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Several high-profile mining disasters and emissions controversies 

in recent years have increased investor scrutiny of ESG risks. Our 
global survey of corporates and investors active in the sector 

reveals diverging perceptions of the most material risks to the 
sector, while our ESG Relevance Scores (ESG.RS) show that the 

financial transmission of these risks will differ by operating 
location, business model and supply chain. 

Investors Are Sensitive to ESG Events but 

Focus on Long-Term Risks 
Survey respondents across the corporate and investor base of the 

metals and mining sector point to a greater focus on ESG in the 
investment process as a key driver of risk to a “high impact” sector. 

Our survey reveals that ESG controversies and media coverage 
influence investment policies. Nonetheless, physical climate risks 

(such as droughts, floods and other natural disasters) are identified 
as the top ESG risk across all sectors and regions in our survey.  

ESG-Related Constraints Limit Supply of 

Commodities 
CRU predicts a boom in demand for battery metals (particularly 
lithium, nickel, cobalt and copper) by 2030, but environmental and 

social constraints related to increasing water scarcity, labour 
disputes and industrial emissions have had a growing impact on 

companies’ operations. Some companies are investing in high-cost 
solutions such as desalination to address this risk. Provenance of 

supply is becoming a major concern, particularly for smaller 
artisanal producers that often have low regulatory compliance.  

ESG Can Affect Financing 

Higher ESG.RS for major mining companies and processors show 
how ESG risks can affect credit profiles. Several rating downgrades 

and Negative Outlooks have followed major ESG controversies. 
Growing scrutiny of ESG risk could increase the cost of capital for 

issuers deemed to have insufficiently managed these risks, 
particularly those that lack country and business-model 

diversification. 

  

Our 2020 Metals and Mining Survey highlights 
carbon emissions, waste management and land 
and water pollutants as key emerging risks in the 
view of corporates – but investors are 

increasingly concerned about water scarcity, 
labour relations and health risk, pointing to an 
emerging disconnect in the perception of ESG 
risk. 

Country, business model and supply chain 
diversification will ultimately determine the 

financial impact of these risks and the ability to 
manage them over time, as shown by our ESG 
Relevance Scores for the sector.  

Fitch Ratings and CRU’s 2020 Metals and Mining Survey  
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Investors Focus on Long-Term Risks  
Our 2020 Metals and Mining Survey obtained responses from more 

than 100 corporate issuers and investors active in the sector 
across diverse geographies and activities. The findings suggest 

interesting trends in the diverse perception of ESG risks.  

More than half of respondents agreed that there has been a 
substantial increase in the past three years in risks to metals and 

mining operations from carbon emissions, followed closely by 
other emissions to the atmosphere. Some other ESG risks are also 

increasing, particularly those related to fuel and energy use, mine 
tailings and associated waste management, community 

engagement, labour relations and impacts on human health. 

When respondents were asked to identify the most material ESG 
risks in the coming five years, stark differences emerged between 

corporate and investor respondents. Corporates believe carbon, 
air and water emissions are key risks, while investors identify 

water scarcity, labour relations and human-health concerns as the 
risks that are most likely to increase or substantially increase in 

the coming five years. 

 

 

The difference perceptions of risks between corporates and 

investors may be attributable to differing levels of geographical 
and investment exposure. Many of the risks identified by 

corporates as highly material (such as climate regulations that 
permit emissions to air and water) tend to be more regional in 

character, while the risks identified by investors tend to be more 
macro-level, long-term systemic risks across the industry as a 

whole.  

When we asked respondents to rank the most material ESG issues 
by activity, interesting trends emerged between different 

elements of the metals and mining value chain. For respondents 
with interests in the mining sector, community engagement and 

licence to operate emerged as the most material issue for the 
largest number of respondents, followed by local habitat and 

biodiversity impacts.  

Atmosphere and water pollution levels from mines tend to be the 
most common areas of focus for local regulation in the US and 

some other countries, so their citation here is unsurprising. The 
presence of trace metals in industrial effluents is a growing issue 

for producers and regulators alike. 

  

0 20 40 60 80 100

Carbon emissions (E):

Water availability (E):

Operational risk and transparency (G):

Emissions to water and aquatic bodies (E):

Air pollutants (NO2, NOx, CO, SO2,
particulate matter) (E):

Community engagement and labour
relations (S):

Raw material input and mitigation capex
costs (E):

Local habitat and biodiversity impacts (E):

Human health impacts (S):

Electricity and fuel prices (E):

Share of corporate responses (%)

Increase or substantial increase in risk Limited to no change in risk

Corporates Expect Increase in Carbon and Emissions to Water 
and Air Risks in Next Five Years

Source: Fitch Ratings, CRU

0 20 40 60 80 100

Water availability (E)

Community engagement and labour
relations (S)

Human health impacts (S)

Local habitat and biodiversity impacts (E)

Carbon emissions (E)

Emissions to water and aquatic bodies (E)

Raw material input and mitigation capex
costs (E)

Operational risk and transparency (G)

Air pollutants (NO2, NOx, CO, SO2,
particulate matter) (E)

Electricity and fuel prices (E)

Share of investor responses (%)

Increase or substantial increase in risk Limited to no change in risk

Source: Fitch Ratings, CRU

Investors Expect Increase in Water, Labour Relations, Health 
and Biodiversity Risks in Next Five Years 



 

Special Report  │  15 June 2020 fitchratings.com 4 

 

  

 
Sustainable Finance 

Industrials  

Global 

Materiality of ESG Issues by Activity 
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Mining: ore and 
raw material 
extraction  

Carbon emissions Community and 
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generation 
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Source: CRU-Fitch Ratings 2020 Metals and Mining Survey 

 

When asked to provide examples of why they expected ESG issues 
to change in importance in the coming five years, a large number of 

respondents said they anticipate new regulation in these areas, 
albeit regulation that is often linked to rising media coverage and 

public awareness of ESG controversies such as labour disputes, 
industrial pollution or hazardous waste management across the 

sector. 

 

Investor respondents identified operational risk and transparency, 

carbon, water pollution and community engagement issues as 
issues that had increased or substantially increased across the 

metals and mining industry as a whole in recent years. This 
included the view that much of this increase comes from 

regulation as well as reputational and operational risks from 
negative media coverage and strikes. 

 

 

Comparing these trends to perceptions of ESG risks in the next 
five years shows a sharp increase in water availability as a n 

emerging concern for investors in the sector. Investors expect an 
increase in risks related to water availability and raw-material 

input and mitigation costs, and a substantial increase in risks 
related to carbon emissions. 

When asked to identify key drivers of ESG risk by region, 

respondents consistently pointed to physical climate-change 
impacts as the key driver of risk. Respondents view internal 

investment policies (affecting access to capital and investment for 
specific assets) and regulatory drivers as the second- and third-

greatest areas of concern. 

ESG-Related Constraints Limit Supply of 

Commodities 
We expect the metals and mining sector as a whole to suffer from 

cost increases and revenue losses from a protracted recovery from 
the coronavirus pandemic, which will delay new investment. 

Nonetheless, longer-term trends driven by ESG risks are likely to 
both support future demand for metals and create increasing 

operational risks to producers and processors.  

Demand for battery metals is likely to rise significantly to support 
increased usage in electric vehicles and renewable energy storage. 

Stricter climate policies would also increase demand.  

CRU says the rapid expansion in the manufacture of  electric 
vehicles and batteries, as well as the associated investment in 

power grids and charging infrastructure, is increasing demand for 
metals. CRU expects rapid increases in demand for cobalt, lithium 

and copper in particular, despite price volatility in recent years, 
due to battery-manufacture expansion plans.  

The Global Battery Alliance, led by the World Economic Forum, 

predicts that rising demand for electric vehicles and renewable 

Source: Fitch Ratings, CRU
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energy storage in the next decade will require six times more 
lithium and four times more cobalt than is currently mined. 

However, current supply can fulfil a substantial part of this 
increase in demand, so major price pressures on these 

commodities are unlikely in the near term. 

Increase in Global Metal Consumption on Tighter 
Climate Regulation 

Ratio  of production levels under IEA SDSa 
compared to normal (x) 2020F 2030F 

Silver  1.0 1.8 

Chromium 1.3 1.3 

Nickel  1.3 1.3 

a The International Energy Agency’s Sustainable Development Scenario, commonly 
known as the “Paris Agreement”.  
Source: Fitch Ratings, Multidisciplinary Digital Publishing Institute 

 

At the same time, ESG risks are likely to increase operating risks 
and disruption. Nearly 6% of copper mines experienced disruption 

in 2019, well above the long-term average. CRU tracking shows a 
sharp increase in the disruption rate in recent years; a trend that 

CRU expects to accelerate.  

 

Higher Competition for Water Resources  

Water scarcity and droughts have been significant contributors to 
mine disruption in major producing countries such as Chile, 

Australia and Zambia in recent years. Some larger producers are 
investing in desalination plants as a means to sa feguard supply, 

sometimes at a multi-million (US dollar) capital cost. These 
countries are critical to the metal supply for batteries but we 

expect them to face severe water scarcities in the coming decade.  

In Chile alone, a continuation of 2019 drought levels in 2020 
would prevent extraction of more than 270,000 tonnes of copper 

from four mines that together form a key element of global supply. 
Peru, China, Australia, Mexico and Kazakhstan are also important 

parts of the global supply chain and are characterised by high or 
very high levels of competition for water resources.  

 

Global Copper Mining Dominated by Countries with 
High Industrial Water Stress in 2020 

Country  

Share of world 
copper production 

(%) Industrial water stressa 

Chile 29 Very high (80%-100%) 

Peru 14 High (40%-80%) 

China 16 High (40%-80%) 

Democratic Republic 
of the Congo 

13 Low (less than 10%) 

US 14 Medium to high (20%-40%) 

Australia 13 High (40%-80%) 

Zambia 14 Low (less than 10%) 

Mexico 13 High (40%-80%) 

Kazakhstan 13 Very high (80%-100%) 

a Water stress: total annual water withdrawals expressed as a percentage of total 
annual available freshwater resources. Higher values indicate greater competition 
among water users. 
Source: Fitch Ratings, CRU, World Resources Institute. 

 

Social Impacts of Mining Have Increasing Resonance  

The social licence to operate (communities’ acceptance of and 
permission to operate) is a critical issue for the sector, particularly 

following incidents such as the Vale S.A. (BBB-/Stable) dam 
collapse in the Brazilian state of Minas Gerais and major protests 

in Peru and Chile against mining projects and local environmental 
impacts. 

Industry surveys by CRU suggest the issue has risen to the highest 

level of importance for industry participants. Copper production in 
Chile experienced substantial disruption in 2019 and a drop in 

output after several strikes, blockades and protests related to 
working conditions. 

Mine closures are also a major issue for community engagement, 

with a wave of closures in China, Eastern Europe and Germany in 
recent years. In Germany, more than two thirds of lignite mines 

have been closed at a cost of more than USD5 billion. In Poland 
and South Africa, more than 100,000 workers in each country have 

been displaced from the mining industry due to closures in recent 
years.  

We expect closures to accelerate in the coming decade, 

particularly in developing countries, following surges in mining 
investment in the 1960s and 1970s.  

More than 25 mines in developing countries are scheduled for 

closure in the next 10 years, according to the World Bank, with 
substantial social impacts. Many mining operations are major 

employers in often isolated regions and provide local 
infrastructure to nearby communities; services which 

governments are not always able to replicate following closure. 
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Environmental remediation costs are also an increasingly material 
issue for the mining sector as assets approach end of life. Many 

international regulatory frameworks (such as the Joint Ore 
Reserves Committee’s Code for Mineral Resources and Ore Reserves 

and Canada’s National Instrument 43-101) apply asset-retirement 
obligations on a site-by-site basis. The environmental aspects of 

these costs are often not widely reported within asset-liability 
reporting. 

Carbon Pricing Puts Pressure on Steel Producers  

Comparing the ranking of issues in metals processing, smelting and 

steelmaking shows a much stronger focus on carbon emissions, 
followed by electricity and fuel prices and community engagement. 

Air pollution is also a concern for respondents with interest in this 
sector. The latter concern is often closely linked to community 

engagement issues and has become a focus for protests and 
tightening regulation in recent years. 

Carbon emitted from operations is having an increasing impact on 

metals and commodity producers and processors. Fitch research 
discusses the growing impact of carbon pricing in EMEA on steel 

producers, particularly the impact of falling “free allowances” of 
carbon emissions under the EU Emissions Trading System coupled 

with rising prices. We expect these trends to continue in the 
coming years, with steel and aluminium producers particularly 

exposed. 

More countries have implemented carbon-pricing schemes in 
recent years, with varying rates of success and initially mostly 

limited to the power-generation sector. Carbon prices have begun 
to affect steel and metal producers in EMEA as allowances of 

emissions are gradually reduced. We expect this to translate into 
increases in the marginal cost of carbon in steel production. 

 

With regard to carbon emissions in the steel sector, there is 
increasing attention on the growth of lower-emission electric arc 

furnaces (EAFs) at the expense of conventional basic oxygen 
furnaces (BOFs). There are typically strong regional trends in the 

distribution of these technologies and associated carbon intensity 
of production, although the expansion of EAFs and industrial 

electrification in China is beginning to affect the overall emissions 
profile of the sector.  

For blast-furnace and BOF steel producers, the adoption of best 

practices, such as increased scrap rates or the use of pulverised 
coal injection or natural gas to reduce coke rates, is a means of 

reducing emissions output from production. However, the 

availability of raw materials and operating constraints limit the 
potential for emissions reduction. 

High margins as a result of new North America Free Trade 

Agreement tariffs have resulted in a surge in investment in new 
(typically smaller) EAF plants in the US. They have also resulted in 

ratings upgrades for several US steel producers in recent years on 
the expectation of increasing capacity. The extent to which new 

steel capacity is based on EAFs or BOFs will have implications for 
the global emissions profile of the sector, although the impact of 

China’s transition to scrap-based steel making is substantially 
larger than that of trends in the US. 

Value-chain emissions also have significant influence on the 

carbon intensity of the steel-making process. While the use of 
scrap steel in EAF or BOF can substantially reduce the overall 

carbon intensity of the process, so too does the quality of the iron 
ore utilised in blast furnaces. Steel production also results in the 

generation of co-products that can be used to reduce carbon 
dioxide (CO2) in other industries. Granulated blast-furnace slag is 

used as a component substitute for Portland cement to reduce its 
CO2 emissions. Finally, the use and properties of finished steel can 

also have significant implications for the energy efficiency of 
buildings and industrial products. 

This underlines the importance of taking a value-chain perspective 

to climate-regulation risks and the transmission of costs. 

 

Source: Fitch Ratings, CRU 

Reducing the CO2 intensity of steel production therefore requires 

engagement beyond the steel-making process. There is an inverse 
relationship between, for example, the quality of iron ore output 

and the carbon intensity of finished crude steel. Many of the 
savings in terms of carbon arise through additional beneficiation 

after mining. As the chart below on iron ore grades and emissions 
intensity shows, these additional costs fall on iron ore producers, 

while benefits (in terms of carbon savings) occur further down the 
value chain in the form of reduced carbon intensity of steel output.  

Other carbon-abatement solutions in the iron and steel production 

process include incremental improvements in production 
efficiency, renewable-energy procurement, or more wide-ranging 

changes to processes such as the adoption of hydrogen reduction 
of ores. All these solutions entail higher operating costs that may 

be difficult to pass through given that steel producers are price 
takers in a competitive market.  

Operational choices by iron ore producers can mitigate carbon 

intensity within the value chain but generally require additional 
investment to maintain yield. Additional beneficiation normally 

comes at the cost of higher emissions. Other ESG factors have an 
influence on emissions. For example, the increase in scrutiny of 

wastewater and waste management from mines is causing many 
producers to shift from wet to dry beneficiation, which entails a 

carbon-emissions penalty.  
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Many large producers are seeking to deepen their engagement and 
dialogue on these issues with customers and are building tools to 

monitor emissions throughout the value chain. 

 

This highlights a major challenge for existing carbon taxes and 

emission-trading schemes (ETS), which almost universally address 
only direct emissions from operations and purchased electricity 

(Scope 1 and 2) and not emissions occurring elsewhere in the value 
chain as a result of these emissions (Scope 3).  

 

Higher compliance costs for iron ore producers in regions with ETS 

will erode their competitiveness compared to producers in lightly 
taxed regions, although there may be nascent demand for CO2 

intensity steel that could support price premiums in some markets.   

Value Chain Emissions for Steel and Iron Ore  

Mining 

Scopes 1 and 2: Operations, 
purchased heat and 
electricity Iron ore costs 

Crushing 

Beneficiation 

Rail and support 
operations 

Ocean freight 

Scope 3: Indirect emissions 
Sintering and pelleting 

Steel costs Blast furnace 

BOF 

Source: Fitch Ratings, CRU 

 

Comparison of Scope 3 ocean-freight emissions shows the wide 

variation in the carbon intensity of transportation of ore by source, 
highlighting challenges for producers that are further from end-

markets.  

 
 

Aluminium Producers Weigh the Risks of Stranded Assets 

Carbon emissions are a growing concern for aluminium producers, 
given the higher share of Scope 2 emissions from the production 

process compared to that of steelmakers. Approximately 80% of 
emissions relate to energy consumption in the smelting process. 

Recent Fitch commentary on the sector identified the competitive 
advantage of many low-margin Chinese producers that have good 

access to affordable renewable energy and are self-sufficient in 
raw materials. 

China Hongqiao Group Limited (BB-/Stable), the world’s largest 

producer, recently announced that it was moving 2 million tonnes 
of capacity to Yunnan Province to take advantage of local hydro 

and solar resources. Other producers in regions with a high share 
of coal in the power grid (such as South Africa) are likely to be 

affected by rising carbon prices and electricity costs. On-site 
generation may not be a feasible solution for smaller companies. 

We estimate that nearly 80% of aluminium production in China 
will still be based on coal-fired power in the next ten years. 

In the case of aluminium producers with access to hydro-based 

power, for example, a USD50/tonne (t) CO2 global carbon charge 
implies a cost increase of around USD100-150/t (roughly 

equivalent to 5%-10% of the current London Metal Exchange sale 
price). In contrast, conventional smelters reliant on coal-based 

power could see average cost increases of USD584/t; around 40% 
of the current price. As such, carbon pricing will not only increase 

production costs (potentially affecting prices) but also change the 
competitive positioning of producers in the market. This also 

creates a high risk of stranded assets in the sector. 
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Aluminium buyers are putting increasing pressure on producers to 

reduce emissions from production. Two high-profile aluminium 
consumers – Apple and Nespresso – have pushed producers to 

pursue certification in the Aluminium Stewardship Initiative (ASI), 
which requires a reduction of average carbon intensity to below 

eight tonnes of CO2 per tonne of content by 2020 for new smelters 
and by 2030 for existing facilities, from a current global average of 

12 tonnes. 

In recent years, car makers have required certification and 
compliance with ASI, but smaller producers perceive the cost and 

resource requirements of the standard as challenging. The pace at 
which many smaller Chinese exporters of foil achieved the 

standard has raised some doubt in the market regarding the local 
verification process and there is little evidence of producers being 

able to command a premium for low-carbon product. Some larger 
producers such as Norsk Hydro have made substantial 

investments in high-recycled-content billet in anticipation of 
future demand.  

Regulatory interventions have also had an impact on the market. 

Many smaller producers are particularly dependent on the import 
of scrap from consumer goods, but China has restricted the import 

of aluminium scrap to encourage the development of its domestic 
recycling industries.  

The automotive sector is a major consumer of low-grade scrap 

aluminium, used for combustion-engine components. The pace of 
transition to electric vehicles (which do not require this scrap) will 

determine the extent to which a supply glut of low-grade scrap 
emerges, with no immediate alternative applications. 

Fertiliser Producers Face New Regulations  

Material ESG issues have a very different impact on the fertiliser 

production sector, with emissions to surface and groundwater the 
most prominent issue facing the sector, followed by carbon 

emissions, according to our survey’s respondents. This may relate 
to product use and downstream indirect impacts from fertiliser 

run-off rather than direct impacts as effluent from the production 
process itself. 

Carbon is an increasingly material issue for ammonia fertiliser 

producers because of the use of natural gas and coal in production 
processes and a relatively high carbon intensity of production. Fuel 

inputs represent a large share of overall production costs relative 
to other commodities. Fertiliser production is both carbon-

intensive and particularly exposed to international competition. 

Much of the regulatory focus on fertilisers relates to CO2 and 
nitrogen oxides (NOx) from production, although nitrogen 

fertilisers can have a substantial environmental impact from 
surface emissions and run-off at the farm level. Stand-alone 

ammonia plants are common in Russia, the US and the Middle East 
and typically emit more CO2 as they do not include downstream 

capture of the gas. 

Most of the regulatory drive to limit emissions has occurred 
through carbon pricing, ETS and land-use policies, although 

regulators in Europe have in practice provided a large volume of 
free carbon allowances to producers to protect the 

competitiveness of regional producers amid rising imports from 
Russia. Such decisions are influenced by political and food-security 

concerns, and the high trade and carbon intensity of nitrogen 
fertilisers mean that this is likely to be a priority for the second 

phase of the proposed EU Carbon Border Adjustment Mechanism.  

Ammonia: GHGa Intensity, Price and Implied Carbon 
Costs 

 

Tonne of CO2 
emissions per tonne 

of ammonia 

Implied CO2 cost at 
EU Allowance ETS,  

(USD/t)b 

Best available techniques   3.6 102 

EU production average   7.8 221 

CIS production average  8.1 230 

a  
Greenhouse gas. 

b
June 2020 spot price. 

Sources: Fitch Ratings, CRU, Intergovernmental Panel on Climate Change (IPCC) 

 
The development of green ammonia (from the  production of 

hydrogen via electrolysis and for renewable energy sources) faces 
several challenges and most sites are small or at the scale of pilot 

plants. Breakeven costs for these sites will vary substantially by 
region, with better viability in Australia and Latin America, while a 

time horizon of 30 to 40 years is more realistic in the Middle East 
based on projected prices of fossil fuels.  

Regional differences in fertiliser consumption also determine the 

type of environmental impact. Ammonia is a major share of 
agricultural emissions (after methane), with urea and UAN 

accounting for the largest levels of nitrogen lost through 
atmospheric emissions. Fertiliser groundwater pollution and 

surface run-off is a widely documented concern affecting the 
health of lakes, rivers and other waterways, and nitrogen leeching 

is a major problem for China. 

Regulation for product use is rare and voluntary guidance is widely 
used in several countries, although guidance has become more 

prescriptive in the US, Australia, China and many European 
countries in recent years, hinting at possible future regulation on 

application and tilling. Germany is a rare exception, recently 
introducing formal regulation on urea use to encourage less 

consumption and reduce atmospheric emissions and run-off 
impacts.  

Other downstream concerns are emerging with regard to human 

health impacts, notably on the regulation of cadmium, which is 
carcinogenic and found in some regional phosphate rock. The EU is 

tightening its restrictions on cadmium content, which will place 
some supply from North Africa at a competitive disadvantage 
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given the nature of the local rock. It could also benefit Russian 
producers (where the local rock has far lower cadmium content). 

Morocco supplies phosphate in its raw (phosphate rock), 
intermediate (phosphoric acid) and finished (Fertilisers) forms to 

Europe. It is increasingly exporting finished product, which can 
undergo various chemical processes to reduce cadmium content, 

meaning the new regulations pose a low risk to Morocco’s share of 
the European market. 

Gypsum stacking has been a long-running issue in the phosphate 

industry, with some producers allowed to dispose of gypsum 
directly into the ocean, while producers in North America are 

required to stack gypsum, and are restricted in selling it as a by -
product due to other contaminants. Gypsum stacking adds 

approximately USD10/t to the cost of producing phosphoric acid, 
along with additional capex, decommissioning and environmental 

compliance and liability costs. In China, mandatory recycling of 
gypsum in the construction sector has been introduced in some 

provinces. 

Regulatory developments with regard to fertilisers are generally 
slow-moving given their contentious nature and the political 

importance of agriculture in most countries. For example, EU 
fertiliser regulation came into force in 2019 but built upon 

measures first proposed and examined as early as the 1970s.  

Legacy impacts of subsidies are also substantial. In India, the 
government has historically provided substantial price support to 

nitrogen fertilisers (urea) while also supporting potash and 
phosphate but to a far lesser extent. This has facilitated over-

consumption of urea relative to phosphate and potash inputs. 
There has been recent speculation that the Indian government will 

begin to deregulate urea, which would likely see a sharp drop in 
demand for both urea and other fertilisers given the general 

impact on farm incomes, although this now appears less likely to 
occur in 2020 due to the coronavirus pandemic. 

Soil and water-body impacts from fertilisers are likely to intensify 

in the coming decade as emerging markets increase their 
consumption. The use of fertiliser tends to be linked directly to 

economic growth in early-stage agricultural-sector development. 
A challenge for regulators and producers will be to mitigate 

downstream environmental and human-health impacts. These 
issues underline the need for a value-chain perspective on ESG 

risks from fertiliser, similar to that on iron and steel production. 
Changes to processes at one stage in the production process could 

have ESG-related impacts elsewhere in the value chain. 

 

Source: Fitch Ratings, CRU 

Worsening Conditions for Thermal Coal 

Unsurprisingly, carbon is considered the most significant issue for 
those respondents with fossil fuel-based power interests, followed 

by air-pollutant impacts and operational risk. ESG-relevant aspects 
of operational risk could include critical inputs failures (such as fuel 

or water supply), safety of personnel and third parties and related 

delays and regulatory sanctions, as well as difficulties in the 
appropriation of new assets and licences.  

Divergent coal power policies and subsidies are leading to very 

different outcomes for thermal generators in major users. A large 
share of generators in China, Germany, the UK and Spain had 

negative cash flow in 2019, compared to zero generators in 
ASEAN countries. 

 

In developed and emerging markets, water-abstraction rights have 

been progressively tightened in recent years and we believe will 
tighten further as water scarcity increases in key parts of Latin 

America and APAC, increasing local competition for water 
resources. Industrial water users are typically first to experience 

permit restraints in response to water scarcity, with domestic and 
agricultural applications taking precedence for regulators in most 

regions.  

Risks related to carbon emissions have been increasing for metals 
and minerals processors, which are often dependent on carbon-

based and energy-intensive production inputs, as well as mining 
companies who face direct carbon pricing in key regions such as 

Canada, Chile, Argentina and South Africa.  

Many large mining companies in these regions are now considering 
carbon risks in their strategies and investing in renewable capacity 

and mine electrification to reduce carbon exposure and stabilise 
energy costs. The IEA expects around 5,285 gigawatts (GW) of 

renewables capacity to be added to the sector by 2040, accounting 
for 60% of new energy additions.  

Vale recently announced that it is allocating USD2 billion to 

achieve a 33% reduction in direct and indirect emissions by 2030, 
and will pelletise iron ore rather than coal, electrify its mines and 

railroads and increase energy efficiency and renewable generation 
to reach its emissions targets. Glencore recently committed to a 

30% reduction in Scope 3 emissions by 2030. These strategies 
have been largely driven by pressure from activist investors.  

Corporate issuers increasingly have to comply with responsible 

production and sourcing standards to ensure market access, such 
as the London Metal Exchange’s Responsible Sourcing Standards and 

Responsible Gold Mining Standard. Many of these standards require 
third-party assurance and will entail relatively high compliance 

costs, particularly for smaller producers with less geographical 
diversification.  
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ESG Could Affect Financing 
ESG risks can affect credit profiles. In several instances, rating 

downgrades and Negative Outlooks have followed major ESG 
controversies. Growing scrutiny of ESG risks could lead to a higher 

cost of capital for issuers deemed to have insufficiently managed 
these risks, particularly those that lack country and business 

model diversification. 

Diversified mining companies such as Vale, Glencore and BHP 
Group Plc/Limited (A/Stable) have been the subject of social 

controversy in the past three years, which has created challenges 
for institutional investors that have ESG criteria integrated in their 

lending requirements. The highest-profile controversy was the 
Vale Brumadinho dam disaster in January 2019, which resulted in 

more than 300 deaths. The incident resulted in a two-notch ratings 
downgrade for Vale, to ‘BBB-’ from ‘BBB+’.  

According to Morgan Stanley, 80% of Vale’s 20 largest investors 

are signatories to the UN Principles for Responsible Investment, 
including a pledge to include ESG considerations in investment 

decisions. Companies have undertaken several engagement-
related activities in the past year, partly in response to 

Brumadinho. 

Fitch’s ESG.RS identify the relevant and materiality of ESG factors 
to credit ratings at the issuer level. Comparing responses to the 

metals and mining survey with these scores reveals some 
important regional and sectoral trends. Survey respondents 

deemed regulation a major driver of overall risk, while ESG.RS 
show the relatively regional character of regulatory and other 

risks. 

There is a wide variation in the exposure of major mining 
companies to ESG risks, particularly for the “country risk” and 

“governance structure” categories. The relatively weak 
“environmental exposure” assessments of Vale and Samarco 

Mineracao S.A. (RD) are driven largely by mine-tailing waste-
management practices, although their relationships with local 

communities and local opposition to mine expansions are also 
credit-relevant factors. Exposure to new emissions standards is a 

potential rating driver (an ESG.RS of ‘3’) but does not have an 
impact on their current ratings. An ESG.RS of ‘4’ or ‘5’ would 

indicate a contributory or direct impact on credit ratings, 
respectively.    

 

Exposure of Major Mining Companies to ESG  

 

Environmental 
exposure 

Country risk 
relative to 
mining 
operations 

Governance 
structure IDRa 

Vale BB BB BBB BBB- 

Anglo American 
plc 

BBB BB A BBB 

BHP Group  BBB A A A 

Freeport-
McMoRan Inc. 

BBB BB AA BB+ 

PJSC MMC 
Norilsk Nickel 

BBB BBB BB BBB- 

Samarco 
Mineracao S.A. 

CCC CCC B RD 

Southern 
Copper 
Corporation 
(SCC) 

BB A BB BBB+ 

Teck Resources 
Ltd. 

BBB BBB A BBB- 

a 
Issuer Default Rating 

Source: Fitch Ratings 

 

Sectoral and regional trends in our ESG.RS underline the strong 
regional trend in ESG risks. Some coal-mining companies operating 

in Canada and the US have high scores (ESG.RS of ‘4’ or ‘5’) for 
“GHG emissions and air quality”, driven by compliance costs as 

coal production and power face increasing regulatory pressure. 
Some steel producers and processors have high scores for “labour 

relations and practices”, while some European mining companies 
have high scores for “governance structure” and “group structure”.   
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ESG.RS for Developed-Market Corporates  

N
u

m
b

er
 o

f 
ra

te
d

 e
n

ti
ti

es
 

 G
H

G
 e

m
is

si
o

n
s 

an
d

 a
ir

 q
u

al
it

y
 

E
n

er
gy

 a
n

d
 f

u
el

 m
an

ag
em

en
t 

W
as

te
 a

n
d

 h
az

ar
d

o
u

s 
m

at
er

ia
ls

 

E
xp

o
su

re
 t

o
 e

n
vi

ro
n

m
en

ta
l i

m
pa

ct
s 

W
at

er
 a

n
d

 w
as

te
w

at
er

 t
re

at
m

en
t 

O
p

er
at

io
n

al
 e

xe
cu

ti
on

 

G
o

ve
rn

an
ce

 s
tr

u
ct

u
re

 

G
ro

u
p

 s
tr

u
ct

u
re

 

F
in

an
ci

al
 t

ra
n

sp
ar

en
cy

 

C
o

m
m

u
n

it
y 

re
la

ti
o

n
s 

C
u

st
o

m
er

 w
el

fa
re

 

E
m

p
lo

ye
e 

w
el

lb
ei

n
g

 

E
xp

o
su

re
 t

o
 s

o
ci

al
 im

p
ac

ts
 

La
b

o
u

r 
p

ra
ct

ic
es

 a
n

d
 r

el
at

io
ns

 
7 Commodity 

processing 
3 2 3 3 2 3 3 3 3 2 3 2 2 3 

16 Mining 3 3 3 1 3 3 3 3 3 1 1 3 3 3 

7 Steel 3 3 3 3 3 4 4 3 3 3 1 3 3 3 

Source: Fitch Ratings 

 

Emerging-market corporates show a different pattern, with 

hazardous waste management a prominent issue for Latin 
American mining companies in particular. Labour relations and 

practices and exposure to social impacts also have higher credit 
relevance in Latin America, in part due to some of the operational 

disruptions and labour disputes mentioned previously.  

Social impacts may be more acute in these regions because of 
relatively high income inequality, disputes over rising utility costs 

and competition for privatised water resources.  

ESG.RS for Emerging-Market Corporates 
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4 Commodity 
processing 

3 3 4 3 3 4 4 4 4 4 1 4 4 3 

18 Mining 3 3 3 1 3 3 4 3 3 1 1 3 3 3 

14 Steel 3 2 4 3 2 5 3 3 3 2 3 3 3 3 

Source: Fitch Ratings 

 

The high frequency of ‘3’ scores indicate that many ESG issues are 
relevant and potential rating drivers but have low impacts on 

credit ratings. This is in part due to management of ESG issues to 
mitigate the overall impact, for example through the 

diversification of business models and geographical exposures. 
Efforts to manage ESG risks should evolve as these risks emerge 

and grow.  

For example, we give Anglo American a score of ‘3’ for “GHG 
emissions and air quality despite a relatively high share of its 

EBITDA being attributable to coal (18%) and mining operations in 
countries with tightening climate regulation. This is because it is 

diversified across high-value commodity types as well as 
geographies. Similarly, the labour disputes that have affected 

regional Latin American mining companies would be likely to have 
less of an impact on a large diversified mining company such as 

Anglo American. 

This could change, for example via a more uniform adoption of 
stringent climate regulations or a carbon border adjustment 

mechanism similar to that of the EU, in which case these risks 
could have an impact on credit ratings. 

Greater Use of Stress Testing and Scenario Analysis  

More than a third of respondents indicated that they were 

undertaking climate-related scenario analyses or stress-testing 
investments or assets. This typically entails assessing the viability 

of existing assets or investments under plausible IPCC climate 
scenarios and associated regulatory and compliance costs. 

Companies do not assess physical impacts (such as increased 
drought, flooding and natural disaster incidences and their 

associated impacts on operations and supply disruptions) as often 
due to difficulties in securing reliable data.  

Scenario analysis is more common in the mining and metals 

processing sectors, perhaps due to their high carbon intensity, 
which would increase their relative exposure to new operating 

costs if climate regulations tighten. These sectors are second only 
to utilities in terms of carbon intensity of output (commonly 

defined as tonnes of CO2 per USD1 million of revenue) and so 
likely to be a major focus of regulation in the future. 

Given that physical climate-related risks to the metals and mining 

industry could result in substantial supply disruptions and 
increases in operating costs, companies and investors are also 

likely to begin assessing the financial implications of such 
scenarios, in line with the recommendations of the Financial 

Stability Board’s Taskforce for Climate-Related Financial 
Disclosures. 

 

Many central banks that are signatories to the 66-strong Network 
for Greening the Financial System, including those of the UK and 

France, have committed to undertake climate stress tests for the 
banks they regulate and their financing of “brown” assets. We 

expect the results of these exercises in 2020/21. These may place 

Yes 
35%

No 
35%

Not yet or 
currently 

developing 
30%

Source: Fitch Ratings, CRU

Respondents Undertaking Climate Scenario Analysis or Stress 
Testing of Holdings or Assets 
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further pressure on the sector and highlight vulnerabilities to more 
stringent climate regulations.  

Despite strong growth and media coverage of the green bond 

market, there is simultaneously a growing view in the market that 
green bond issuance is largely limited to a handful of “green 

activities” around energy efficiency and renewable deployment. 
There is limited issuance of green bonds to support low carbon 

transition and green capital expenditure by more established 
carbon-intensive heavy industries such as metals and mining.  

The adoption of the EU’s Taxonomy and Green Bond Standard, 
which include Paris Agreement-aligned performance requirements 

for established industrial activities, may help to shift the financing 
landscape towards such green investment, although we do not 

expect these developments to have direct credit implications for 
the metals and mining sector initially. Canada, another major 

production region, is also exploring a similar Paris  Agreement-
aligned framework tailored to its local characteristics.  
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Annex 1: Survey Respondents 
Fitch and CRU obtained 104 responses to the metals and mining 

survey across a diverse range of operating geographies and 
industry activities. Emerging markets in Central and Eastern 

Europe (CEE), the Middle East (ME) and Africa represented the 
largest volume of respondents across all metals and mining 

activities 

Exposure of Operations and Investments by Region 

(%) 
DMa in 

Americas 
DM 

in Asia 
DM in 

Europe  

EMb 
in 

Americas 
EM 

in Asia  

EM in 
CEE, ME 

and 
Africa 

Mining: ore 
and raw 
material 
extraction  

1 5 2 5 6 10 

Metal 
processing: 
smelting, 
refining, 
steelmaking 

11 3 8 10 10 8 

Fertiliser 
production  

0 0 3 3 3 3 

Fossil-fuel 
power 
generation 

3 0 3 3 3 3 

a Developed markets. b Emerging markets. 
Source: CRU-Fitch Ratings 2020 Metals and Mining Survey 

 

Corporates and bond issuers constituted the majority of 
respondents, with institutional investors in natural resources 

representing nearly a fifth of the sample.  

 

Respondents were heavily exposed to the metal processing, 
smelting and steelmaking sector (nearly half of respondents) 

followed by mining ore and raw-material extraction activities. A 
smaller number were engaged or invested in fertiliser production 

and fossil-fuel power generation. 

 

More than two thirds of respondents were based in North America 
or Europe, with nearly a fifth based in Asia and the remainder in 

Latin America, Russia and the ME. Respondents in Latin America 
and eastern Europe, the ME and Africa are more heavily 

represented in raw-material extraction activities, while metals 
processing activities are largely evenly distributed, with a 

particularly strong presence in Asia and eastern Europe. 

 

Investor respondents had a range of total assets under 
management allocated to credit, with nearly half of respondents 

indicating allocations in the range of USD50 billion-250 billion.  

 

 

Investor 
18%

Source: Fitch Ratings, CRU

Survey Respondents by Type 

Non-investor or corporate 
82%

Fertiliser 
production

12%

Source: Fitch Ratings, CRU 

Survey Respondents by Sector Exposure  

Metal processing: 
smelting, 

refining and 
steelmaking

44%

Mining: ore and 
raw material

extraction
32%

Fossil fuel 
power generation

12%

North America 
36%

Europe
33%

Asia
18%

Latin America
6%

Middle East 
4%

Africa 
2%

CIS
1%

Source: Fitch Ratings, CRU 

Survey Respondents by Location 

More than 
USD500 billion

19%

USD50 billion-
250 billion

43%

Less than 
USD50 billion

38%

Source: Fitch Ratings

Investor AUM Allocated to Credit 
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Annex 2: ESG Issues Ranked by Survey Respondents 
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