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The third quarter was yet another successful quarter in Freeport McMoRan’s mine-operating transition 
period of 2019 and 2020, as it develops the underground portion of its Grasberg mine in Indonesia (which 
has been the most successful copper mine in the world for the last 30 years or so, as an open pit mine.)  
The complicated transition to underground cave mining means lower copper and gold production from 
Grasberg right now, which is the main reason for Freeport’s financial results:  lower total sales and a slight 
loss, due to those lower volumes but especially due to the lowest copper prices all year, right around 
$2.60/pound.  
 
As Freeport navigates through this transition period, its focus is on three priorities.   
 

• Remaining on schedule developing its Grasberg underground mine is the first priority.  Freeport 
successfully worked through some cave shaping and seismic issues this quarter and was still able 
to extract 20,000 tons of ore, above expectations.   
 

• The second priority is to continue to make progress on its Lone Star development in Arizona.  This 
development is now 2/3rds complete with production expected in 2020.  Freeport was able to 
identify additional expansion opportunities this quarter as development progressed.   
 

• The third priority is to incorporate the latest technology into its mine operations, starting in North 
America.  Using data analytics and artificial intelligence (AI), this technology instantly tells 
Freeport where inefficiencies are, and allows it to fix those inefficiencies immediately.  Freeport 
has already had success at one of its mines in North America and will integrate this technology to 
other mines by 2020.   
 

CEO Richard Adkerson made some very confident statements about how much these three priorities will 
benefit Freeport.  “Success in these will result in a 30% increase in copper, 70% increase in gold, 
approximately 25% reduction in unit cost and a 100% doubling of our cash flow generation. This is all 
within our grasp. It's up to us to execute, but that's what our strategy is.”  
 
Despite copper hitting an annual low last quarter (it has since rallied a bit), the fundamentals of the 
industry still support much higher prices within the next couple of years.  As Outlook has remarked many 
times, copper is difficult and costly to extract.  Copper needs to hit at least $3.30/pound to justify new 
exploration, which is why no significant exploration has occurred in the past few years.  Additionally on 
the supply side, there has been growing political unrest in Chile, the world’s largest copper producing 
country at 28% of the world’s supply (in comparison, Saudi Arabia makes up 12% of the world’s oil supply).  
Recent protests have disrupted transportation and supply chains for copper companies, affecting total 
output.  Global inventories have dropped this past quarter, as the following chart shows.   
 
 



 
 
On the demand side, China is the largest copper user.  Despite the “trade war economic slowdown” in the 
country, September marked the highest level of copper imports by China in 8 months.  Copper stocks in 
Chinese warehouses fell to the lowest level since 2013.  Chinese government-owned company State Grid 
Corp, which takes 50% of China’s copper consumption, recently increased its stake in Canadian copper 
producer First Quantum.  All these facts demonstrate that China still needs copper even in periods of 
slower growth—and it agrees with Freeport about copper’s future of strong demand and sharply limited 
supply. 
 
For the past year or so, fears of a trade war and global economic slowdown have outweighed the 
fundamentals of the copper industry and have kept prices low.  Eventually, the world will see that copper 
is still in demand, and supply growth will keep stagnating due to years of low prices, and that extreme 
difficulty of finding new mines and producing from them.  Prices will rise, and here is what Mr. Adkerson 
said Freeport will do: 
 

“We will be generating cash . . . and we will be increasing returns to shareholders. Shareholders  

have been patient, they deserve to be rewarded for that, and so we will be focused on the 

shareholder returns.” 

 


