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Introduction

 
we lIVe ouR lIVeS surrounded by products made using the 

world’s natural resources – from the clothes we wear and the food we 
eat to the cars we drive, the houses we live in and the electronic devices 
we use. We depend on commodities, and commodity consumption 
typically increases with per-head income as countries develop.

The exploitation and refinement of natural resources are an integral 
part of human and economic development; the discovery of a novel 
application of a resource was often the catalyst for leaps in economic 
development and productivity. For thousands of years, people have 
been exchanging and trading natural resources – agricultural products 
in particular – in marketplaces throughout the world. Traders would 
often travel long distances to bring back goods that were not produced 
domestically and so would command a high price. The first formal 
commodity exchanges started to emerge in the mid-19th century to 
meet the growing demands of a rapidly industrialising United States.

Commodities have a number of unique qualities. They are typically 
uniform in quality and lack product differentiation. For this reason, 
there is a global price or benchmark for most commodities. Industrial 
commodities are usually used as inputs in the production of other 
goods and services, following some refining process on the raw material 
after extraction. Agricultural commodities are also often refined or 
processed in some way and are used as ingredients to make food and 
feedstuffs or textiles. Meanwhile, energy commodities, such as crude 
oil or coal, have to be either refined or converted into power. Thus 
commodities are rarely bought directly by consuming households but 
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2 Guide to Commodities

are typically intermediate goods bought by manufacturing companies.
In its broadest sense, the word “commodity” can be used to describe 

any traded good (it is usually used for goods rather than services, but can 
be applied to both). Historically, it was also used to describe something 
of quality or value, but this interpretation has become largely obsolete 
– although it does still apply to some precious metals. In recent years, 
the word has spawned a number of verbs, including “commodify” and 
“commoditise”. The former is to make something commercially viable, 
while the latter is more about reducing the power of producers as goods 
become hard to differentiate.

This book focuses on the narrower, or perhaps purer, definition 
of commodities: natural resources or raw materials, whether mineral 
or agricultural. It looks at trends in the consumption and production 
of, and markets for, these goods, and at how prices have changed over 
the years and how they are likely to change in future. In short, it is a 
comprehensive guide that provides a concise explanation of everything 
that people need or will find helpful to know about commodities.

The book also discusses commodities from a macroeconomic 
perspective. Part 1 introduces the economic issues associated with 
commodities and their role in financial markets. Chapter 1 outlines 
macroeconomic theories about the demand and supply of commodities 
and what determines price movements. Chapter 2 expands on the 
recent growth in commodities as an investment asset, outlining the 
main commodity-based financial instruments and looking at why 
investors would want to invest in natural resources and raw materials.

Parts 2 to 4 cover the three main subsectors of commodities: base 
and precious metals, energy and agriculture. As far as is possible, 
coverage of the principal commodities in each category follows 
a consistent pattern and includes their characteristics, how they 
are used, the main consumers and consumption trends, where the 
commodities are traded, the main producers and production trends, 
price developments and future trends.

The book concludes with a glossary of terms and a list of the main 
sources of statistical information and research.
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Part 1 

Market fundamentals
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The economics of commodities 

tYPICallY, CountRIeS need increasing amounts of 
industrial raw materials and energy as they industrialise and urbanise. 
Figure 1.1 plots GDP growth in emerging economies against an index 
of commodity prices. Although the relationship is not perfect, it is 
sufficiently close to confirm that growth in developing countries in 
recent years has been a key driver of commodities’ demand and prices. 

Conversely, when countries reach a certain level of development, 
economic growth typically becomes less commodity-intensive and 
more service-sector oriented. This has undeniably been the pattern of 
commodity consumption in the United States and Europe. Figure 1.2 

FIGURE 1.1  Emerging economies economic growth and
commodity prices 

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Sources: World Bank, Bloomberg
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6 Guide to Commodities

shows the quantity of copper consumed relative to income per head 
and indicates that copper use is now relatively low in high-income 
countries. (An important caveat is that copper consumption does not 
include imported goods that contain copper. If these imports were 
included, copper consumption would be higher, particularly in the EU 
and United States.)

While history suggests this theory on the commodity-intensiveness 
of growth holds, it is still a crude maxim for estimating future trends 
in commodity consumption and production, as it suggests that all 
countries will follow the same route to economic development. There 
is also a major outlier in the form of energy commodities, consumption 
of which has grown steadily in line with per capita incomes, as 
demonstrated in Figure 1.3. Admittedly, oil consumption appears 
to be in decline in the EU, but this has more to do with gains in fuel 
efficiency, efforts at conservation and concerns about the environment 
rather than market saturation. (Consumption in Japan and the EU, as 
shown in Figure 1.3, is a little lower than other advanced economies, 
but this reflects relatively high population density and mass use of 
public transport.) 

During the period following the oil price shocks in 1973 and 1979, 

FIGURE 1.2  Copper consumption relative to income  2019

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Sources: World Bureau of Metal Statistics, United Nations Development Programme
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 The economics of commodities  7

commodity prices were generally in the doldrums, and falling in real 
terms, as economic growth at the time was driven by the service sectors 
of developed countries. Weak prices and demand prospects led to low 
investment in the extraction of natural resources. 

However, this all changed after 2000, with the rapid economic 
development of China, which proved a catalyst for faster rates of growth 
in other emerging economies (many of which were key commodity 
producers and who benefited from higher demand and prices). China 
and other developing countries needed to build transport networks, 
electricity grids and housing, all of which involve large amounts of raw 
materials. Furthermore, China opted for the traditional industrialisation 
route, with a focus on heavy industry, manufacturing and infrastructure 
development. As China became the world’s manufacturing centre and 
globalisation began in earnest, commodity demand boomed. At the 
same time, the earlier underinvestment in supply meant that demand 
was growing much more quickly than supply and, as a result, there 
was strong upward pressure on prices. Since 2010, China’s economic 
growth has started to slow and supply has caught up with demand, 
with negative implications for prices.

FIGURE 1.2  Copper consumption relative to income  2019

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Sources: World Bureau of Metal Statistics, United Nations Development Programme
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FIGURE 1.3  Oil consumption relative to income  2019

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Sources: BP, United Nations Development Programme
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8 Guide to Commodities

Do commodity prices move in supercycles? 
One theory that is often used to describe a surge in commodity 
demand is that it is a commodity supercycle, one of those long waves 
– maybe 15–20 years or even longer – in which we move from a trough 
in commodity prices to a peak and back to a trough again. Typically, 
such waves are characterised by a fundamental or structural change 
in the global economy or by wars, revolutions or major technological 
innovations, for example in transport or communication.

Figure 1.4 shows The Economist industrial raw materials commodity 
price index going back to 1862 in nominal terms. Periods of commodity 
price inflation are highlighted. They coincide with structural change 
in the global economy starting with the industrialisation of the United 
States, the reconstruction of Europe and Japan after the first and second 
world wars, the oil shocks of the 1970s, the Gulf wars and ending with 
the industrialisation of China.

The analytical framework for supercycles was developed and 
expounded by two economists, working separately, Nikolai Kondratiev 
in Russia and Joseph Schumpeter in the United States. Kondratiev 
outlined long waves or cycles spanning 40–60 years using commodity 
prices, interest rates, industrial production and external trade. His 

FIGURE 1.4  The Economist Industrials Index  2015=100

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: The Economist
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 The economics of commodities  9

cycles involved a steady increase in economic activity coupled with 
low interest rates and rising prices. However, an inflexion or turning 
point is reached where asset price bubbles start to form, interest rates 
rise and economic growth slows. A final phase of the cycle involves 
recession or depression and an unwinding of the excesses of the earlier 
economic boom.

Within a supercycle you can have periods of short-term volatility, 
often in response to some exogenous (that is, outside the variables 
being considered) or unpredictable factors such as the weather or 
geopolitical events, which can change the otherwise overriding trend 
in commodity prices. Schumpeter’s work focused on these shorter 
cycles within a large supercycle.

The theory, as applied to commodities, suggests that a structural or 
fundamental change in the global economy leads to soaring demand 
for natural resources. Supply fails to meet the unanticipated increase 
in demand, and prices rise. Supply of raw materials then plays catch-up 
with demand. With most industrial raw materials, such as metals or 
energy, it can take years to bring new supply on stream, so there is 
a period of relatively high prices. By the time supply starts to meet 
demand, consumption may be tapering off and prices will start to fall. 
This has happened in the case of China’s metals consumption. Figure 
1.5 shows the slowdown in China’s annual copper consumption growth, 
but it also shows how a much slower growth rate can still translate 
into a large addition to consumption in tonnes when you are coming 
from a much higher base. It seems likely that China’s consumption of 
many commodities will peak in the decade to 2030 and start to contract 
thereafter. 

While economists undeniably like a theory to explain what is going 
on in the global economy, the supercycle theory – if you accept it – does 
serve a purpose. Investment decisions, particularly in the mining and 
energy industries, are based on a long-term outlook for demand and 
prices. Furthermore, countries that are rich in natural resources need 
to be aware of likely trends in commodity prices. 

Sceptics of the supercycle theory argue that periods of high 
commodity prices are just a cyclical phenomenon, conforming with 
the trend in the prevailing economic cycle based on fiscal and monetary 
policy. In looking at the 2000–10 decade of booming prices, it could be 

FIGURE 1.4  The Economist Industrials Index  2015=100

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: The Economist
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10 Guide to Commodities

argued that excessively loose monetary conditions generated inflation 
and led to a bull market in commodities. It also fuelled greater investor 
risk appetite (commodities are “risky” assets) as yields on bonds were 
so low. 

“Peak oil” takes on a whole new meaning 
Another theory used to explain commodity market developments, 
but with a less benign outcome than the cycles, focuses on the oil 
market and the fact that oil is a finite resource. It evolved from a paper 
published in 1956 by M. King Hubbert, a geologist working at a Shell 
research laboratory in Houston, Texas. Hubbert suggested that annual 
world oil supply would peak, and would then be in terminal decline, 
leading to permanent upward pressure on oil prices.

Any finite resource such as oil, copper or coal follows a bell-shaped 
production curve, so that at some point a peak is reached and thereafter 
production declines. The decline mirrors the rise in production and is 
based on the extent of available reserves.

Implicit in this theory is that the world will engage in a scramble for 
these ever-scarcer resources that will lead to conflict and even wars. As 

FIGURE 1.5  China’s copper consumption  

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: World Bureau of Metal Statistics
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 The economics of commodities  11

US oil production went into decline from 1970, Hubbert appeared to be 
vindicated. However, US oil production soared between 2010 and 2019 
as technological advances led to the extraction of unconventional oil 
from shale rock formations. One of the problems with Hubbert’s peak 
oil theory was that both technology and prices were held constant in 
the original model. Instead, periods of high prices and technological 
advances have opened up oil resources that were previously 
uneconomic or technically impossible to drill. 

In fact, the world is a very different place now; so much so that when 
we talk about “peak oil” now we mean peak oil demand, not supply. 
Cars are already much more fuel-efficient and, in all probability, the 
transport sector will become increasingly electrified in the coming 
decades. Even with strong growth in vehicle ownership in developing 
countries in the next five to ten years, it appears likely that we will see 
a peak in global oil use. 

To give Mr Hubbert some credit, he did cultivate an awareness of 
the finite nature of many industrial raw materials (not just oil), which 
has led to more recycling of metals and efforts at energy conservation. 

Security of supply fears 
Hubbert’s original peak oil theory is perhaps the most extreme 
manifestation of security of supply fears. Geopolitical tensions 
throughout history can often be traced back to efforts to secure natural 
resources, and the rise of resource nationalism (countries seeking 
to ensure that their resources are not exploited by foreign powers or 
multinational companies) has added to worries about a reliance on 
imported natural resources. Since the second world war, many countries 
have sought to be as self-sufficient as possible; this was evident in the 
1950s development model in South America and still prevails to some 
extent in China. Standard trade theory may suggest that countries 
should produce the goods in which they have a comparative advantage 
and then trade with other countries, but nation states feel vulnerable 
when they have to import what they consider to be essentials.

As a result, both food security and energy security are highly 
politicised and have been active components of foreign policy in some 
resource-scarce countries. In the past decades, countries exporting 

FIGURE 1.5  China’s copper consumption  

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: World Bureau of Metal Statistics
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12 Guide to Commodities

agricultural commodities have imposed trade restrictions when they 
have had bad harvests; Middle Eastern countries with limited water 
supplies have bought tracts of land or invested in countries with 
agricultural potential; and China has made massive investments in 
resource-rich countries, particularly in Africa. These are all attempts 
to ensure supplies of essential natural resources for domestic 
consumption. Fears about disruption to supply can have a strong 
influence on commodity prices. Between 2012 and 2014 oil prices were 
over $100 per barrel in part because of fears that the civil unrest in 
the Middle East (the Arab Spring) would disrupt oil production. (As it 
happens, the disruption was limited.)

Producer action 
Supply of the world’s resources is often geographically concentrated, 
such as the extensive silver and copper belt spanning the Americas 
and the tin-producing region of South-East Asia. Accordingly, there is 
considerable scope for the often small number of producers of individual 
commodities to wield considerable power in determining prices.

During the 20th century, there were numerous attempts to manage 
global commodity markets (and prices). After the second world war, 
commodity agreements were established between producing and 
consuming countries in wheat, sugar, tin and coffee, among others. 
Then the oil price shocks of the 1970s saw these agreements expanded 
to include cocoa and natural rubber. The agreements were legally 
binding, allowing for governments to use trade restrictions and stocks 
management (buffer stocks) to stabilise prices. While initially mostly 
successful, all these agreements subsequently collapsed. By artificially 
supporting prices, they encouraged substitution (tin lost out to 
aluminium) or encouraged overproduction (excessive stocks of natural 
rubber) or new entrants to the market (Vietnam started producing 
coffee). 

The only cartel-like body that has managed to survive and influence 
the market is the Organisation of Petroleum Exporting Countries (OPEC), 
which now accounts for about 30% of global production capacity. OPEC 
sets a target for output that it deems will meet oil market needs but not 
lead to a fall in prices (unless oil prices are soaring unsustainably). The 
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 The economics of commodities  13

organisation, which was founded in 1960, has had a chequered history 
– its members have sometimes been engaged in a military war against 
each other (Iran and Iraq) – and mixed success. However, it has survived 
perhaps because it is not bound by legal constraints on its decision-
making (unlike the other commodity agreements). It can respond 
flexibly to changing market circumstances and decide on whether to 
prioritise higher prices or market share, for example. That said, there 
are limitations to its power, including the fact that it cannot penalise 
member states that flout their targets and choose to free ride on the 
prevailing OPEC policy. Moreover, only one member, Saudi Arabia, has 
the capacity to act as a swing producer and raise its output significantly 
in order to affect prices. 

The surge in US shale production since 2010 has prompted 
questions about whether OPEC is losing its power to influence prices. 
In 2018, the US overtook Saudi Arabia to become the world’s largest 
oil producer once again. Indeed, it was perhaps in recognition of its 
waning influence that OPEC joined with ten other oil-producing 
countries, including Russia and Mexico, to form OPEC+ in 2016. OPEC+ 
accounts for about 55% of the world’s productive capacity. 

Are resources a blessing? 
On paper, a resource-rich country appears to have an economic 
advantage. It can use the resources for its own economic development 
(without fears about supply) and export the remainder, ideally at 
an attractive price. Indeed, domestic coal reserves facilitated the 
industrialisation of Europe and the United States in the 1800s and gold 
propped up the Brazilian economy in the 1600s. However, some of the 
wealthiest countries in terms of natural resources now are some of the 
weakest in terms of gross national income or development, prompting 
talk of a “resource curse”. Of course, there are exceptions; Norway’s 
economy is highly dependent on oil and gas revenue, but it wins 
accolades for good governance and its high per capita income. Less 
developed economies such as Chile (copper) and Botswana (diamonds) 
also have good governance, but it is not the norm among commodity 
exporters. Economic history highlights a number of pitfalls associated 
with being resource-rich.
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The resource sector can “crowd out” the rest of the economy. 
Valuable resources, particularly if they attract a high international 
price, may mean there is less incentive to develop other parts of the 
economy. The extra revenue generated by the commodity sector often 
leads to higher government spending and can be inflationary. 

The rich vein of commodity exports, and possibly the foreign 
investment that the country’s resource attracts, may lead to exchange-
rate appreciation, making the country’s other exports less competitive 
and encouraging imports (again removing the incentive for developing 
domestic capacity). During the 1970s, this phenomenon was labelled 
“Dutch disease” by The Economist in an article examining the decline 
in the Dutch manufacturing sector as a result of exchange-rate 
appreciation following a massive natural gas discovery in the 1950s.

Aside from agriculture, the resource sector is often only a small 
employer (mining, forestry and energy) and located in remote parts of 
a country, so the sector does not necessarily contribute significantly to 
wider economic growth. 

Historically, countries rich in natural resources have also been 
more prone to becoming embroiled in military conflict. It is not a 
coincidence that geopolitical tensions and foreign interference in the 
oil-rich Middle East have been high for the last 100 years. 

The wealth associated with natural resources also opens up 
opportunities for rentier behaviour. Many commodity-rich countries 
rank as some of the most corrupt countries in the world. It can also 
mean that governments are less reliant on the tax base for revenue, 
which will ultimately mean they are less accountable to the public.

And finally, while natural resources can provide wealth, commodity 
prices are highly volatile. If commodity revenue is a large part of the 
fiscal budget, the volatility can be economically destabilising and pose 
policy challenges. 

Developing countries also worry that the economic benefits 
stemming from the exploitation of their resources will go 
disproportionately to the foreign firms whose investment is often 
necessary to exploit them. OPEC was in part borne out of a desire by 
nation states not to be beholden to large multinational oil companies. 
More recently, Indonesia has banned the export of tin and nickel ore in 
an attempt to develop a domestic refining industry. West Africa is also 
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 The economics of commodities  15

now grinding more of its cocoa beans, although the majority are still 
ground in Europe and the United States. 

In recognition of the problem of price volatility, many commodity-
producing countries now operate large sovereign wealth funds, keeping 
excess liquidity out of the domestic economy and preventing all the 
receipts from going into government current (as opposed to capital – 
investment) expenditure. The funds can also sometimes be drawn down 
in times of low commodity prices, providing some economic stability. 

Reducing carbon emissions 
Efforts to reduce carbon emissions to combat climate change will 
have profound implications for commodity demand and supply in 
the coming years. After all, fossil fuel energy use accounts for around 
65% of global emissions. At the risk of condensing a huge literature 
into a few paragraphs, there are a few likely consequences for natural 
resources if governments around the world move swiftly to reduce 
emissions. 

As discussed above, a move away from fossil-fuelled transportation 
appears inevitable. It is more a question of how quickly this 
transformation will occur. Given that 70% of oil demand is in the 
transport sector, this suggests that global oil demand could soon be in 
decline. For now, it appears that electrification will be a gradual process, 
but there is the possibility that technological breakthroughs (in the 
aviation and maritime industries, in particular) or more proactive 
government policies mean that oil demand falls at a faster pace. Oil 
prices would also collapse, resulting in the widespread closure of oil-
production facilities. Higher-cost operations, such as the North Sea, 
would probably close first, while it seems likely that the ultra-low cost 
producers in the Middle East will be the last remaining producers. 

Natural gas may fare better than oil, at least in the near term, given 
that it has lower carbon emissions and is currently the fuel of choice to 
act as a back-up for intermittent renewable energy. However, if a zero-
carbon emissions world is to be achieved, then natural gas will have to 
be phased out of the energy mix too.

Meanwhile, efforts are already under way, particularly in Europe, to 
reduce the use of coal in power generation. That said, coal is relatively 
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16 Guide to Commodities

low cost and plentiful in many developing countries, which suggests 
coal use will continue for some time yet. China, by far the world’s largest 
coal consumer, has pledged that it will be a zero-carbon economy by 
2060 although it has not, at the time of writing, provided any details. It 
could be that it envisages using carbon capture and storage technology 
and so will continue to need fossil fuels. However, it is already the 
world’s largest producer of renewable energy. 

Perhaps rather surprisingly, demand for some metals could surge 
as a result of policies to combat climate change. Copper, in particular, 
is used heavily in electric vehicles (EVs) and renewable energy, while 
cobalt and nickel, among others, are currently used in EV batteries. The 
infrastructure for green energy is generally metals-intensive. However, 
the need to mine ever-larger amounts of metal will be dampened by 
the likelihood that increasingly large amounts of refined metal will be 
from secondary (recycled) sources. 

The outlook for agricultural commodities is less clear cut. Without 
efforts to reduce carbon emissions, the resulting climate change 
could change which crops are grown in which parts of the world. 
The increased likelihood of flooding in low-lying countries has 
implications for food security and agricultural productivity, especially 
in poorer countries that cannot afford flood defences. In addition, the 
sector may have to find alternatives to fossil-fuel-based pesticides and 
fertilisers. 

What determines the price of a commodity? 
The cost of producing a commodity provides a floor for prices. In 
particular, producers look at the marginal cost of production – the 
total cost of producing an additional unit of output – to determine 
whether a project is viable. If the price of a commodity falls below the 
marginal cost of production, producers can be expected to scale back 
output. However, in reality producers sometimes continue to produce 
the good, hoping that the price will rise, or there are market distortions 
– such as subsidies – which mean production will be maintained. 

The macroeconomic approach to commodity prices is broader, 
seeing price as a function of demand and supply and the level of 
inventories (stocks). If stocks are falling, there is typically upward 
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pressure on prices as it suggests demand is growing faster than supply. 
Falling stocks also make the market more vulnerable to an unanticipated 
disruption to supply. If the demand for a commodity increases relative 
to its supply, the equilibrium price (or market-clearing price – the one 
at which both buyers and sellers are happy with price and quantity) 
moves up.

In theory, demand should have a positive relationship with 
economic growth and rising incomes but this is not always the case 
Demand is not always met; there may be demand for ever-larger 
amounts of a commodity, but the price may be too high or supply may 
be insufficient (see Figure 1.6). To predict the level of consumption, 
we need to know something about the price elasticity of demand (the 
responsiveness of consumption to a change in the price). As prices rise, 
will consumption start to wane or will it stay constant (called perfect 
elasticity of demand)?

Typically, if a good is seen as a staple or a necessity, the price is 
more inelastic, but what is considered a necessity in the United States 
(gasoline, for example) may be considered a luxury in other parts of 
the world. Other factors that influence price elasticity include the 
availability of (presumably cheaper) substitutes and the duration of 
the change in price. A short, sharp spike in the price of a commodity 

FIGURE 1.6  Demand curve

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: WBMS
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is unlikely to lead to a change in consumer habits, but an enduring 
increase in prices might lead to permanently lower consumption.

Another relationship to be considered is income elasticity of 
demand. Do rising incomes lead to higher, lower or unchanged 
consumption of a good? Intuitively, you would expect rising incomes 
to lead to increased consumption, but for some commodities, such as 
staple foods, it could mean that consumption falls as households are 
able to afford more expensive goods, such as meat.

The supply side is also not straightforward. Agricultural, and 
some mine, output can be affected by adverse weather or, in the case 
of agriculture, the prevalence of disease. Geopolitical events, labour 
unrest and changes in government policy on taxes, trade or ownership 
can disrupt supply. The speed of supply response should also be 
considered. Producers of some agricultural products (sugar, soybeans) 
can respond quickly, within a season, to a change in demand or price; 
other agricultural commodities take longer (coffee, natural rubber). 
In the mining and energy sectors, it can take a decade for production 
to come on stream. These industrial commodities face additional 
constraints including the need for skilled labour and high capital 
investment in developing the necessary infrastructure.

There is also uncertainty over stock levels, mostly to do with a lack 
of transparency over size and quality. Countries may build strategic 
reserves or stockpiles in some commodities, and if the level of their 
stocks is not divulged, physical consumption of the commodity in that 
country will appear much higher than it is. Stocks, however, can have a 
stabilising effect as they can smooth out the availability of a commodity 
when there are one-off disruptions to supply.

Moreover, it is no longer sufficient just to assess the market 
fundamentals (supply, demand and stocks) in order to determine the 
likely trend in a commodity’s price. The financialisation (investor 
activity) of commodity markets means that other factors have to be 
considered, including:

■■ global liquidity levels and monetary policy trends: If liquidity 
is high and money is cheap (low interest rates), there should be 
greater investment in the productive economy, which should 
lead to a rise in commodity demand. In addition, if interest rates 
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are very low, it enhances the appeal of commodities vis-à-vis 
other financial assets, such as equities or bonds, which provide 
an income flow in the form of dividend or yield. (An investor can 
only receive capital gains on commodities.)

■■ the value of the US dollar: Most commodities are priced 
in dollars and typically shifts in their prices have an inverse 
relationship (see Figure 1.7). If the dollar is rising, the commodity 
becomes more expensive in local-currency terms and this can lead 
to weaker demand and downward pressure on commodity prices. 
What’s more, a stronger dollar can encourage production (which 
is negative for prices) as producers earn more in local-currency 
terms for their good.

■■ investor risk appetite: Commodities are generally categorised as 
“risky assets” along with equities. (An exception is gold, which is 
considered a safe-haven asset like government bonds.) In periods 
of strong economic growth and stability, it is more likely that 
investors will seek riskier assets. Commodities can become caught 
up in investor exuberance and prices can rise even when the 
underlying fundamentals are not supportive. 

FIGURE 1.7  US Dollar and Commodity Price Index

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: Refinitiv
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■■ changes in the commodity-related financial products 
available: If there are more avenues to invest in commodities, this 
can have an impact on prices unrelated to supply and demand for 
individual commodities.

■■ the oil price: Other commodity prices can sometimes take their 
lead from the oil price, but not always.

■■ the exchange rates of major producing countries: If a couple 
of producers dominate production, movements in their exchange 
rates relative to the US dollar can affect prices. For example, if 
the Brazilian real appreciates against the US dollar, it could put 
upward pressure on the coffee (and sugar) price as the cost of 
production in US dollar terms will have risen (see Figure 1.8). 

Between 1950 and 2000, the prices of most commodities fell in real 
terms. The real prices of many agriculturals, in particular, declined as 
technological advances improved yields and made it possible to plant 
in naturally unfavourable ground. One reason for falling real prices 
was that global growth was being driven by already industrialised 
economies (Europe and the United States), particularly in the 1980s 
and 1990s. The growth was typically in service industries, with low 

FIGURE 1.8  Global co�ee price and the Brazilian Real

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: Refinitiv
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commodity intensity. Unfair trade practices favouring the developed 
world, such as high tariffs, could also have been a factor. 

However, after years of low prices and underinvestment, China’s 
industrialisation in the 2000s created a demand shock that producers 
were not ready to meet, and prices skyrocketed. While demand and 
supply fundamentals undeniably appeared to have justified higher 
prices, the extent of the rise was compounded by investment inflows 
into commodity markets. After collapsing during the global financial 
crisis, prices soared again as China reflated its economy in 2009. Since 
2010, non-energy commodities have mostly drifted lower in tandem 
with a slowdown in economic growth in China and other emerging 
economies. However, there has been volatility, and prices surged 
again in late 2020 and early 2021 on the back of China’s post-pandemic 
fiscal stimulus, demonstrating the country’s position as the dominant 
consumer of almost all commodities (apart from energy).

FIGURE 1.8  Global co�ee price and the Brazilian Real

FIGURE 1.1  Emerging prices  Average daily turnover, $bn

Source: Refinitiv
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