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“One of the most amazing things about
the investment industry is how it can get
things repeatedly wrong over many years
and then never pause to reflect on where
it went wrong.”

Mining and mining related areas have been very weak over the last few months. While the bullish sentiment on mining
that was apparent in the first quarter of the year has disappeared, the problem remains that the fundamental mismatch in
the industry remains.
As shown below, the Chinese steel industry has continued to see cash margins remain compressed, with recent spot
pricing showing that margins have not improved in June.
This may seem odd to some investors as iron ore and metallurgical coal prices have weakened of late, but every cost
reduction to Chinese steel makers has been lost in price completion in China. Despite such fierce competition and
increasing signs of slowing growth, Chinese steel production has continued at all time high levels.
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Chinese steel industry profitability has not improved. Angang Steel (347 HK, 000898 CH) – reported a loss of 2.1bn
RMB in 2011. It has followed up this full year loss with 1.9bn loss in the 1st quarter of 2012 alone. I have no reason to
believe this trend has changed. Debt ratios have continued to climb.
While mining names have been weak – they have yet to catch up with the performance of their main clients, Chinese steel
producers. The risk reward in shorting miners still looks compelling.
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DISCLAIMER

This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated by the
Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for professional clients and eligible
counterparties only and is not intended for retail client use. It is not intended for distribution to any country where such distribution or use
would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or related
services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been obtained from
sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time of publication and may
change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be relied upon in making an investment
decision. No recommendation is made positive or otherwise regarding individual securities mentioned herein. Past performance is not indicative
of future performance. The price of investments can go up as well as down and can be affected by changes in the rates of exchange. The
information contained in this document is strictly confidential and is intended only for the use of the person who has been provided the Market
View by the Firm. No part of this Market View may be divulged to any person, distributed, resold and or reproduced without the prior written
permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no representation as
to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in formulating such “forward looking”
information may differ materially from actual events or conditions.
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