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NEW YORK – The decade-long commodity-price boom has come to an end, with serious implications

for global GDP growth. And, although economic patterns do not reproduce themselves exactly, the end

of the upward phase of the commodity super-cycle that the world has experienced since the early

2000’s dims developing countries’ prospects for continued rapid catch-up to advanced-country income

levels.

Over the year ending in July, The Economist’s commodity-price index fell by 16.5% in dollar terms

(22.4% in euros) with metal prices falling for more than two years since peaking in early 2011. While

food prices initially showed greater resilience, they have fallen more sharply than those of other

commodities over the past year. Only oil prices remain high (though volatile), no doubt influenced by

the complex political events in the Middle East.

In historical terms, this is not surprising, as our research into commodity super-cycles shows. Since the

late nineteenth century, commodity prices have undergone three long-term cycles and the upward

phase of a fourth, driven primarily by changes in global demand. The first two cycles were relatively

long (almost four decades), but the third was shorter (28 years).

The upward phases of all four super-cycles were led by major increases in demand, each from a

different source. During the current cycle, China’s rapid economic growth provided this impetus,

exemplified by the country’s rising share of global metals consumption.

While these cycles reached similar peaks, the downswings’ intensity has varied according to global

economic growth. The downswings following World War I and in the 1980’s and 1990’s were strong; in

contrast, the dip after the Korean War, when the world economy was booming, was relatively weak.

After World War II, the super-cycles of different commodity groups became more closely synchronized

(including oil, which had previously shown a different pattern).

Just as China’s economic boom drove commodity-price growth in the current cycle, so the recent

weakening of prices has largely been a result of its decelerating GDP growth, from double-digit annual

rates in 2003-2007, and again in 2010, to roughly 7.5% this year. While projections of China’s future

growth vary, all predict weaker economic performance in the short term – and even lower growth rates

in the long term.

The fundamental short-term issue is the limited policy space to repeat the massive economic stimulus

adopted after the collapse of Lehman Brothers in 2008. China’s investment-led strategy to counter the
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crisis left a legacy of debt, and the continued deterioration of the demand structure – now characterized

by an extremely high share of investment (close to half of GDP) and a low share of private consumption

(about 35%) – further constrains policymakers’ options.

There is a consensus that these abnormal demand patterns must change in the long term, as China

moves to a consumption-led growth model. But, to accomplish this transition, China’s leaders must

implement deep and comprehensive structural reforms that reverse a policy approach that continues to

encourage investment and exports while explicitly and implicitly taxing consumption.

The uncertainty surrounding China’s impending economic transformation muddies the growth outlook

somewhat. Some forecasters predict a soft landing, but differ on the growth rate. Official estimates put

annual GDP growth at 6.5% in 2018-2022, while Peking University’s Michael Pettis, for example,

regards 3-4% growth as consistent with continuous rapid consumption growth and the targeted

increase in consumption’s share of GDP.

While hard-landing scenarios, associated with a potential debt crisis, are also possible, the authorities

have enough policy space to manage them. In any case, downside risks are high, and room on the

upside is essentially non-existent.

The main engine of the post-crisis global economy is therefore slowing, which has serious implications

for one of the last decade’s most positive economic trends: the convergence of developed and

developing countries’ per capita income levels. Just as China’s economic boom benefited commodity-

dependent economies, primarily in the developing world, its slowdown is reflected in these economies’

declining growth rates. (In fact, while several South American countries have been among the hardest

hit, even developed countries like Australia have not been immune.)

If weak global demand causes the current commodity super-cycle’s downswing to be as sharp as those

of the post-1918 period and the late twentieth century, the world should be prepared for sluggish

economic growth and a significant slowdown – or even the end – of income convergence worldwide.
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