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Which Prospects for Commodities in a 2018 
Changing Macroeconomic Environment? 

• Global Macroeconomics: A Changing Environment in 2018?
• 2017 ‘Goldilocks’ economy: synchronised upswing and low inflation
• Gradual normalisation from Central Banks
• What to expect in 2018: world economy to remain strong but with increasing 

downside risks 

• 2018 Commodity Outlook
• Commodities performed well in 2017 due to strong global economics and China 

structural reforms
• Pre-conditions exist for a new capex cycle
• A weakening macro environment combined with protectionist threats would 

weight on the sector in 2018 and create volatility
• Energy metals will outperform in the medium term as they benefit from the next 

energy technology revolution 



Global Macroeconomics: A Changing 
Environment in 2018?

• 2017 ‘Goldilocks’ economy: synchronised upswing and low inflation
• An elusive Phillips Curve
• Gradual normalisation from Central Banks
• China structural reforms: deleveraging and environmental measures
• The world economy is forecast to remain strong in 2018 but downside 

risks are increasing 
• Inflation concerns: real or overdone?
• The Fed’s March dot plot chart suggests rates rising until 2020



Synchronised Upswing Primarily Driven by 
Developed Economies

Developed economies shone in 2017 Manufacturing PMI Index

• The world economy showed a synchronised
upswing in 2017, the first time since 2010

• The US GDP growth rose 2.3% YoY in 2017,
from 1.5% YoY in 2016 mostly driven by
consumers and business investment

• The Eurozone GDP growth was 2.4% YoY in
2017, the fastest rate since 2007, with a
broader expansion across the bloc

• At 6.9% YoY, China’s GDP exceeded the 6.5%
YoY government’s target, driven by domestic
consumption and external demand despite
the deleveraging and credit restriction
measures

Source: Markit, HSBC



Europe Surprised on the Upside

Source: Trading Economics; IMF; Bloomberg 
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Unemployment at a 17-year Low in the US, also 
Falling in the Euro-area 

US unemployment rate at 4.1% …and at 8.6% in the Euro-area

Source: Trading Economics
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Wages Failed to Pick-up despite Falling 
Unemployment

Source: US Department of Labour; Bloomberg



Core Inflation below the 2% Target set by 
Central Banks

Core CPI below the 2% target in the US …and in the Euro-area

Source: Bloomberg



Is the Phillips Curve still Working?

Structural deflation vs cyclical inflation US Phillips Curve 1997-2017

• The Phillips Curve establishes a relationship
between inflation and unemployment

• This correlation has become less relevant over
time leading to question whether the Phillips
Curve still works as the world economy changes

• Structural deflationary forces are driven by
demographics, technology, the globalisation of the
labour market and the gradual disappearance of
the ownership concept

• The synchronised global economic upswing and
the fact that China does not export deflation could
create cyclical inflationary pressure

• Conflicting forces between structural deflationary
forces and cyclical inflationary pressure creates
temporary uncertainty

Source: Bloomberg; Victorem Capital Ltd

2016-
2017



The Fed Tightened in 2017 but Monetary Policy 
Remains Accommodative 

Steep tightening in 2017… …but accommodative by historical standards

US Fed Funds Rate (%) US Fed Funds Rate (%)

Source: Trading Economics



The ECB has been Cautious despite a Stronger 
Economy

Net asset repurchasing to end in 2018 ECB’s Base Lending Rate at 0%

• The ECB net repurchasing asset programme
increased to Euro 80bn per month in 2016 and
then cut to Euro 60bn per month from Q2 2017

• The ECB has further reduced its assets purchasing
to Euro 30bn per month starting in January 2018

• The net repurchasing programme is expected to
end in 2018. The ECB will keep re-investing
maturing securities.

• The ECB is not expected to increase its interest
rates before Q2 2019

• Despite a stronger economy in the Euro area,
primarily Germany, the ECB has taken a prudent
approach, ensuring that the economic recovery
was solid and extended to the whole bloc

Source: Trading Economics

ECB base lending rate (%)



China’s Economy Structural Changes

Priority given to de-risking the economy China outstanding Yuan loan growth (%)

• De-leveraging of SOEs key priority by cutting
unprofitable operations and promoting market-
based debt-to-equity swaps

• Bankruptcy and debt-restructuring policies to be
pushed to eliminate ‘zombie’ and/or polluting
companies

• Credit restriction will however be selective and
the Chinese authorities will make sure that the
whole economy does not suffer from a credit
crunch

• Steelmaking, smelting operations and mining
will remain prime targets from credit
restrictions and stricter environmental actions

Source: Trading Economics



World Economy Forecast to Remain Strong in 
2018 and 2019

Source: IMF; Industry 
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Goldilocks’ Early 2018 Scares

A bear called Inflation The US 10-year bond yield jumped in Jan-Feb 
on inflation fears

• President Trump’s Tax Reform Plan and Infrastructure 
Package added to inflation concerns

• January CPI increased 0.5% MoM and core CPI 0.3% 
MoM or 1.8% YoY

• Hourly wages rose in January at a 2.9% YoY rate, highest 
since 2009, suggesting that inflation may finally 
materialise

• Uncertainty as Jerome Powell takes over as Fed’s new 
Chairman

• Hawkish comments from the January Fed’s minutes 
saying that economic growth will ‘exceed estimates’ and 
that ‘further gradual increases’ in interest rates are in 
store

• US 10-year bond yield increased by >50bp between 
January 1st and February 2018, then stabilising ~2.85%

Source: Bloomberg

01-01-18: 2.405%
21-02-18: 2.95%



The Return of Inflation? 

Is the economy still accelerating… …or just a one-off January scare?
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The Fed’s March Dot Plot Chart Suggests 
Rates Rising until 2020

A more hawkish Fed guidance for 2019 and 2020 Dot plot chart in line with three hikes in 2018

Source: FOMC

• US Inflation has been slowing in February. CPI was
0.2% MoM –both for headline and core- and 2.2%
YoY and 1.8% YoY respectively

• The latest FOMC meeting has kept its guidance for
three hikes in 2018 unchanged, although the odds
for four increases have also increased

• The Fed’s March dot plot chart implies three hikes
in 2018, three in 2019 and two in 2020, taking the
median rates at 2.25% at the end of 2018, 2.9% at
the end of 2019 and 3.4% at the end of 2020

• However, the Fed’s approach appears to be more
data driven and guidance subject to economic
developments

Median forecasts (%)



2018 Commodity Outlook: Sound Fundamentals 
but Volatility Should be Expected 

• Commodities performed well in 2017 due to strong global economics and

China structural reforms

• The commodity sector fundamentals are sound. Low capex and stronger

balance sheets create conditions for a new capex cycle

• China deleveraging and environmental measures will continue to

constrain production of heavy and polluting industries, contributing to

more rationalisation

• However, the sector’s performance in 2018 will be largely influenced by

economic/political issues with rising downside risks and volatility

• Energy metals (Cu, Ni, Co, Li, Graphite) will lead the next commodity

expansion driven by EVs and renewable energy



Commodities had a Good Year in 2017 

No ‘super-cycle’ but sound fundamentals Industrial metals price index 2003-2017

• Commodity prices rose in 2017 driven by the
strong synchronised global economy

• Supply-side reforms in China and the
implementation of environmental measures
translated into production cuts

• A lower US Dollar has also been a
contributing factor, to a lesser extent

• The large supply which came from the 2011-
2015 investment boom has been absorbed,
creating conditions for a less volatile
environment
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Steel and Pig Iron Production is Plateauing in 
China 

China Pig Iron Production is Plateauing Domestic IO production is displaced by 
seaborne imports
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*: 62% Fe equivalent 
Source: Victorem Capital LtdSource: World Steel Association



…Coal and Aluminium Production also  

China Coal Production is also plateauing …Aluminium also

0

200

400

600

800

1000

1200

1400

1600

1800

2000

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

China Coal Production in MTOE

 -

 5.0

 10.0

 15.0

 20.0

 25.0

 30.0

 35.0

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

China Aluminium Production (Mt)

Source: CEIC/BP Plc Source: World Aluminium



China will Continue to Cut Steel Capacity

• China planned to shut down 100-150Mt of steel capacity by 2020
• This number did not include the closure of smaller induction furnaces 
• The shut down of smaller/polluting/less efficient mills will be offset by a production increase at 

larger mills
• The purpose of the Chinese government is to emulate Northeast Asia large mills with the 

creation of profitable ‘national champions’ producing higher value steel products
• Implications for iron ore: increasing preference for higher Fe content ore with lower impurities

Source: SMM



Pre-Conditions Exist for a New Capex Cycle 

Capex back to its 2006 level Balance sheets* have improved
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Copper/Gold Ratio vs US 10-year Bond Yield

Copper/Gold Ratio

US 10-year bond yield

Source: Longtermtrends



Iron Ore Price: Moderate Decline in 2018

China 2018 pig iron production should be close 
to its 2017 level

Iron Ore prices* have been resilient

• China’s 2018 pig iron production is likely to be close to
its 2017 level. The property market is expected to
moderate mildly while steel exports could increase
slightly. Demand upside could come from the ‘One
Belt, One Road’ initiative

• As production constraints remain, steel margins are
likely to remain relatively high and mills will continue
to search from productivity

• About 40Mt new incremental seaborne supply is
expected for 2018. Seaborne imports will continue to
displace China domestic production which should
decline to ~210-215Mt

• The Fe price premium (62% vs 58%) should remain
high, although may narrow from current level (~18%)

• Iron ore prices should moderate gradually towards
the US$60/dmt level at the end of 2018

*: US$/dmt; 62% Fe
Source: Trading Economics



Metallurgical Coal: Stable Demand but Easing 
Supply 

Stable demand but easing supply in 2018 HCC price driven by supply disruption in 2017

• Metallurgical coal prices increased in 2017 as a
combined effect of a strong global demand and
production cuts in Australia mainly due to cyclone
Debbie

• China seaborne imports increased by 8Mt with
domestic production constrained by environmental
measures

• With Chinese production being stable and high steel
margins supporting the usage of HCC, coking coal
demand should also remain stable in 2018

• However, supply will also recover, primarily from
Australia, with some small contribution from Vale’s
Moatize. Additional supply should be 12Mt in 2018

• As a result, prices should gradually and moderately
decline in the course of the year, assuming no new
production disruption

Source: Teck Resources



Copper Price: Volatility Expected in 2018

Small deficit in 2018 but price volatility Copper price* rose ~30% in 2017

• Copper prices rose ~30% in 2017, driven by a strong
demand while supply suffered from labour disruptions
(Grasberg and Escondida) as well as grades decline

• Copper demand should remain steady in 2018, with a
slower demand from China’s property sector being offset by
an increase in power infrastructure

• Supply side could be disrupted by incoming labour
negotiations in Chile and Peru accounting for about 20% of
total mine production. China’s imports ban of certain types
of copper scrap will also constraint supply

• The copper market posted a 163,000t deficit in 2017. The
market could still see a small deficit in 2018 despite new
supply, including First Quantum’s Cobre Panama, Norilsk’s
Bystrinsky and Glencore’s African operations

• Copper deficit will widen in coming years as supply will
struggle to meet an increasing demand coming from EVs

*: US$/lb
Source: Macrotrends/COMEX



Nickel: Anticipating a Bright Future

Balanced market in the short-term, strong in 
the longer term 

Nickel prices* rose 20% in 2017

• Nickel price rose ~20% in 2017 driven by strong
economics and by long-term prospects linked to
electrical vehicles (EVs). However, the battery market
accounts for only 3% of the Nickel market

• The outlook for 2018 appears somewhat balanced.
Stainless steel production in China will increase only
slowly with environmental measures limiting output,
while other producers, such as Indonesia, are
increasing production, underpinning nickel demand

• Additional nickel pig iron (NPI) supply will come from
Indonesia after the end of its export ban with some
possible incremental supply from the Philippines

• The Nickel long-term key feature will be the split
between lower quality Nickel laterites and higher
quality Nickel sulphides suitable for batteries

*: US$/t
Source: Trading Economics



Zinc Market to Remain Tight 

Market will remain tight during most of 2018 Zinc prices* rose 30% in 2017 on tight supply

• A combination of scheduled mine closures, Glencore’s
strategic cuts and environmental measures in China have
contributed to a tight market in 2017 and a drawdown in
global stocks. Treatment charges reached a all-time-low
in December

• The outlook remains positive for 2018 although some
600-700,000t incremental capacity will come on stream
including MMG’s Dugald River and Vedanta’s Gamsberg

• China demand should remain solid in 2018 as automotive
and consumer goods will more than offset any potential
decline coming from construction and infrastructure

• The market will remain tight during most of 2018,
although prices are likely to peak mid-2018

• In the longer-term, zinc does not have much exposure to
EVs/RE and should underperform its base metals peers

*: US$/t
Source: Trading Economics



Conclusion: Summary of Key Points 

• Although the current consensus still forecasts a strong global growth for 2018,

downside risks have increased, triggered by politics/trade factors

• Central Banks’ forecasts appear optimistic. A data-driven Fed could end its tightening

process sooner if inflation remains subdued

• China remains committed to de-risking its economy and to more stringent

environmental measures, contributing to an ongoing restructuring of its heavy industry

• The fundamentals of the commodity sector are sound and pre-conditions exist for a new

capex cycle

• However, an uncertain economic and political environment increases downside risks

and volatility in 2018

• Copper, Nickel and the other ‘energy metals’ will outperform in the next commodity up-

cycle driven by electrical vehicles and renewable energy



Thank You!
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