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DISTINGUISHING TREMORS FROM 
SHOCKS IN SUPERCYCLE 2000 
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SUPERCYCLES HAVE A HISTORY OF BEING JUST THAT...CYCLES 

The history of commodity super-cycles 

  

 
Source: SG Cross Asset Research 
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 First supercycle started in 1870 and ended at the start of WWI. The US was the significant beneficiary, becoming the world’s largest economy 

in this time period (technologies associated with the Industrial Evolution were the main driver) 

 1946 to 1973 was the second supercycle. Function of post-war reconstruction, the baby boom, and the emergence of large middle class in Asia. 

The 1973 oil crisis choked off this cycle – a rapid spike in oil price being enough to seriously depress growth. 

 Third commodity supercycle began rise in 2000 as the impact of suspensions and cancellations of projects started to manifest as demand re-

accelerated; prices began to rise. 2008 Financial Crisis triggered a significant pause, but the demographic forces were too strong to allow the 

financial crisis to halt the commodity supercyle. With so many shifts in commodity prices happening, where is the supercycle now? 

 

 

 Supercycles are periods of high growth lasting decades driven by massive urbanisation rates, increases in population, technological 

innovation, increased trade and high rates of investment. High urbanisation and growth in middle classes in developing regions have a 

particularly big impact on demand for commodities. 

 When a supercycle has previously ended it was because of a disastrous shock, not a gradual slowdown in the global economy. 
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NO TWO CYCLES ARE ALIKE; COMMODITY BEHAVIOUR PROVES THAT 

 Contributing factors include price controls, investments levels, supply variance and technological innovations.  

Sources: Bloomberg, USGS, US Dept of Labour, Warren & Pearson, US Census Bureau 

Oil and wheat in 2012 prices  Aluminium and Nickel in 2012 prices 

     

 

 

 
Source: SG Cross Asset Research   
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Source: SG Cross Asset Research 
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 On 27 November 2014 OPEC announced that the market should determine the oil price, and the 

market would stabilize itself.  This announcement was not fully priced into the market and Oil fell.  

What does this mean? Unambiguously bearish – OPEC withdrawing from acting as price controlling 

cartel is massive. “Welcome to the new world of oil”. 

 Attention shifted immediately, and firmly towards the onshore US, the rise of which has been the 

game changer. Establishing the sustainable LT price implications in this new world will take time.  

Crude prices began to decline starting in mid-June but the 

correction accelerated at the end of September 

 Distant maturities were somewhat resilient until late September 

– that was the tipping point 

     
 

 

 

 

Source: SG Cross Asset Research   

 

$ 70

$ 75

$ 80

$ 85

$ 90

$ 95

$ 100

$ 105

$ 110

$ 115

$ 120

$ 125

Jan-13 Apr-13 Jul-13 Oct-13 Jan-14 Apr-14 Jul-14 Oct-14

$/bbl
WTI Prompt Brent Prompt Dubai prompt

$ 80

$ 85

$ 90

$ 95

$ 100

$ 105

$ 110

Jun-13 Sep-13 Dec-13 Mar-14 Jun-14 Sep-14

$/bbl
Brent 2 y ear f orward Brent 5 y ear f orward 

2012 2013 2014 2015f 2016f 2017f 2018f 2019f 
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THE CURRENT CYCLE FEATURES A COMMODITY MOVE TO TALK ABOUT – OIL ‘14 
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A CHANGED OIL WORLD RIPPLES THROUGH COMMODITIES… 

EUROPEAN NATURAL GAS  

 The market is directly a function of oil prices due to prices being set via oil indexation.  

CORN   

 is the most directly affected agricultural commodity in times of falling oil prices. Lower energy costs help to decrease the cost of production 

and encourage increased plantings for the next season. Lower fuel costs also lower transportation costs which lowers the delivered price of 

corn in physical markets. This puts pressure on corn prices.  

 Longer term, Lower energy prices increase demand for gasoline as the economy eventually grows which increases the demand for corn to  

produce ethanol, an additive blended with gasoline.  

COTTON  

  has the largest per-acre energy costs, as a large portion of the US cotton crop is irrigated. A drop in oil prices to $70 results in a decline in 

cotton prices over the year by 6.75%.  

GOLD (a key hedge against inflation risks) 

 Less incentive to hold gold In a period of likely disinflation (perhaps even deflationary) due to lower oil prices. 

 Oil and Gold have once again become co-integrated with expected inflation and a simulation of an oil environment of $70 means both an 

expected inflation and Gold decline. We estimate that Gold could drop by as much as 5% in the first three months of a lower price 

environment. 

ALUMINIUM (most energy-intensive industrial metal to produce with power costs at 40% of total production costs)  

 The IAI estimates, more than half of the world’s aluminium was produced using thermal coal; impulse response simulation on COAL 

suggests a drop in oil prices to $70 results in coal prices falling by 3% over first six months before recovering due to increased demand. 

 Overall translates into little impact for aluminium costs with any cost curve impact likely to be more than offset by global GDP growth.  

Limited impact on other industrial metals from lower oil prices 
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 $20/b decline in the oil price adds 0.26pp to World GDP after the first year of the shock. The US, Canada 

and a number of Asian producers stand to win the most from lower oil prices. These differences are 

explained by a number of factors, including the share of oil energy in the consumption basket and the 

importance of commodity exporters in individual countries’ international trade. 

 Caveats: Adds stress to some countries - Russia. Positive multipliers may be lower due to high debt levels. 

Fewer petrodollars. 

 

 

 

 

Cumulated impact on GDP from a $20/b decline in oil prices 

  

 
Source: NiGEM, SG Cross Asset Research/Economics 
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BUT THESE RIPPLES DON’T DEFINE THIS SUPERCYCLE; URBANIZATION DOES 

 According to the UN 5 billion people will live in cities by 2030, compared to 3.4bn now 

Total number of urban citizens 1950 - 2050   Commodity intensity evolves with economic development 

     

 

 

 
Source: World Bank, Brook Hunt, CRU, IISI, Global Insights, CISA, Worldsteel, JBS, BHP Billitopn, 

United Nations, SG Cross Asset Research 

 1The demand intensity index represents the volume consumption per capita consumption, 

1968 as 100 for each of the commodities, based on the USA experience. 
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Source: SG Cross Asset Research, US DOE, United Nations, USGS   
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A CHINA SHOCK TO COMMODITIES WOULD BE HUGELY SIGNIFICANT AND 

MEAN SOMETHING ENTIRELY DIFFERENT TO THE SUPERCYCLE 

 Here we use monthly Chinese PMI data and CTY prices and shock PMI’s down 
to a level similar to that experienced with the Lehman bankruptcy (down 40%). 

We trace out the effect on prices over the following 12 months. 

Oil: When we focus on Brent oil (right hand side), we see a large and significant 
drop in prices, bottoming out by the fourth month and rebounding shortly 
thereafter. A 30% drop in oil prices (which equates to approximately $30 given 
the current value of Brent) would ultimately boost GDP growth over the year 
and hence pull oil prices higher (as our empirical data here would predict).  

 

 

 

 

 

 

Impulse responses of the base metal complex from a significant 

drop in Chinese PMIs. 

 Impulse responses of Gold and Brent from a significant drop in  

Chinese PMIs 

     

 

 

 
Source: SG Cross Asset Research   
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 China is, quite obviously, a large consumer of a broad range of primary commodities with 

consumption in recent years accounting for approximately 40 percent of base metal 

consumption, 23 percent of major agricultural crops and 20 percent of non-renewable 

energy resources.   

 A hard landing would have less direct consequences but huge ramifications on global 

investor confidence, creating turmoil throughout financial and broader commodity markets 

thereby exacerbating all commodity price moves. 

 

 

 

Chinese consumption of global production 

  

 
Source:  United Nations COMTRADE database, World Metal Bulletin Statistics, SG Cross Asset Research 
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THE EXISTENCE OF THIS SUPERCYCLE RESTS ON CHINA’S SHOULDERS  
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APPENDIX - DISCLAIMER 

ANALYST CERTIFICATION  

Each author of this research report listed on the cover hereby certifies that the views expressed in the research report accurately reflect his or her personal views, including 

views about subject securities or issuers mentioned in the report, if any.  No part of his or her compensation was, is or will be related, directly or indirectly to the specific 

recommendations or views expressed in this report.  

The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities or other financial instrument and including any 

expression of opinion, has been obtained from or is based upon sources believed to be reliable but is not guaranteed as to accuracy or completeness although Société 

Générale (“SG”) believe it to be fair and not misleading or deceptive. SG, and their affiliated companies in the SG Group, may from time to time deal in, profit from the trading 

of, hold or act as market-makers or act as advisers, brokers or bankers, in relation to the securities, or derivatives of persons, firms or entities mentioned in this publication, or 

be represented on the board of such persons, firms or entities. Employees of SG, and their affiliated companies in the SG Group, or individuals connected to them may from 

time to time have a position in or be holding any of the investments or related investments mentioned in this publication. SG and their affiliated companies in the SG Group are 

under no obligation to disclose or take account of this publication when advising or dealing with or for their customers. The views of SG reflected in this publication may change 

without notice. To the maximum extent possible at law, SG does not accept any liability whatsoever arising from the use of the material or information contained herein. Dealing 

in warrants and/or derivative products such as futures, options, and contracts for differences has specific risks and other significant aspects. You should not deal in these 

products unless you understand their nature and the extent of your exposure to risk. This publication is not intended for use by or targeted at retail customers. Should a retail 

customer obtain a copy of this report they should not base their investment decisions solely on the basis of this document but must seek independent financial advice.  

The financial instrument discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek their own advice regarding 

the appropriateness of investing in financial instruments or implementing strategies discussed herein.    The value of securities and financial instruments is subject to currency 

exchange rate fluctuation that may have a positive or negative effect on the price of such securities or financial instruments, and investors in securities such as ADRs effectively 

assume this risk.  SG does not provide any tax advice.  Past performance is not necessarily a guide to future performance.   Estimates of future performance are based on 

assumptions that may not be realized.  Investments in general and derivatives in particular, involve numerous risks, including, among others, market, counterparty default and 

liquidity risk.  Trading in options involves additional risks and is not suitable for all investors.  An option may become worthless by its expiration date, as it is a depreciating 

asset.  Option ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an option, investors must review the 

"Characteristics and Risks of Standardized Options" at http://www.optionsclearing.com/publications/risks/riskchap.1.jsp.  

CONFLICTS OF INTEREST  

This research contains the views, opinions and recommendations of Société Générale (SG) analysts and/or strategists. Analysts and/or strategists routinely consult with SG 

sales and trading desk personnel regarding market information including, but not limited to, pricing, spread levels and trading activity of a specific fixed income security or 

financial instrument, sector or other asset class. Trading desks may trade, or have traded, as principal on the basis of the analyst(s) views and reports. In addition, analysts 

receive compensation based, in part, on the quality and accuracy of their analysis, client feedback, trading desk and firm revenues and competitive factors. As a general matter, 

SG and/or its affiliates normally make a market and trade as principal in fixed income securities discussed in research reports. 

 

. 
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APPENDIX – DISCLAIMER (CONT’D) 

Notice  to French Investors:  This publication is issued in France by or through Société Générale ("SG") which is authorised and supervised by the Autorité de Contrôle Prudentiel and 
regulated by the Autorite des Marches Financiers.  

Notice to U.K. Investors:  This publication is issued in the United Kingdom by or through Société Générale ("SG"), London Branch. Société Générale is a French credit institution (bank) 
authorised and supervised by the Autorité de Contrôle Prudentiel (the French Prudential Control Authority). Société Générale is subject to limited regulation by the Financial Services Authority 
(“FSA”) in the U.K. Details of the extent of SG's regulation by the FSA are available from SG on request. The information and any advice contained herein is directed only at, and made 
available only to, professional clients and eligible counterparties (as defined in the FSA rules) and should not be relied upon by any other person or party. 

Notice to Polish Investors: this publication has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (“the Branch”) with its registered office in Warsaw (Poland) at 111 
Marszałkowska St. The Branch is supervised by the Polish Financial Supervision Authority and the French “Autorité de Contrôle Prudentiel”. This report is addressed to financial institutions 
only, as defined in the Act on trading in financial instruments. The Branch certifies that this publication has been elaborated with due diligence and care. 

Notice to US Investors: SG research reports issued by non-US SG analysts or affiliates on securities are issued solely to major US institutional investors pursuant to SEC Rule 15a-6. Any US 
person wishing to discuss this report or effect transactions in any security discussed herein should do so with or through SG Americas Securities, LLC to conform with the requirements of US 
securities law. SG Americas Securities LLC has its registered office at 1221 Avenue of the Americas, New York, NY, 10020. (212) 278-6000. 

Notice to Canadian Investors: This publication is for information purposes only and is intended for use by Permitted Clients, as defined under National Instrument 31-103, Accredited 
Investors, as defined under National Instrument 45-106, Accredited Counterparties as defined under the Derivatives Act (Québec) and "Qualified Parties" as defined under the ASC, BCSC, 
SFSC and NBSC Orders. 

Notice to Singapore Investors:  This publication is provided in Singapore by or through Société Générale ("SG"), Singapore Branch and is provided only to accredited investors, expert 
investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289.  Recipients of this publication are to contact Société Générale, Singapore Branch in 
respect of any matters arising from, or in connection with, the publication.  If you are an accredited investor or expert investor, please be informed that in SG's dealings with you, SG is  relying 
on the following exemptions to the Financial Advisers Act, Cap. 110 (“FAA”): (1) the exemption in Regulation 33 of the Financ ial Advisers Regulations (“FAR”), which exempts SG from 
complying with Section 25 of the FAA on disclosure of product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts SG from complying with Section 27 
of the FAA on recommendations; and (3) the exemption set out in Regulation 35 of the FAR, which exempts SG from complying with Section 36 of the FAA on disclosure of certain interests in 
securities. 

Notice to Hong Kong Investors:  This report is distributed in Hong Kong by Société Générale, Hong Kong Branch which is licensed by the Securities and Futures Commission of Hong Kong 
under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) ("SFO"). This publication does not constitute a solicitation or an offer of securities or an invitation to the 
public within the meaning of the SFO.  This report is to be circulated only to "professional investors" as defined in the SFO. 

Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities (North Pacific) Ltd., Tokyo Branch, which is regulated by the Financial Services Agency 
of Japan.  This publication is intended only for the Specified Investors, as defined by the Financial Instruments and Exchange Law in Japan and only for those people to whom it is sent directly 
by Societe Generale Securities (North Pacific) Ltd., Tokyo Branch, and under no circumstances should it be forwarded to any third party. The products mentioned in this report may not be 
eligible for sale in Japan and they may not be suitable for all types of investors. 

Notice to Australian Investors:  This publication is issued in Australia by Société Générale (ABN 71 092 516 286) ("SG").  SG is regulated by APRA and ASIC and holds an AFSL no. 
236651 issued under the Corporations Act 2001 (Cth) ("Act"). The information contained in this publication is only directed to recipients who are wholesale clients as defined under the Act.   
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