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Commodity Price Drivers
As a follow-up to our discussion last week on strategies to navigate the boom and bust of commodity cycles, this week we examine
what drives commodity prices (primarily gold, copper, & battery metals) on the macro level. In terms of gold and copper, since the
inception of the Resource Fund (July 2018), our long-term thesis has been supply-driven on the basis that major mining companies
are having difficulty replacing dwindling reserves.
In conjunction, especially with copper, we see an increase in the demand outlook led
by the expected growth of the Chinese economy (accounts for 50% of global
consumption), demand for infrastructure, and anticipated growth of the Electric Vehicle
market against a backdrop of tightening supply. By 2024, demand is set to outpace
supply following a decade of lack of investment in exploration resulting in a dearth of
high-quality development projects. Similarly, with gold there have been very few
significant new gold discoveries compared to the mega-discoveries (+30Moz) of the
past. Thus, the largest challenge for producers is reserve replacement.
While doctor copper’s outlook is largely based on tangible fundamentals (supply &
demand), gold drivers are less definitive. As mentioned, gold discoveries have declined
but there are other factors to consider as well. Gold’s recent performance can partly be
attributed to inflationary pressures from recent stimulus packages leading to a weaker
US dollar. As such, gold is typically considered a safe-haven asset and rallies during
periods of uncertainty and against a falling US dollar.
In terms of battery metals (nickel, vanadium & lithium) our thesis here is demand based
as the growth in the EV sector has underpinned the rapid growth in battery technologies. Currently the market is equipped to meet
demand by increasing output; however, the need for high quality battery grade commodities could possibly bring on a tightening of
the supply demand balance resulting in price spikes.
“This means that” there are many factors affecting what drives commodities. We can use these fundamental indicators to position
ourselves into different commodities; however, our main investment thesis is anchored towards what the business is worth and
what we know. With regards to what we know, that will be the subject of our upcoming Outlooks as we discuss different ore deposits
and their key characteristics.
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