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Prices Of Industrial Commodities Rebound
On Strong Demand From China

KEY TAKEAWAYS
Prices could get a
further boost if the Trump
administration in the U.S.
implements its promised
$1 trillion infrastructure
spending program.
However, expanding
supplies could cap
potential price gains
and restrict margins from
widening further.

Prices of industrial commodities have rebounded in recent months on better than expected global
economic growth, though they are still below the highs seen at the beginning of this year. Chinese
demand remains the prime driver for most industrial materials, especially iron ore and copper.
Expectations of additional infrastructure spending in China and other Asian countries should continue
to support industrial commodity prices in the coming months. Prices could get a further boost if the
Trump administration in the U.S. implements its promised $1 trillion infrastructure spending program.
However, expanding supplies could cap potential price gains and restrict margins from widening
further. The large producers that extracted meaningful cost efficiencies during the commodity price
downturn appear better placed to boost cash flows during this rebound.
From multi-year lows seen at the beginning of 2016, prices of industrial commodities rebounded sharply
as global economic growth gathered pace. However, prices corrected during the first half of this year
on doubts about the sustainability of demand growth.

*Iron ore prices have rebounded in recent months
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The U.S. economy appeared to be caught in a low growth phase and the much anticipated
infrastructure boost from the Trump administration has not yet materialized. Chinese demand for
materials was expected to cool as the country’s government and central bank have been trying to
prevent the property market from overheating. Though the Eurozone economy has seen healthier
trends since the beginning of this year, government and private spending on construction as well as
new capacity is still relatively low.

During the most recent
down cycle, most large
producers of industrial
materials had focused their
attention on improving their
cost competitiveness. As a
result, the cash breakeven
levels for these producers
have declined appreciably.

Nevertheless, the outlook for industrial commodities has changed appreciably with the faster than
expected Chinese economic growth during the second quarter. Chinese demand for materials
such as iron ore has exceeded expectations as higher product prices have made even inefficient
metal manufacturers profitable. Industrial output in China has expanded at a robust pace during the
first half of this year, further boosting the demand for materials. The recovery in global demand for
manufactured goods continues to support this trend.
The U.S. government could expand fiscal spending on infrastructure later this year, or in 2018. The
Federal budget deficit has narrowed in recent years and would remain within historical averages even
if the government increases infrastructure spending by the promised $1 trillion. If aggregate U.S. growth
continues to disappoint, as it did during the first half of this year, there is likely to be more pressure
on the federal government to roll out fiscal stimulus measures. Low inflation also makes it less risky to
implement expansionary fiscal policies.
However, expanding supplies are likely to restrict further price gains for industrial commodities from the
current levels. Though capital investment in new projects has declined sharply in recent years, several
large mining ventures initiated before the last cyclical downturn are now close to completion. These
projects should expand supplies at a moderate rate for the next few years.
During the most recent down cycle, most large producers of industrial materials had focused their
attention on improving their cost competitiveness. As a result, the cash breakeven levels for these
producers have declined appreciably. This should give them a significant competitive edge over the
smaller and less competitive producers. Expanding cash flows should allow these industry leaders to
reduce debt levels and increase payouts to shareholders.

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
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.

312-663-8300 | www.thomaswhite.com

THOMAS WHITE INTERNATIONAL

INDUSTRY SPOTLIGHT | JULY 2017

Capturing Value Worldwide®

Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $1.8 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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