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Powered by China’s 
growth and low levels 
of investment in mining 
in the 1980s and 1990s, 
prices of commodities 
of all kinds soared in the 
2000s. In the ten years 
between 1998 and 2008 
prices of metals such 
as copper quadrupled. 
But lately commodity 
prices have increasingly 
showed strain and prices 
of many commodities 
have since slumped.  

KEY TAKEAWAY

Back in the 1970s, the learned Polish reporter, 
Ryszard Kapuscinski, marveled at the power 
of oil. In amazement, he wrote of oil – “the 
filthy, foul-smelling liquid emanates obligingly 
up into the air and falls back to earth as a 
rustling shower of money. Not only do you 
become rich but you are also visited by 
the mythical conviction that some higher 
power has looked upon you with grace and 
magnanimity.” 

Kapuscinski passed away in the mid-2000s. 
Perhaps if he had lived out to see the 
commodity boom of that decade he would 
have had things to say about a variety of 
other commodities in his inimitable way. 

That is because the 2000 decade was the 
age of the commodity ‘super-cycle’, when 
the price of not just oil but every other 
commodity ranging from iron ore to platinum, 
and pork to soybeans soared through the 
roof. 

In short, it was not just the possessors of 
oil who were overcome by the ‘mythical 
conviction’ but also the owners of iron ore, 
the growers of agricultural commodities, 
and the suppliers of meat such as pork and 
chicken. There were many reasons to think 
commodity prices would indefinitely continue 
to defy gravity at that point in time.

 A spectacularly growing China, which 
gobbled anything and everything the world 
produced, an underinvestment in mining and 
exploration facilities in the 1980s and 1990s, 
and an easy monetary policy in the 2000s 
put commodity prices on steroids for the 
decade.

Commodities: is it the end of the ‘superCyCle’?
Changing fortunes of commodies spell new challenges and opportunities worldwide

Source: International Monetary Fund

CHINA’S EXPONENTIAL RISE IN METALS CONSUMPTION 
ALSO FED THE COMMODITY ‘SUPERCYCLE’
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MANY COMMODITY-EXPORTING ECONOMIES ARE 
WITNESSING MODERATING GDP GROWTH
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Suddenly, commodity was the flavor of 
the decade, just as ‘dotcom’ was in the 
previous decade. On the Forbes list of 
billionaires, those engaged in mining coal 
and iron jostled for a spot amongst men 
selling software. Brokerage houses, which 
sold stocks and bonds, urged investors to put 
their money in commodity futures. Mining 
companies marched their excavators to 
countries that were once thought too risky 
to invest. Countries endowed with natural 
resources embarked on a spending binge 
unthinkable without the handsome revenues 
that commodities brought. 

However, lately, commodities are going 
through a painful time, as if to adhere to 
the wisdom “anything that goes up must 
come down”. While signs of weakness in 
commodities appeared ever since China’s 
GDP growth dipped to single digits in 2011, 
recent months are hinting at more solid 
signs of tempering commodity prices. Gold 
prices recorded their steepest one-day fall 
in prices in April 2013. More than 20 mining 
companies replaced their chief executives 
amidst mediocre stock price performance 
over the past two years. Tons of inventories of 
copper are stagnating in warehouses across 
the world. 

What’s more, the correlation between stocks 
and commodities, which for the most part of 
recorded history were negative but turned 
markedly positive during the 2000’s, has 
recently reverted to negative again. The 
commodity ‘super-cycle’ is giving way to 
talk of a commodity ‘unicycle’ – where the 
prospects of individual commodities depend 
on their supply and demand, rather than 
commodities as a group. 

Exporters experienced 
heady days as long as 
the commodity boom 
lasted. However, with 
the commodity boom 
coming to an inevitable 
end, many commodity 
exporting nations are 
in a state of flux. With 
the commodity boom 
unlikely to return in 
all its force, many 
exporting nations are 
preparing themselves 
for a changing world 
economy.

KEY TAKEAWAY

Source: EIA, U.S. Dept of Agriculture, International Copper Study Group

PERCENTAGE RISE  IN COMMODITY CONSUMPTION BY 
KEY EMERGING ECONOMIES BETWEEN 2000-2010
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THE PRICE OF KEY INDUSTRIAL METALS HIT THE ROOF AND 
DID SO IN TANDEM
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Such a scenario, where various commodity 
prices behave differently, has great 
implications for both commodity exporters 
and importers. 

Exporting Nations, Beware

Many countries big and small, developed 
and emerging hitched their economies 
onto the commodity boom of the 2000s. 
Countries such as Australia, Brazil, and Chile 
thrived on exporting to China. As tens of 
millions of Chinese citizens left their villages 
for a life in the city in what was one of the 
greatest episodes of human migration in 
history, China bought coal from Australia, 
imported iron ore from Brazil and feasted on 
copper from Chile to meet the demands of 
urbanization. The unprecedented demand 
for investment and construction in the Middle 
Kingdom along with other factors spurred 
investors to pour money to the tune of $400 
billon into commodities in the five years to 
2011, according to Ruchir Sharma of Morgan 
Stanley. 

Obviously, commodity suppliers were a 
happy lot. Even as the great recession of late 
2000s made life harrowing for the citizens 
of much of the developed world, Australia 
skirted recession, thanks to a mining boom. 
Chile accelerated copper production 
soon after a Chinese stimulus was instituted 
following the global financial crisis. Brazil’s 
offshore oil facilities and port investments 
continued apace as the world economy 
bounced back quickly. The Chinese took 
their billions of savings to explore energy 
and mining prospects in countries such as 
South Africa and Canada creating a boom 
wherever they went. 

But suddenly, the prospects for commodities 
and their exporters look suspect in the 
wake of a series of sharp falls in the prices 
of key commodities. Many economists 
acknowledge the chances of the 
commodity glory days of 2000s repeating 
themselves are rather less now. For one, 
China’s economy is slowing. The country’s 
export and construction section are 
witnessing structural changes and according 
to the Chinese Academy of Social Sciences, 
the pace of urbanization is peaking in 
China. Furthermore, China’s future growth is 

While the current 
commodity slump 
is posing a definite 
challenge for exporters, 
its effect on importers is 
more nuanced.  Some 
economists believe 
that a slump in global 
demand might not help 
exporting nations like 
South Korea, Taiwan 
and Japan, which are 
also huge consumers of 
energy commodities.

KEY TAKEAWAY

Source: Australia Treasury

MINING JOBS OUTNUMBERED MANUFACTURING JOBS IN 
AUSTRALIA AS A RESULT OF THE COMMODITY BOOM
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HANDSOME REVENUES FROM COMMODITIES HELPED 
COUNTRIES SUCH AS BRAZIL TO BOOST PUBLIC SPENDING

Brazil’s pension 
spending amounts to 
9% of its GDP

Advanced economies 
spend 8% of their GDP 
on pensionsEmerging economies 

spend 4% of their GDP 
on pensions

  2000   2004   2008   2012

COMPANY PROJECT ESTIMATED WORTH 
IN $ BILLION

Woodside 
Petroleum Ltd Browse LNG 36 

BHP Billiton Outer Harbour 30

NQBP & Partners Abbot Point T4-9 11

Aquila Resources West Pilbara Iron 7.4

BILLIONS WORTH MINING & EXPLORATION PROJECTS 
HAVE BEEN DELAYED OR CANCELLED IN AUSTRALIA

Source: Bureau of Resources and Energy Economics, Australian Govt
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anticipated to come from services industries, 
which are less commodity-intensive than the 
manufacturing industries that spearheaded 
growth during the 2000s. Consequently, 
commodity bulls are declining in number and 
the bears are getting vocal.  

In addition, investors in mining companies 
are perturbed  over what they see as reckless 
supply expansion by companies during the 
boom years. This is one reason that there 
has been a churn in the top executive 
ranks at many companies in the resources 
sector. The focus of the mining industry has 
shifted sharply towards ‘restructuring’ from 
‘expansion’. And it appears that a recent 
talk of a slowing money supply from the U.S. 
Federal Reserve has not helped matters 
for commodities. No wonder commodity 
exporters are looking increasingly edgy these 
days when discussion turns to their economy. 

Anesthetized by the commodity boom, 
many resource economies lost direction over 
the course of the last decade. In Australia, 
labor productivity spun into a decade-long 
decline and the country experienced a 
“Dutch Disease”, where a commodity boom 
that strengthened the country’s currency 
made other industries such as manufacturing 
and tourism uncompetitive. Brazil, once an 
emerging market star, is reporting feeble 
GDP growth. Chile’s labor costs have 
soared to an extent that salary of a mining 
truck driver is $10,000 more than that of his 
U.S. counterpart. These once high-flying 
economies appear on the cusp of a period 
of economic adjustment.

Too Soon to be Optimistic, Importers?

On the other hand, it would appear that 
importing nations should be the obvious 
winners of a decline in commodity prices. But 
is it too early to proclaim such a conclusion? 
Many emerging and developed Asian 
economies ranging from Japan to South 
Korea, and Thailand and India could benefit 
from lower energy and commodity prices. 
However, some economists view the fall 
in commodity prices as a negative for 
Asian economies too. Nouriel Roubini, an 
economist who predicted the U.S. housing 
market bubble, calls falling commodity 
prices a sign of weakness in global demand. 
That could mean export-oriented Asian 

Countries that hitched 
their economic 
prospects on rising 
commodity prices have 
been caught on their 
wrong foot.  Falling 
commodity prices are 
unmasking productivity 
declines in many 
countries at a time when  
the global econmy 
is facing a period of 
volatility.

KEY TAKEAWAY

Source: OECD (2009)

WINDFALL GAINS FROM OIL REVENUES HELPED RUSSIA 
MAINTAIN HIGH PUBLIC SPENDING PER PERSON

  Russia

   Brazil

   S Africa

   China

India

Source: NYSE (Prices in U.S. Dollars)

STOCKS OF MINING COMPANIES ENDED A VOLATILE 
DECADE AND ENDED ON A DOWNWARD NOTE IN 2013
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COMPANY WRITE DOWN IN $ BILLIONS 

Rio Tinto 14.4 billion related to aluminum and coal 
businesses

BHP Billiton $3.3 billion related to shale gas and $3 
billion related to nickel business

Kinross Gold $3 billion related to gold mines

Tata Steel $1.6 billion related to steel business in 
Europe

RECKLESS ACQUISITIONS BY MINING FIRMS IN THE 2000’S 
HAS RESULTED IN MULTI BILLION DOLLAR WRITE-DOWNS 

Source: Company Reports
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economies such as Japan, South Korea, and 
Taiwan will have little to gain from falling 
global commodity prices. Nonetheless, some 
developing economies are eagerly awaiting 
a fall in commodity prices in the short run, 
especially those in the energy segment. Oil 
prices falling to $90 a barrel alone will help 
India trim its trade deficit by 1% of GDP, 
according to research firm AllianceBernstein. 

Furthermore, it is not just energy and industrial 
commodities that are falling in price. Lately, 
even prices of agricultural commodities like 
cotton have fallen, a definite plus for global 
consumers looking for lower garment prices. 
Shoemakers like Nike have opined that falling 
commodity prices are already helping it 
offset rising wages in many countries. IHS, 
an economic research firm, estimates that 
the U.S. economy will grow in the range 
of 2.5% to 3% given the scenario of falling 
commodity prices – 0.5 percentage points 
higher than what it would in an environment 
of rising commodity prices. Lower commodity 
costs are already spurring an investment 
boom in the U.S. energy and chemical 
sectors and are helping the transportation 
and logistics industry as well.  

Move on ‘Supercycle’, Welcome 
‘Unicycle’

While economists debate over which 
countries are well-placed to benefit from 
a commodity boom or a slump, there is a 
stronger agreement between them over 
one principal theme regarding commodities: 
the commodity super-cycle is giving way 
to commodity unicycles. That would mean 
copper, iron ore, coal and cotton need 
not move up or down together. Rather 
the prospects of individual commodities 
will be determined by their own economic 
fundamentals and factors such as supply and 
demand. Going forward, no longer may a 
jump in the prices of copper necessarily have 
the same effect on iron ore or steel, and the 
price links between commodities are not 
likely to be determined by any unified factor 
for some time to come.

That by itself is a return to normalcy in 
commodity markets.

While for most of the 
2000s commodities 
moved together as 
a group, economists 
opine that different 
commodities will tend to 
behave differently based 
on their supply-demand 
dynamics in the days to 
come. Economists refer 
to this phenomenon 
as the commodity 
‘unicycle’ as opposed to 
the ‘supercycle’ of the 
past.

KEY TAKEAWAY

Source: Australia Treasury (All figures in billions of U.S. Dollars)

INVESTORS PUMPED IN BILLIONS OF DOLLARS INTO 
COMMODITIES, MAKING THEM AN ASSET CLASS
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2010 1047 $114

2011 1123 $162

2012 941 $104

Source: Geneva Trading and Shipping Association

COMMODITY TRADING FIRMS DOUBLED IN KEY TRADING 
CENTERS SUCH AS GENEVA IN THE PERIOD 2006 - 2011
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Source: Ernst & Young Global Mining & Metals Report

  2004   2007   2010   2013



This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance 
or other investment advice. Unless otherwise specified, you are solely responsible for determining whether any 
investment, security or other product or service is appropriate for you based on your personal investment objectives 
and financial situation. You should consult an attorney or tax professional regarding your specific legal or tax 
situation. The information contained in this publication does not, in any way, constitute investment advice and should 
not be considered a recommendation to buy or sell any security discussed herein. It should not be assumed that 
any investment will be profitable or will equal the performance of any security mentioned herein. Thomas White 
International, Ltd, may, from time to time, have a position or interest in, or may buy, sell or otherwise transact in, or with 
respect to, a particular security, issuer or market on our own behalf or on behalf of a client account.

FORWARD LOOKING STATEMENTS
Certain statements made in this publication may be forward looking. Actual future results or occurrences may 
differ significantly from those anticipated in any forward looking statements due to numerous factors. Thomas White 
International, Ltd. undertakes no responsibility to update publicly or revise any forward looking statements.
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Are you positioned for  
A World of opportunities?
THE THOMAS WHITE DIFFERENCE

Thomas White International manages in excess of $2.1 billion in assets across multiple global, 
international and domestic equity mandates. The diverse client base spans public, corporate, 
endowment, Taft-Hartley, and separately managed account platforms.

Research is the heart of our company. At Thomas White, we believe that original research is the 
surest path to superior portfolio performance. That is why our disciplined investment process is 
supported solely by our in-house research.

Our investment process differs from the crowd. Our labor-intensive approach to valuing common 
stocks combines the patient collection of data, and the execution of thorough historical studies, 
with the application of fundamental securities analysis. These guidelines provide an investment 
framework, which is used in the process of determining a company’s current business worth. 
Valuing global stocks in nearly 50 countries, this industry-based stock selection process employs 
tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas White 
organization and its predecessors.

Our veteran analysts, most with PhDs, on average have more than sixteen years of experience 
working together as a team. Our proprietary research is generated by our professionals, both in 
Chicago and in our Asia office in Bangalore, India, who have spent their entire careers at  
Thomas White.

Our investment approach seeks to benefit from buying undervalued stocks and selling them when 
they return to fair value. Our analysts find that investors tend to overvalue a company against its 
industry peers when the intermediate business environment is favorable, producing strong earnings 
growth and then undervalue a company when the environment depresses its business outlook. This 
pattern is a reflection of human behavior - it occurs in every industry and country around the world. 
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value  
as a business.

 
 
For more information please contact:
Gabriel J. McNerney, CFA
(312) 663-8318
gmcnerney@thomaswhite.com
thomaswhite.com

“ Our strategy is to 
seek smoother, more 
consistent returns by 
stressing excellent 
local stock selection as 
opposed to betting on 
major country and  
sector moves.  
 
To succeed in this 
approach, we have 
built an exceptional 
global research team 
that uses our proprietary 
techniques to identify 
the most attractive 
stocks in each of the 
major regions of the 
world. This in effect is 
our trump card.” 

   —  Thomas S. White, Jr., 
Portfolio Manager
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