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Are we heading for a new positive commaodities super cycle?

An incredible 2020 for commaodities. Focus on the last two super cycles for commodities. Rapid
inventory reduction. Four main factors supporting increased demand.
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An incredible 2020 for commodities

Commodities had an exceptional year in 2020.
The various indices measuring the performance
of commodities overall achieved impressive
performances not seen for many years. The
overall performance for the year was negative,
but price movements were particularly erratic
throughout the vyear. The most striking
phenomenon was the shift of crude oil prices into
negative territory. Although this episode was only
short-lived, it greatly unsettled investors’ views
and their risk perception for commodities in April.
The fall in commodities (-23%) in Q1 2020 was
not so different from that in the equity markets
(-21%) if we exclude the fall in crude oil prices
(-67%). The following nine months were
exceptionally positive for oil prices, which rose by
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113%, as well as for commodities overall (+26.3%).
The events of 2020 need to be seen in the
longer-term context of commodity price shifts to
understand the significance of these price
movements in 2020 and of this extreme volatility
and what it may portend for the coming years.
Since the 1970s, commodities have recorded a
compound annual increase of +8% to +9%
depending on the benchmark index and its
composition. Compared to the performance of the
US (+10.9%) and international (+9.1%) equity
markets, commodities have experienced periods of
cyclical outperformance and underperformance.
The last decade was more of an underperformance
cycle, stretched to the extreme until 2020 with
exceptional volatility. The performance of
commodities in H2 2020 and the beginning of 2021
merits consideration as a possible reversal of the
trend and as the potential emergence of a new
long-term cycle favorable to commodities with a
return to outperformance vis-a-vis equities in
particular.

Performance of raw materials VS US and international
equities (1998-2008)
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Focus on the last two commodities super cycles

First of all, let us recall some key elements to
understand what the term super cycle means for
commodities. The notion of super cycle tends to apply
to a period of time that exceeds a traditional
economic cycle. In this logic, a super cycle must
therefore be longer than a classic theoretical cycle of
about five years. From the standpoint of duration, a
super cycle may therefore last a decade or more. In
this sense, the last super cycle for commodities dates
back to the 1998-2008 period, thus spanning about 10
years of rising prices during which diversified
commodity indices recorded gains of about +15% per
year (Bloomberg commodity index: +16%, S&P
Goldman Sachs commodity index +19%). During this
period, US and international equities performed
modestly at +2% per annum for the former and +3.7%
per annum for the latter. After this positive super
cycle, commodities then experienced a negative super
cycle of value destruction between 2008 and 2018.
The above-mentioned commodity indices fell by -9.6%
and -13.8%, respectively, while equity markets posted
an annual increase of +8.9% for the S&P500 and +5%
for the MSCI World Index.

Are we heading for a new positive commodities
super cycle?

The fundamental question today is indeed whether
commodities are now about to start a new positive
ten-year super cycle, after two positive and then
negative ten-year cycles. In other words, after ten
years of bear market and underperformance, are
commodities about to start a new phase of long-term
and widespread price appreciation?

Performance of raw materials VS US and international
equities (2008 — 2018)
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In order to answer this question, we must analyse the
fundamental parameters of supply and demand for
commodities, seeking to identify the structural aspects
and the cyclical elements. Firstly, with regard to the
structural aspects that prevailed before the outbreak of
the Covid-19 pandemicin 2020, it appears that, in many
segments, capital expenditure and research were being
steadily reduced. Capex contractions were indeed
numerous and logical in a global context of falling
commodity prices. Oil and gas producers and mine
operators had no reason to invest in increasing their
production capacity in a financial environment of
extreme price competition. In a phase of falling prices,
supply therefore remained rigid and oriented rather
downwards, with available production capacity being
under-utilised. The fall in demand for oil and industrial
metals during the first few months of the year put
brutal pressure on prices, but hopes of economic
recovery quickly triggered a new positive trend. The
prospects for economic recovery in 2021 certainly
warrant a reappraisal of the opportunities and risks for
all commodity markets and for oil in particular.
Historically, a recovery typically takes hold in a period of
recession, which marks the turnaround in the cycle.
Therefore, it is likely that the sustained global economic
recovery of around +6 to +7% in 2021 will quickly
restore demand for commodities after a long period of
declining capex and reduced production capacity. In the
oil sector, a distinction must be made between the
decline in capex in conventional crude oil operations
and the investments made in the development of shale
oil production capacity.

Rapid inventory reduction

The global pandemic has also highlighted the fragility of
global production chains that are too heavily dependent
on the transport of products, materials and
commodities from distant regions. This is likely to
quickly change the behaviour of purchasing managers
who are now expected to favour more secure and
stable forms of supply, but it also means the likely
return of inventory build-ups to better absorb any
potential future shocks of the same nature. Commodity
inventories swelled with the fall in demand during Q1
2020 and remained higher on average before being
able to take advantage of the return of global and
Chinese demand in particular. However, it is surprising
to see a net decrease in these surpluses already now.
Crude oil inventories have already declined significantly
thanks to the fall in shale oil production and production



cuts by OPEC countries. A return to economic growth
in H2 2021 in all major economies will have a
significant impact on commodity inventories. With
production remaining relatively stable, prices are
primarily driven by significant movements in demand.
The convergence of economic cycles and demand for
commodities will allow the cycle that is beginning to
unfold to clear surpluses and inventories more
quickly. The absence of capex spending will constrain
supply, which will not be able to adjust easily to a
return of demand.

Performance of raw materials VS US and international
equities (2018 — 2020)
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Four main factors supporting the increase in
demand

The first factor is cyclical and is essentially the
readjustment of supply and demand parameters in
the short term. In other words, a recovery in
consumption and economic activity in H2 on a
pre-Covid basis will increase demand and allow for a
reduction in inventories. However, we believe that
this first cyclical factor will have an early impact on
prices due to simultaneous regional demand, as all
countries seek to secure sufficient supply as their
economies recover. The second factor is the desire to
secure this supply in the longer term by building up
crisis inventories to cope with future international
tensions. This additional demand for commodities will
have a cumulative effect on global demand and will
also support higher prices. China, the world’s largest
consumer of commodities, has already taken
advantage of the specific conditions of 2020 to
implement a policy of rebuilding strategic stocks. It is
expected to continue to pursue this strategy, to be
followed in turn fairly soon by the US. The third factor
is related to investment and portfolio diversification.
Commodities have been gradually pushed out of
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diversified asset allocations during the phase of falling
interest rates and inflation. The previous commodities
super cycle lasted ten years, which is long enough to no
longer consider this asset as a positive contributor to
portfolio  diversification. And vyet, recall that
commodities perform particularly well in times of
accelerating economic growth, rising inflation and rising
interest rates. If the stimulus packages deliver on their
promises, there is every reason to fear that inflation will
accompany growth that is well above the historical
average. Commodities are therefore likely to make a
gradual comeback in portfolios as a new investment,
uncorrelated with traditional assets. Investment
demand will strengthen the overall demand for
commodities and support the upward trend in prices.
For example, the demand for ETFs investing in physical
gold or silver is always correlated with price
movements. This third factor can have very important
consequences on the reduction of inventories and on
price growth. Finally, stimulus packages can significantly
increase the level of demand for commodities,
particularly industrial metals. The amounts announced
by governments to support a lasting economic recovery
with regard to the energy transition and infrastructure
investments are exceptional. Governments are
committed to implementing this energy transition,
which will take time, but which will provide regular
funding for many projects that generally require new
commodities. This fourth factor is essential and will
have a steady impact on demand by adding excess
demand to the base demand. The trillions promised for
this transition will support commodity prices.

Performance of raw materials VS US and international
equities (2020 —2021)

Pl o Rl
|
|
|
)

Sources: Bloomberg, BearBull

Possible emergence of a new super cycle

It is certainly too early to say that these main factors
will be sufficient to form the basis of a new
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commodities super cycle. However, it already seems
that a lasting period of imbalance between supply and
demand for commodities has begun. Production
capacity cannot be increased quickly due to the fall in
capex in recent years, so the supply of commodities
will only be able to adjust imperfectly to a significant

Time to invest in commodities

If the economic environment develops in line with our
expectations, lasting growth above the historical
average and higher inflation are positive factors and
provide an ideal environment to include commodities in

increase in demand. That being said, a lasting
commodities boom will have to be based on a long-
term increase in demand. In our view, the four factors
mentioned above should all contribute to an increase
in overall demand and create the conditions for an =
imbalance conducive to higher prices. The energy
transition is likely to be one of the most important
factors in the lasting increase in demand for
commodities, but it may not be sufficient to sustain a
price growth super cycle. In conclusion, we believe
that many factors are already in place to drive
commodity prices higher in the coming years. But it is
also too early to estimate more precisely what
strategies commodity producers will develop in a
more favourable economic environment. A return of b
investment and production capacity could eventually
have an impact on supply and prices, but given the
current situation, this would only have an impact in
several years.

portfolios for asset diversification purposes.
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China Import Commodity Volume Unwrought Copper

China Imports Commodity Crude Petroleum Oil & Copper Products

%50 £0

20 =—— (hinalmpor & Commadity {aude= P etrakeum G — e (e o ot (o iy ' i Lot £ Copper & (o ey Prochrts

750 4
E50
Z50
450

350

0

150

20 T T T
0200 060r 1004 0207

0508 1041 0214 0515 1043 0231 0201 ORO3 (P46 O2O7 OOS 0211 (213 OIS ORIT 0215 0RM

Sources: Bloomberg, BearBull Sources: Bloomberg, BearBull

Disclaimer: This document and any attachments thereto are confidential and intended
solely for the use of the addressee(s) and should not be transmitted to any person(s) other
than the original addressee(s) without the prior written consent of BearBull Group. This
document and any attachments thereto are provided for information purposes only and are
not an offer or solicitation for any purchase, sale or subscription. BearBull Group shall not
be liable for any decision taken based on the information disclosed herein and no advice,
including any relating to financial services, is given herein by BearBull Group. This
document and any attachments thereto are based on public information. Under no
circumstances can this report be used or considered as a commitment by its authors.
BearBull Group makes every effort to use reliable, comprehensive information and BearBull PO. Box. 127676, Dubai
Group makes no representation that it is totally accurate or complete. In addition, the 4 2
views, opinions and all other information provided herein are subject to change without Unlted At‘ﬂb Emirates
notice. Prices and margins are indicative only and are subject to change at any time s -
without notice depending on inter alia market conditions. Past performances and T +971 4 4019160
+971 4 4019992

simulations are not representative of any future results. The opinion, views and forecasts F
M info@bearbull.ae

BearBull

Group

Gate Village 3, Level 1

Dubai International Financial Centre

BearBull Global Investments Group (Ltd) is
regulated by the Dubai Financial Serv
Authority (DFSA) and offers the following
services to UAE and International clients:

Multi-Family Office

Institutional Wealth Advisory
Private Wealth Advisory

Real Estate Investment Advisory
Corporate Finance Advisory
Financing Solutions

expressed in this document and any attachments thereto reflect the personal views of the
author(s) except for any specific mention, and do not reflect the views of any other person
or that of BearBull Group. We do recommend that you seek professional advice before
making any investments decision.

COPYRIGHT ¢ www.bearbull.ae
All Rights Reserved

arBull Group Ltd (DIFC). 2019.

Weekly analysis - Are we heading for a new positive commodities super cycle? -4-


mailto:info@bearbull.ae
file:///C:/Users/ekl/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.Outlook/WBWYBJK9/www.bearbull.ae

