in 1992, when Commonwealth, State and Territory governments
signed the National Forest Policy Statement.

The RFA for Western Australia encompasses most of the State's Southwest
region. Itis an agreement between the State and Commonwealth governments
on the future use and management (including exploration and mining) of the
forests of Western Australia’s south-west. The Agreement will be in place for
20 years, subject to five-yearly reviews.

The last stage of the RFA process entailed considering comments on the
consultation paper and development of a preferred approach for submission
to the Commonwealth and State governments. It was signed by the Prime
Minister and the Premier in May 1999.

With the new Ministerial arrangements following the federal election in
October 1998 the resources and energy portfolio was amalgamated with
industry and science to form the new ‘megaportfolio’ of Industry, Science
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and Resources. The whole Resources and Energy Group of the former
Department of Primary Industries and Energy (DPIE) has gone over to the
Department of Industry, Science and Resources (DISR).The former DPIE also
had charge of the Australian Geological Survey Organisation (AGSO), the
Australian Bureau of Agricultural and Resource Economics (ABARE) and the
Bureau of Resources Sciences (BRS). Except for its former hydrogeological
section and the mineral and petroleum resources part of BRS, AGSO is are
now within DISR. ABARE and the former hydrogeological section of BRS have
gone to the department of Agriculture, Fisheries and Forestry Australia (AFFA)
which is the new version of DPIE.
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2. REVIEW OF MAJOR MINERALS AND PETROLEUM IN WA

2.1

In 1998 the total value of Western Australia's minerals
and energy production grew by 3.3% to reach $17.9
billion. This amounts to ten years of compound growth
averaging almost 10% per annum. The slowing growth
was due to low global commodity prices. Physical
output of most mineral and petroleum products
actually increased and in many instances reached
record levels. Falls in commodity prices were so severe
in some instances that both rises in quantity and
depreciation of the Australian dollar over 1998 were
unable to maintain revenues.

Overview and Outlook

Overall growth of the resource sector, albeit at a
subdued rate was facilitated by a 15% depreciation of
the Australian dollar during 1998. This helped
ameliorate price cuts over the year and boosted the
few price increases that some commodity suppliers
experienced.

With world oil prices falling to their lowest level in
23 years, petroleum was particularly hurt by adverse
price conditions. Whilst the output of almost all
petroleum products increased with record levels
reached for liquefied natural gas (LNG) and
condensate, the total value of petroleum production
fell by 10% to $4,646 million. This was the first drop
in four years.

In contrast to what was experienced in most other
sectors, iron ore production actually fell in 1998 by
6% to 143 million tonnes, but the value of production
increased by 13% to reach a record $4,097 million.
This outcome was achieved through a combination
of higher prices attained at a previous round of
negotiations in early 1998 and the lower value of the
Australian dollar.

Depressed international gold prices continued to place
pressure on the gold industry to rationalise production
with the State's overall gold output dropping in 1998
by 3% to 231 tonnes (7,423 thousand ounces). Thanks
to the devaluation of the Australian dollar though, the
value of gold output still managed to rise marginally
by 2% to $3,469 million.

Western Australia’s alumina output continued to
increase, rising by 2% on the previous year to reach a
record high of 8.6 million tonnes. Favourable prices

received by local producers resulting from Australian
currency devaluation was chiefly responsible for the
value of production soaring by 15%, to hit a record
$2,397 million.

Similarly, the State's nickel output also greatly
increased, attaining a new record high of 143 thousand
tonnes. This was the industry's sixth successive annual
output increase. However, the world average nickel
price was down by a third compared to the previous
year, reaching a 10 year low. Consequently, the value
of production suffered a 9% drop to $1,039 million in
1998.

The heavy mineral sands industry continued to grow
for the fifth successive year with the value of
production up 9% to $691 million. This was
attributable to increased production of most mineral
sand products, local producers receiving favourable
contract prices and a weakened Australian dollar. A
significant contribution to the industry's growth came
from the upgraded ilmenite sector, where the value
of production rose 19% to $283 million.

Both sales value and volume records were broken by
the Western Australian diamond industry in 1998.
Western Australian diamond sales in 1998 were up by
a dramatic 48% to $622 million. Factors responsible
for this were the higher average prices received on
sales, mix of diamonds marketed and the depreciation
of the Australian dollar. In addition, volume of sales
was up in 1998 by over 29% to 52 million carats with
a portion of these sales emanating from stocks.

Another sector that experienced growth over 1998
was the salt industry which increased its value of
production by over $38 million to $210 million. Other
sectors helping the resource industry grow were the
State's lead and zinc producers who increased
production by 35% to over 189 thousand tonnes of
combined metals in concentrates. This plus the
favourable movement in the exchange rate helped
overcome lower prices to see total lead and zinc
revenue go up by $13 million to $141 million.

Despite overall slower growth of the Western
Australian mineral and petroleum industry in 1998, it
is noteworthy that the current level is almost 2.5 times
higher compared to the value of mineral and
petroleum production ten years ago. This is a solid
average compound growth rate of 9.6% per annum
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and represents a doubling of the value of production
every eight years, outstripping growth of the economy
in general.

As discussed earlier, world economic conditions are
such that the outlook for commodity prices at least in
the near term is not good. A critical issue at this stage
is how long commodity prices will remain low. As
pointed out by ABARE at its March 1999 Outlook
Conference,economic conditions in Asia are of critical
importance to world commodity prices and the
economic recovery in Japan, South Korea and South
East Asia is likely to take several years. In China
meanwhile, significant reforms are needed to sustain
economic growth. Combining this with an assumed
weak world economic outlook, the potential of
increased commodity supplies is likely to continue to
place downward pressure on world prices over the
next few years.

However, at the Outlook Conference it was also
pointed out that in the longer term a modest recovery
in world economic growth is assumed later in 2000
with a strengthening beyond that. This should provide
asource of relief for low commodity prices which will
be dictated more by the degree to which new mineral
and energy supply capacity is brought into production.

2.2 Petroleum

The value of Western Australia’'s petroleum production
fell 10% to $4,646 million. This comes after four
successive years of increases. Physical output of
almost all petroleum products increased, with for
example, liquefied natural gas (LNG) and condensate
rising to new record highs. However, even with the
benefit of the depreciated Australian dollar the
increased output, was insufficient to counteract world
oil prices which fell to their lowest level in 23 years.

In 1998 the State exported $3,235 million, or 70% by
value, of its petroleum production. The major
destinations were Japan (67%), Taiwan (8%) and the
Us (7%).

1998 Petroleum Industry Highlights

LNG isWestern Australia's most significant petroleum
product. Output of LNG in 1998 increased 3% to a
new record high of 7.5 million tonnes. Poor oil prices
however, caused the value of this production to drop
2% to $1,562 million.

Western Australia accounts for approximately 10% of
world LNG trade and is the third largest exporter in
the Asia Pacific region behind Indonesia and Malaysia.
Having become a significant supplier in the world
market, Perth hosted the world's premier LNG
conference in May 1998, attended by the world's
major LNG producers and consumers.

A total of 129 LNG shipments to Japan were made in
1998 plus four to the US. The spot sales to the US
were made possible by the North West Shelf Gas

PETROLEUM EXPORTS
TOTALVALUE : A$3.24 Billion
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Project (NWSGP) having capacity installed beyond
that required to meet the current level of firm long-
term contract sales to Japan. Capacity could indeed
be increased further if plans to construct two
additional LNG trains reach fruition. The NWSGP's
expansion plans involve adding two more processing
trains to the three that have been operating since the
mid 1980s, six extra LNG carriers,a fractionation plant,
two additional power generation units, an extra LNG
jetty berth, an extra LNG storage tank and a utilities
upgrade. This would double LNG production capacity
to almost 14.5 million tonnes per annum.

At this stage a front end engineering design for the
proposed expansion of the LNG project is being
carried out. It is expected to be completed by mid
1999. This is a preliminary step before the calling of
final tender contracts for procurement and
construction of the proposed expansion. Expenditure
on the final tender contracts is conditional upon the
NWSGP joint-venture partners securing long term
LNG sales contracts with their Japanese customers.

Crude oil production increased 15% to 69 million
barrels. A major contribution to this increase came
from the State's largest oilfield,Wanaea -Cossack, which
despite a temporary shutdown of the Wanaea floating
production, storage and off-loading (FPSO) facility in
April 1998, overall recorded much higher output

during the year. Production in 1998 was also boosted
due to higher output from the Griffin project which
recommenced production in January 1998 after being
shutdown for repairs over the previous three months.
Additional contributions to increases in the State's oil
output came from the commencement of production
from the Stag field in May 1998 plus the first full year
of production from the Wandoo ‘B’ platform, the
Agincourt field and the Lambert -Hermes project.

Oil prices halved over the last two years as the Asian
economic crisis crushed demand and global
inventories ballooned. OPEC production controls have
also met with little success resulting in severe oil price
drops over 1998. Consequently, despite the State's
crude oil output increasing 15%, the low prices
converted this into the overall value of crude oil
production actually being down 15% to $1,459
million.

Condensate production increased 9% to reach a new
record high of 44 million barrels. This was chiefly
due to greater output from the North West Shelf
Project, particularly North Rankin and Goodwyn.
Again, lower oil prices resulted in the actual value of
condensate production being down in 1998 by over
13% to $956 million. Future output of condensate
may increase further, particularly if the NWSGP's
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liquids expansion program reaches fruition. This
program is part of the NWSGP's expansion plans
mentioned earlier and would lift NWSGP condensate
production from its present rate of about 115 thousand
to 130 thousand barrels a day.

Decreased sale contract volumes and lower realised
prices resulted in the value of Western Australian
natural gas production in 1998 falling 8% to $527
million. 1998 was also the second full year of
production from Woodside Petroleum's liquefied
petroleum gas (LPG) plant. Whilst most exported LPG
production continued to go to Japan, new export
destinations were China, the Philippines and Lebanon.
The new export markets facilitated a 13% increase in
production to over 648 thousand tonnes of LPG butane
and propane products. However, low prices for
petroleum products meant that the total value of
production for LPG was down in 1998 by 15% to $142
million.

World Oil Market and Outlook

Oil prices fell heavily in 1998, being 38% down on
average compared to the previous year. A particularly
steep decline in oil prices occurred in the closing
months of the year with the price of West Texas
Intermediate for example, dropping to US$10.35 per
barrel - its lowest level in 23 years. Several factors
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have been responsible for this including the failure
of OPEC's proposed production cuts in late March
1998 to materialise to the extent promised. A major
hindrance to the effectiveness of OPEC controls on
output has been the extent of non compliance by
OPEC members. Further discussions by OPEC
regarding production cuts have been mooted in March
of this year, but until the issue of compliance is
resolved, it is unlikely they will be carried out.

An additional factor the depressed oil market needs
to deal with is the return of Iraq to the market. Oil
production from Irag has been surging with the
country currently producing 2.7 million barrels a day,
its highest output since the end of the Gulf War in
1991. New production has also entered the market
from countries such as Russia, Norway, Mexico and
Venezuela.

Compounding depressed prices caused by
overproduction has been slow demand in Asia, a
relatively warm northern hemisphere winter and high
global stock levels. The oil price outlook therefore
remains weak, with most analysts expecting prices
to remain around the US$13.00 to US$15.00 per barrel
mark over 1999.

State Outlook

Given the depressed oil price outlook, the short term
prognosis for the State's petroleum sector over the
coming year is subdued. Significantly,in January 1999
Woodside commenced a major shutdown of the
Cossack Pioneer offshore oil and gas production
facility for maintenance. The maintenance program
is expected to take around six months. This will lower
the State's crude oil output at least over the first half
of 1999. However, completion of the maintenance
program will see oil production from the Wanaea/
Cossack field increase from the current output of 90
thousand barrels per day to 115 thousand barrels per
day. Gas production from the field is also expected
to increase.

In the longer term, current forecasts indicate total
condensate and crude oil production will decline after
2002 unless there is a significant increase in successful
exploration activity over the next few years.
Undermining the exploration effort however has been
the global oil price slump. This is forcing companies
to cut their exploration budgets, particularly outside
the low cost production areas.
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Low oil prices and the economic downturn in Asia has
also led to uncertainty in the LNG industry. Up until
the middle of 1997 demand forecasts were universally
confident of continually increasing demand. However,
the Asian downturn has put in question the LNG
industry's expansion plans. It is almost certain that
new LNG projects such as the NWSGP expansion plans
mentioned earlier will proceed, the question is when.
This similarly applies to greenfield developments such
as the Gorgon, North Gorgon, Spar, West Tryal Rocks,
Chryasor and Dionysus gas fields. So despite the short-
term drop in confidence, the long-term outlook is still
good as LNG projects are based on long-term
commitments between buyers and sellers and the
current downturn is likely to have little effect beyond
a delay in start up dates.

With the availability of significant resources, Western
Australia's gas production is very much dictated by
demand which shows steady growth, not only from
existing, but also potential new customers. In
particular,strong increases in industrial sector demand
are expected. In relation to the chemical sector, of
particular relevance was the announcement by the
State Government on 10 June 1998 that the Dow
Chemical Company and Shell Chemicals Limited had
won the right to develop proposals for the construction
of a $3 billion integrated petrochemical plant either
on the Burrup Peninsula or Maitland industrial estate
near Karratha. The first stage of Dow/Shell's feasibility
study was to be completed by the end of 1998 with a
view to begin physical implementation of the project
in 2000.

IRON ORE EXPORTS
TOTAL VALUE : A$3.90 billion
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2.3

Unseasonably wet weather in the middle of the year
and contracting steel production led to iron ore output
falling in 1998 by 6% to 143 million tonnes. However,
the value of production of Western Australia’s iron ore
industry increased by 13% to reach a record amount
of $4,097 million. This outcome was achieved through
a combination of two favourable factors,namely higher
prices attained at a previous round of negotiations in
early 1998 and the depreciation of the Australian dollar.

Iron Ore

Over 95% of Western Australia's iron ore production
was exported overseas, with the State being the
world's leading iron ore exporter. Almost half of the
exported iron ore went to Japan, a quarter to China
and the remainder mostly split up between South
Korea, Europe and Taiwan.

1998 Iron Ore Industry Highlights

Thel5% devaluation of the A$ relative to the US$
during 1998 was the most significant contributor to
the increased value of production. However, slightly
higher prices also helped. For the Japanese fiscal year
(JFY), April 1998 to March 1999, Western Australia's
three major producers secured from Japanese buyers
price increases of 2.9% and 2.8% for lump and fine
ore respectively.
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Price increases were nevertheless achieved under
difficult negotiating circumstances. In 1998 iron ore
markets began to come under increasing downward
pressure from collapsing steel and pig iron production
which fell around 2% and 1% respectively in 1998.
Japan's steel and pig iron production however,
underwent greater decreases of around 11% and 4%
respectively. Overall,including Japan and China,Asian
steel production fell around 2% in 1998, while pig iron
production was only down marginally. The overall
Asian outcome was not as severe as Japan's due to
China in 1998 recording an estimated 5% and 2%
growth in its steel and pig iron output respectively.

Locally, the most significant development in the iron
ore industry during 1998 was Hamersley Iron's
completion of its Yandicoogina (HiYandi) iron ore
project. This greenfield project is the second major
iron ore development (after BHP's Yandicoogina) in
the region east of the Karijini National Park.
Hamersley'sYandi mine is located approximately 90km
north west of Newman, in close proximity to BHP's
Yandi mine. Hamersley commenced mining at Yandi
in August 1998 with the first shipment being loaded
in January 1999. At full production the mine will
produce up to 15 million tonnes per annum of sinter
fines material.

Development of HiYandi involved improving and
expanding Hamersley's Dampier port facilities to
increase its capacity by some 10 million tonnes per
annum. The expansion entailed maximising utilisation
of existing equipment and infrastructure, installation
of new equipment, construction of a lay-by berth at
East Intercourse Island and dredging of loading basins
at Parker Point. A railway line linking HiYandi to
existing rail facilities also needed to be constructed.

Nearby, BHP's Yandi mine also reached a significant
milestone in 1998 by having crushed 100 million
tonnes of iron ore since the mine commenced
production in 1992. This was achieved after only six
years of operation during which Yandi has become
one of the worlds top six iron ore mines.

BHP also mostly completed its iron ore capacity
expansion at Nelson Point in Port Hedland in 1998.
Since late 1996, the upgrading of ore handling facilities
at Nelson Point has included the installation of a third
ore car dumper,crushing and screening plant upgrades,
new marshalling yard facilities and rail line
debottlenecking. All up, these upgrades have enabled
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BHP to lift ore handling capacity at Nelson Point from
44 million to 66 million tonnes per annum.

However, the economic turmoil in Asia forced BHP
to suspend mine development of its Mining Area C
(MAC) and Newman Orebody 18, even though the

IRON ORE
Production and Value by Quarter
Mt $A Million
50 1250
— Value
40 /f/_\ 1000
m A v
—
30 750
20 500
10 250
0 T 0

Mar 97 Jun 97 Sep 97 Dec 97 Mar 98 Jun 98 Sep 98 Dec 98

Source: DME Figure 2.8
I

Department of Minerals and Energy




latter already had railroad formation earthworks in
place and a power line under construction.

Outlook

Prospects of the iron ore industry are of course reliant
on the fortunes of the steel making industry which in
turn depend on world growth. After slowing from
4.1% in 1997 to 2.3% in 1998, ABARE has tipped
another fall in global economic growth to 1.9% in
1999. This does not bode well for steel demand. Steel
consumption in the US and Western Europe is forecast
to slow in line with slowing industrial production
growth in those regions. Of particular concern has
been the accelerated rate at which steel and pig iron
production began to fall in Europe and the US towards
the end of 1998. Up to now weakness in the steel
market was restricted to Asia. Analysts now predict a
contraction in global iron ore trade of over 3% in 1999.

Of special relevance to the local iron ore industry is
the predicted continuity of depressed steel production
in the recession hit Japanese steel making industry.
Japanese crude steel production has been depressed
and unfortunately suffered greater production cuts as
1998 drew to a close. A collapse in demand at home
and abroad has seen Japanese steel production tipped
to fall in 1999 to its lowest level in 27 years, with
Japanese steel makers suggesting that their output
could be down 8% to 84 million tonnes in the coming
year.

Consequently, in February 1999 Western Australian
iron ore producers had to accept much lower than
expected prices for the Japanese fiscal year (JFY),April
1999 to March 2000. BHP and Hamersley Iron both
settled for an 11.0% cut in their fine ore price to
US26.63cents per dry long ton unit (about US$17 per
tonne) and a 10.2% cut in the lump ore price to
US34.83 cents per dry long ton unit (about US$22
per tonne). North Ltd's Robe River joint venture had
to accept a 13.4% cut for its lesser quality fines
product. BHP suffered a double blow insofar it also
had to drop agreed deliveries by some 8%.
Hamersley's tonnage was cut back by a smaller 4%.

Itis unclear as to the direction in which Chinese steel
production is headed. The Chinese Government's
announcement that it would spend more on building
roads, highways and telecommunications networks
has been interpreted by some as meaning that China's
steel requirements and hence iron ore imports will

rise. However, China's steel inventories are believed
to have increased markedly in 1998 and this has
prompted Chinese authorities to slash the country's
steel output in 1999 by 10% in an effort to curb the
slide in price and ease domestic oversupply. Chinese
steel makers have also remarked that they are
experiencing profit drops or losses. A similar picture
is emerging for another major importer, South Korea.
In late 1998, South Korea's main steel producer, Posco,
announced that steel production and exports would
be temporarily cut in response to the low level of
international demand. This is interrelated with the
increased difficulties Asian countries in general are
now experiencing in exporting steel to Europe and
the US. Steel producers in both these regions (plus to
a lesser extent Brazil, Mexico and Thailand) believe
their countries are importing cut price ‘dumped’ steel
and are calling on their respective governments to
restrict foreign access to their domestic markets.

In total, global economic and steel industry
developments do not augur well for Western Australian
iron ore producers. Global economic developments,
particularly in Asia, have also enforced a more critical
consideration of new iron ore projects and in
particular, moves towards downstream processing. A
plethora of iron ore processing projects remain simply
‘under consideration’. Western Australia has a ready
availability low cost iron ore and natural gas resources,
close proximity to Asia and sophisticated
infrastructure. Unfortunately, the Asian economic
slowdown now looms as the major hurdle, posing not
only marketing difficulties for potential new DRI
projects but also initial financing hindrances.
Significantly though, after 40 months BHP completed
construction of its direct reduced iron (DRI) plant in
Port Hedland. This is Western Australia's first new
downstream iron ore processing facility. Though
commissioning of the project is still underway, the first
briquettes from this plant were produced in late
February 1999 and the first shipment of briquettes in
April 1999.
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2.4 Gold

Depressed international gold prices have continued
to place pressure on the industry to rationalise
production. Closure of gold projects resulted in the
State's overall gold production dropping in 1998 by
3% to 231 tonnes (7,423 thousand ounces).
Nevertheless, thanks to the devaluation of the
Australian dollar in 1998, the value of the State's gold
output still managed to rise, albeit by a small 2% to
$3,469 million.

The international gold price averaged US$294 per oz
in 1998. This was 11% lower compared to the average
price in 1997. Local producers were sheltered from
the full effect of the lower gold price thanks to a
depreciated Australian currency. This converted the
international price decrease to a 5% average increase
in Australian prices over 1998. Local producers were
also assisted by maintaining extensive gold hedging
positions.

In 1998 the State's gold exports amounted to $4,089
million. This exceeded the value of production
because previously stockpiled refined gold stocks
were included in exports. Predominant gold export
markets were the UK (24%), South Korea (17%),
Singapore (12%), Switzerland (11%) and the US (10%).

Gold Industry Highlights

Low gold prices have inevitably seen the gold mining
industry in Western Australia undergo some
rationalisation. This has manifested itself through
tenement or lease rationalisation, closures,
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consolidation of operations and also expansion of
some mining companies via corporate takeovers and
acquisitions to reap economies of scale in an effort
to reduce costs. An example of this was Great Central
Mines (GCM) twin takeover of Wiluna Mines and Eagle
Mining Corporation. This was part of a strategy by
GCM to rationalise and consolidate properties in the
Yandal and adjacent Milrose and Wiluna Belts in
Western Australia. Also, Normandy as part of its
Boddington joint venture in late 1998 purchased the
resources of the nearby Hedges gold mine. Normandy
has since figured again in the ownership change stakes
by taking up a significant share in GCM.

Weakness in the A$ has also increased the
attractiveness of local companies to overseas gold
mining companies, particularly from North America.
This was exemplified earlier in 1998 by Homestake
Mining Company's acquisition of Plutonic Resources,
where not only a large production base was absorbed
but also a substantial tenement position in the Yandal
Belt.

Over half (52%) of Western Australia's gold output in
1998 was accounted for by the following 11 projects:

* Golden Mile (Normandy, Homestake) — 24.3
tonnes

e Granny Smith (Placer, Delta) — 16.9 tonnes
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e Kambalda St Ives (WMC) — 13.2 tonnes

e Telfer (Newcrest) — 10.6 tonnes

e Jundee-Nimary (Great Central Mines) — 9.8 tonnes
- Kanowna Belle (North, Delta) — 9.3 tonnes

e Plutonic (Homestake) — 8.1 tonnes

e Bronzewing (Great Central Mines) — 7.9 tonnes

e Boddington (Newcrest, Normandy,Acacia) — 7.9
tonnes

« Paddington (Goldfields Kalgoorlie) — 6.5 tonnes
e Sunrise Dam (Acacia) — 5.9 tonnes

Notably, ownership of the above list of 11 projects is
relatively concentrated amongst several significant
mining companies. Rationalisation also meant that
1998 saw a number of relatively large gold mines cease
operation and reconfiguration of some operations.
Sons of Gwalia for example, as part of its rationalisation
of operations closed down its Nevoria and Laverton
mines and St Barbara ceased open pit mining in
Meekatharra. Mine closures in 1998 also included
Bullabulling, Mt Gibson, Mt Morgans, Marymia, Lynas
Find, Bannockburn, Reedy and Two Boys. These
operations in total produced approximately 17 tonnes
of gold in the previous year.
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Decreases in Western Australia's gold output due to
closures was made up for by increased output from
some existing projects plus the start up of new mining
operations such as Golden Feather, Paraburdoo,
Cornishman and Karonie.

Takeovers and amalgamations also extended to the
gold refining business. In October 1998 the Western
Australian Government's Gold Corporation
(GoldCorp) and Golden West Refining Corporation
reached an agreement to establish one of Australia's
largest refiners of gold and silver. The new joint
venture company, headquartered in Perth utilises all
the assets of Golden West and the Indonesian, Thai,
Hong Kong and Australian assets of GoldCorp, with
the exception of its coin and minting business.

On a national scale, the low gold price motivated the
Australian gold industry in October to band together
to form the Australian Gold Council (AGC). The
council's aim is to raise the profile of the gold industry
on the national and international stage. It also planned
to, among other, to facilitate research into the
economic and social contribution of the gold industry,
address specific tax issues, produce publications,
generate education initiatives and lobby the ASX to
develop a world class gold index.
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World Gold Market

The year started badly for gold prices, hitting an 18-
year low of US$280 per oz in January 1998. Prices
subsequently moved upward to a high of US$314 per oz
in April, but a weaker yen prompted fears of a further
slowdown in demand for gold from Asia. Hence, by
August prices had fallen again to near US$270 per oz..
Prices subsequently managed to scramble up to
average around US$291 per oz for the remainder of
the year. Overall, the international gold price averaged
US$294 per oz in 1998, 11% down compared to the
average price in 1997. This was the lowest average
annual gold price since 1978.

A major feature of 1998 was the failure of gold to
respond in any way that suggested a ‘safe haven’ role
for the metal. Many analysts pointed to the numerous
events in 1998 that might have attracted funds into
gold but failed to do so, including diverse events as US
presidential impeachment proceedings, Wall Street
stock market shocks, events in Irag and Russia's debt
problem. These exemplified that gold has in recent
years been increasingly acquiring the status of a
commodity, rather than that of a financial vehicle.

Gold Market Outlook

Low global growth, modest inflation outlook and an
unchanged fundamental picture point to gold trading

little changed during the coming year. At ABARE's
Outlook Conference in March 1999 the gold price
was forecast to remain subdued in 1999 (averaging
US$295 per oz). This forecast was based on the
expectation that world gold fabrication demand will
remain weak in 1999 despite some recovery in Asia.
Gold used for fabrication purposes in India, China,
and the Middle East was forecast to decline by around
6%, while growth in gold fabrication use in Europe
and US was expected to slow. Beyond 2000,ABARE
saw the most positive fundamental influences on the
gold price to be an expected slight decline in mine
production and recovery in fabrication demand.

The most unpredictable element however is the
extent to which official and private sector above
ground stocks were available to fill any gaps between
mine supply and fabrication demand. Most analysts
predict that high levels of official sector sales and
lending, producer hedging and private disinvestment
will lead to real gold prices continuing their easing
downward trend of the past two decades.
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2.5 Alumina

Western Australia's alumina output continued to
increase, up by 2% on the previous year to reach a
new record high of 8.6 million tonnes. The value of
this production also soared, by 15%, to hit a record
$2,397 million. Favourable prices received by local
producers resulting from Australian currency
devaluation was chiefly responsible for the increased
value of production.

Over 90% of the State's alumina production was
exported overseas. Over a quarter went to the US
(26%), with other significant destinations being South
Africa (18%), Canada (14%) and Bahrain (13%).

1998 Alumina Industry Highlights

After rising in1997,spot prices for alumina fell in 1998,
particularly in the later half of the year. Overall, the
world alumina spot price averaged US$192 per tonne
in 1998 which was 11% down on the previous year.
Several factors contributed to the price fall. Firstly,
approximately 90% of the western world's aluminium
producers source some of their alumina via contracts
which are based on the LME aluminium price. Hence,
alumina prices fell as the aluminium price decreased.

Secondly, the consumption of alumina by primary
aluminium smelters increased by less than 1% in 1998.
This weak demand largely reflected production
problems that beset numerous aluminium producers
in 1998. Combined with a 2% increase in world
alumina production, these factors placed downward
pressure on prices.

In 1998 work on the Worsley Alumina refinery
expansion continued. In December 1998 the
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engineering component of the project was about 70%
finished with the construction phase about 15 %
complete. This is the largest resource development
project in the State's South West region for over a
decade. Completion of the Worsley refinery is forecast
to increase alumina production from the present level
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of 1.75 million tonnes per annum to 3.1 million tonnes
per annum by the first quarter of 2000. Worsley also
expects to reduce its operating costs by at least 10%
to US$92 per tonne as a result of the expansion. This
should position it as the world's lowest cost alumina
producer.

The State's other alumina producer, Alcoa, also
continued work on its Wagerup refinery expansion.
The Wagerup refinery is the third of Alcoa's three
refineries inWestern Australia. The Wagerup refinery’s
current capacity is 1.75 million tonnes a year and the
expansion will take the refinery’s capacity to 2.19
million tonnes per year. Completion is expected by
mid 1999. The expansion is the first stage of an overall
program to enhance the Wagerup refinery's capacity
to 3.3 million tonnes per annum. Alcoa's other two
refineries inWestern Australia are Pinjarra and Kwinana
(capacity of 3.1 and 1.9 million tonnes respectively).

In 1998 mining was concluded at Alcoa's Jarrahdale
operation. Started in 1963, Jarrahdale was the oldest
bauxite mine operated by Alcoa in Western Australia.
Closure took place as the technology at Jarrahdale
lacked the flexibility and economies of scale at Alcoa's
two other bauxite mines at Huntly and Willowdale. It
is planned that Alcoa's Huntly mine east of Pinjarra
will be expanded to become a 20 million tonne per
annum operation effectively absorbing Jarrahdale's
output of 7 million tonnes per annum.

In other developments, Alichem continued work on
its plans to establish Australia’s first aluminium fluoride
plant at Kwinana. A pre-feasibility study for processing
alumina hydrate to produce 40 thousand tonnes per
annum of aluminium fluoride has been completed.

Outlook

At ABARE's Outlook 99 Conference aluminium stocks
were expected to rise as production exceeded
consumption. Consequently, an approximate 13%
decrease in spot aluminium prices during 1999 was
forecast. However, it was cautioned that there were
several uncertainties regarding the final price outcome
such as the timing and extent of economic recovery
in Asia, producers shutting 