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View from the outer: Green
metal supercycle

Tim Rocks, Peter Dragicevich & Max Casey

Green metal supercycle

The recent jump in a broad range of commodity prices raises the ques-
tion of whether we have entered a new commodity supercycle. Figure 1
illustrates this trend across a broad range of commodity prices.

Figure 1. Key commodity prices
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Even though these are very different markets, prices broadly
moved down together from around 2012, reached troughs in 2016
and have recently been rising together. Note that even though the

Russian invasion of Ukraine has been the most recent driver of ris-
ing prices, the uptrend was already in place. Most commodity prices
had started to rise materially from mid-2020 assisted by a demand
spike from COVID-19 stimulus and supply disruption linked to
COVID-19 disruptions.

This would be 7th supercycle of the past 200 years and follows
quickly on the heels of the last one that ran from 1998 to 2012. These
are identified in Figure 2 that illustrates the rolling 10-year average
price changes. It is based on an index of US metals prices.

Figure 2. Commodity supercycles
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Commodity supercycles are extended periods of price
gains and losses where a broad range of commodities fol-
low similar paths. Commodities are particularly prone
to extended cycles because supply can take some time
to respond to changing demand given the lead times in
exploration and mine development.

Commodity cycles have typically lasted 15-20 years.
There have been six such cycles over the past 200 years
and four since 1990.

Demand normally drives supercycles
An analysis of previous commodity supercycles sug-
gests that major changes in demand due to wars or major
waves of economic development are the typical drivers.
‘Wars can have a major impact because supply tends to be
disrupted at the same time as demand rises. The major
waves of economic development include the initial indus-
trial revolution, subsequent industrialisations in the US
and China and reconstruction after WWII. Looking in
more detail at the past six cycles:

* The industrial revolution led to strong price gains in
the later part of the 18th century and there was an ad-
ditional spike as the Napoleonic wars occurred in the
early 19th century.

* The US civil war played a major role in the boom in
the mid-19th century.

* There was a double spike in prices in the early decades
of the 20th century. The initial cause was rapid indus-
trialisation in the US around this time, but these pres-
sures were then exacerbated by the first World War.

* The biggest boom in real terms was associated with
World War II and the reconstruction of Europe and
Asia in its aftermath.

* The boom through the 1970s was slightly different.
Rising demand from the conflicts in Vietnam and the
Middle East played a role. However, part of it was also
the supply pressure imposed by the Organisation of
the Petroleum Exporting Countries (OPEC) on oil
and the generalised cost pressures that pushed all pro-
duction costs higher.

* The last boom began in 1998 and was driven by Chi-
na’s incredibly rapid industrialisation and urbanisa-
tion. It appeared to peak around 2012 when China
attempted to rein in its economy and start a reform
agenda that is ongoing.

But supply is playing a bigger role
While demand is the main driver of commodity supercy-
cles, supply issues can also play a role and there is some
evidence that is becoming more important. One thing
that distinguishes commodities is that there is a long lead
time for new supply given the time it takes for new pro-
jects to come online. This is less of an issue with parts of
agriculture, however the lead times for metals and bulks
can be close to a decade.

The increasing evidence of supply issues in cycles is
evident in the three recent episodes:

Figure 3. Annual nonferrous exploration budgets, 1996-2021
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* The forming of OPEC in 1960 and the oil embargo of

the 1970s demonstrated the impact that supply con-
straints can have on prices.

* A new era of supply discipline appeared to start in the
early 1990s. There was a wave of company consolida-
tions and a major shift in management of mining com-
panies from geologists to accountants. The account-
ants needed more convincing to start new projects.
This was also the period of the tech boom which led to
many other sectors being starved of capital.

» Shareholder activism around ESG issues has emerged
as another factor over the past 10 years. Companies
have been encouraged to place greater emphasis on
soil, water and air contamination as well as limiting
carbon usage. This has created additional hurdles,

precluded some projects, and increased the cost of

those that have proceeded.

More generally, projects have become larger and
more capital intensive over time and that means greater
start-up costs and even longer lead times. Firms need
to be more convinced of the sustainability of a cycle be-
fore they act. This can reinforce the upward pressure
on prices in the shorter-term. Start-up costs are gener-
ally highest for oil and bulks and lowest for most agri-
cultural products.

The radical change in supply behaviour, and the
potential for this to contribute to a new supercycle is
evident from recent trends in exploration and capex.
Figure 3 shows how metals exploration budgets have
moved over time. There has been a significant decline
over the past eight years that will constrain output over
the years ahead. In the past higher prices have led to
more exploration, but the chart shows a divergence in
recent years.

The decline in investment in energy is even more
extreme as is shown in Figure 4 on the next page.
Shareholder activism has played a major role here with
many large companies stopping development of fos-
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sil fuel projects in favour of renewables. However, this
potentially creates a major problem because fossil fuel
demand will remain high for decades and, without any
new investments, there is the risk of supply shortages
and price spikes. By some estimates oil will still be the
largest energy source in 2050.

Figure 4. Global upstream investment in oil and gas
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Source: US Energy Information Administration, Evans & Partners.

Some of the same factors are playing out in iron ore.
Capex has been constrained in recent years despite higher
prices as can be seen in Figure 5. In the short-term there
has been additional supply pressure from production
problems in Brazil and COVID-19 effects. One difference,
however, is that demand growth is likely to be less over the
next 5-10 years than it has for the past 20 years since the
Chinese property surge has passed its peak.

Figure 5. Iron ore capex
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The green metal supercycle

The case for a supercycle now is based on surging de-
mand from decarbonisation combined with significant
inertia on the supply side. Even if capex began to pick
up now prices could stay high for several years due to
the substantial and growing lead time for new projects
to come online.

Decarbonisation is one of a number of factors that
seem set to create a corporate and government invest-
ment boom over the next two decades that will be
positive for a broad range of industrial commodities.
In fact, there is a confluence of factors that point to a
radical change in the composition of global GDP. The
past generation has been dominated by consumption.

The next generation could see a return of capex driven

growth via:

* Decarbonisation. The International Energy Associa-
tion (IEA) estimates that $50 trillion will need to be
spent by 2050 to achieve the net zero emission target.
This will be spent on such projects as transforming
electrical networks to accommodate renewables, infra-
structure to facilitate electric vehicles and retro-fitting
buildings to improve carbon efficiency.

* Redesigning manufacturing sectors to address issues

exposed by COVID-19 and to reflect a world of great-
er geopolitical risk. This will include onshoring and
building buffers into production processes.

¢ Automation and robotics will continue to rise driven

by the added motivation of rising labour costs and de-
clining labour availability.

¢ Defence spending seems set to jump in response to

rising geopolitical tensions. The Russian invasion
of Ukraine seems set to precipitate a step change in
military spending over coming years. Germany has
already announced a radical change in approach and
has committed to spending 100 billion euros.

* Healthcare. COVID-19 exposed deficiencies in the

hospital systems of many countries, particularly Chi-
na. Many countries will now spend aggressively to be
ready for future pandemics.

Decarbonisation was already going to be a compel-

ling driver of demand but the desire by Europe to re-

duce dependence on Russian energy seems set to cause
a dramatic acceleration of goals for growth in renewable
energy. The EU Commission has already outlined a plan

under which the flow of gas from Russia to the EU by

2023 could be cut by two thirds. Part of this includes an
even faster transition to solar and wind. There is mount-

ing pressure for such changes to happen even faster.

This might be a political necessity but its implications for
commodity markets could be substantial.

Better for some commodities than others

Given the unique demand drivers in this cycle, some
commodities are expected to benefit more than others.
E&P’s broad ordering of beneficiaries is as follows:

e Metals have the most to gain particularly the ‘green

metals’ like copper, nickel, aluminium, lithium and
platinum. These will all be heavily used in rebuilding
electric networks, batteries and electric vehicles. Of
these, copper is the most interesting given the small
number of finds in recent years and the huge increase
in demand needed to facilitate electric vehicles and
wind/solar generation. Lithium will also see substan-
tial growth in demand although there is a greater sup-
ply response here.

* Oil and gas appear set to stay elevated because of the

enormous mismatch between demand and supply for
the next couple of decades.

¢ Iron ore should also benefit, but it will not have the same

scale of increase in demand as the green metals given
the changing dynamics of the Chinese economy. Fs
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GENERAL RESEARCH DISCLAIMER, WARNING &
DISCLOSURES

This document is provided by Evans and Partners Pty Ltd ABN 85 125
338 785, holder of AFSL 318075, trading as E&P Research (Evans
and Partners).

Please refer to the document entitled ‘Research Conflicts of Interest
Disclosure’ available for download from the Important Disclosures sec-
tion of our website (eap.com.au) and Evans and Partners’ Financial Ser-
vices Guide (FSG) which is also available on our website.

The information is general advice only and does not take into consid-
eration an investor’s objectives, financial situation or needs. Before
acting on the advice, investors should consider the appropriateness of
the advice, having regard to the investor’s objectives, financial situation
and needs. If the advice relates to a financial product that is the sub-
ject of a Product Disclosure Statement (e.g. unlisted managed funds)
or other disclosure document, investors should obtain the PDS or other
disclosure document and consider it before making any decision about
whether to acquire the product.

The material contained in this document is for information purposes
only and does not constitute an offer, solicitation or recommendation
with respect to the purchase or sale of securities. It should not be regard-
ed by recipients as a substitute for the exercise of their own judgment.
Investors should be aware that past performance is not an infallible in-
dicator of future performance and future returns are not guaranteed.
Any opinions and/or recommendations expressed in this material are
subject to change without notice and none of Evans and Partners, its
related companies, associated entities, or any of their respective officers,
employees, agents, advisers or contractors (E&P Group) are under any
obligation to update or keep current the information contained herein.
References made to third parties are based on information believed to be
reliable but are not guaranteed as being accurate.

This document is provided to the recipient only and is not to be distrib-
uted to third parties without the prior consent of Evans and Partners.
One or more members of the E&P Group may have an interest in the
securities or derivatives of any entities referred to in this material. The
E&P Group does, and seeks to do, business with companies that are the
subject of its research reports.
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has been made by any other person to influence the views or themes
contained within; and I am not in receipt of inside information and this
publication does not contain any inside information. I also certify that
no part of my compensation was, is, or will be, directly or indirectly, re-
lated to the specific recommendations or views expressed in this report.
The above certifications are provided in accordance with applicable
regulatory requirements.

Disclaimer

Except for any liability which cannot be excluded, no E&P Group member, nor any of their
respective directors, employees and agents accept any liability or responsibility whatsoever for
any loss or damage of any kind, direct or indirect, arising out of the reliance on or use of all or any
part of this material, or for any errors, omissions, defects or misrepresentations in the materials.
The information is subject to change without notice, and the E&P Group are not under any duty to
update or correct it. Additional information may be available upon request.
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