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Prices Of Industrial Commodities Rebound
On Demand Recovery In China

KEY TAKEAWAYS
Commodity prices started
recovering from March
and have continued to
advance during the second
quarter. Spot iron ore
surged to over $70 per ton
by April, from around $40
per ton at the start of the
year. The price of iron ore
retreated in May, before
recovering again and is
currently trading around
$60 per ton.

Prices of industrial commodities have seen a sharp rebound from their lows at the beginning of the
year, and optimism about further price gains have increased. Spot iron ore prices surged more than
50% from a multi-year low set in January, before correcting during the second quarter. Iron prices have
recovered again more recently on increased demand expectations. Similarly, zinc prices have seen
a sharp rebound while gold and coal have recovered more than 20% year to date. However, prices of
copper have been relatively more subdued. As supplies for many of these commodities are expected
to remain strong, further price upside could be limited. Nevertheless, miners that are able to extract
further cost efficiencies should be in a better position to limit an earnings decline in the short to medium
term.
Industrial commodities have strongly rebounded from the gloom that prevailed at the beginning of this
year, when their prices slipped to the lowest in several years. There was no sign of a demand recovery
even as supplies from newly opened mines continued to grow. The economies of commodity exporting
countries slowed down sharply, and a few tripped into recession. The downturn was seen as a dramatic
end to the ‘commodity super cycle’ that lasted several years and brought substantial riches to the
exporters.

Iron ore prices have rebounded sharply this year
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However, belying the pessimism, commodity prices started recovering from March and have
continued to advance during the second quarter. Spot iron ore surged to over $70 per ton by
April, from around $40 per ton at the start of the year. The price of iron ore retreated in May, before
recovering again and is currently trading around $60 per ton. Similarly, zinc soared from $0.7 per lb in
January to over $1.0 per lb by August. Gold, another metal that has rebounded, has gained nearly 25%
from its lows earlier this year.
Among the other industrial commodities, coal prices were range bound during the first half of the year
before rallying nearly 20% since June. The price of copper, however, has only seen a modest gain from
the beginning of the year.

The demand supply trends
for the primary industrial
commodities indicate that
the recent price gains are
less sustainable than widely
believed. That need not
necessarily mean prices
could slip back to their
January lows, but potential
for further upside from the
current levels appears
limited.

Impressive as the price recovery is so far, it is unclear if the uptrend is sustainable. The demand outlook
for many of these industrial commodities has not seen any appreciable improvement in recent months.
Unexpected demand recovery in China, which imports nearly two-thirds of global iron ore shipments,
has boosted prices so far this year. Chinese ore imports have increased nearly 10% during the first
eight months of the year, as more construction activity fueled demand for the metal. In the absence
of additional fiscal spending by the Chinese government, this demand is likely to wane in the winter
months. Elsewhere in the world, public investments in infrastructure have not picked up enough to
compensate for any fall in Chinese demand for iron ore.
The more recent rally in coal prices was also partly fueled by the increased Chinese steel production,
which uses coking coal as fuel. Here as well, the major drivers of higher prices appear more short term.
The Chinese government had last year introduced measures to limit its domestic coal output. Further,
domestic Chinese coal production during the first half of this year was also hampered by adverse
weather. Higher prices could bring more supplies to the market in China, when demand from steel
makers could be slowing, and limit further gains for coal prices.
It is also notable that the price of copper, which has not seen any short-term demand spurt this year,
has lagged other industrial metals. Supplies from Latin American sources such as Chile and Peru
continue to increase, as they try to make up for low prices through higher output. In addition, global
copper inventories remain high relative to the subdued demand. Finally, the Chinese copper market
remains oversupplied and domestic producers have increased their overseas shipments so far this year.
Unless demand from construction increases substantially in major markets, it is doubtful that copper
could see a meaningful price increase in the short to medium term.
These demand supply trends for the primary industrial commodities indicate that the recent price gains
are less sustainable than widely believed. That need not necessarily mean prices could slip back to
their January lows, but potential for further upside from the current levels appears limited. This period of
low prices has already reduced investments in new capacity, and slower output gains could support
prices in the long run as global demand improves.
This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance
or other investment advice and does not represent a recommendation to buy or sell any security or to invest in any
particular market or country. Certain information included in this publication was received from what we believe to
be reliable third parties, however completeness, accuracy, and suitability cannot be guaranteed. 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. 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.
Past performance is not indicative of future results.
FORWARD LOOKING STATEMENTS
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Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $2.0 billion in assets across multiple global, international and
domestic equity mandates. The diverse client base spans public, corporate, endowment, TaftHartley, and separately managed account platforms.

“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

We use Proprietary Research. At Thomas White, we value international stocks within distinct valuation
groups based on region, industry, sector, or country, which provide us with an extensive range of
investment opportunities.
Our investment process differs from the crowd. Our approach to valuing common stocks combines
the execution of thorough historical studies, with the application of in-depth fundamental securities
analysis. 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 on average have more than seventeen years of experience working together
as a team. Our research and analysis is generated by our professionals, both in Chicago and in our
Asia office in Bangalore, India, most of whom 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.
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