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Global Recession Risks Rock
Commodities
As the economic landscape deteriorates industrial commodities and related
equities de-rate. A well-diversified portfolio employing defensive and cyclical
companies will be critical to traverse the more uncertain macro environment
ahead.

Copper and Iron Ore Feel the Heat as Recession Risks Rise
As the risk of a global recession rises, industrial metals are facing increasing
headwinds. The copper price is often seen as a bell weather for the global
economy and at times referred to as “Doctor Copper” for that very reason. Since
the end of March the price for copper has declined by -27% from 10368 $/t to
7572 $/t. Iron Ore another industrial metal and a particular bell weather for the
strength of the Chinese economy has also declined -27% from 151 $/mt to 110
$/mt (see figure 1). Aluminium another industrial metal is down -39% since the
end of March.
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Figure 1: Copper & Iron Ore down -27% (since 31 March 2022)
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Source: State Street Global Advisors, Factset as of 12 July 2022.

Many economic and financial indicators are now pointing towards an economic slowdown and increased risk of
recession. A widely watched barometer for economic growth is the US yield curve (see figure 2). The Yield curve is
equal to the 10 year yield minus the 2 year yield. For example as at 30 June 2022 the 10 year yield was 2.98% and
the 2 year yield was 2.93% making the difference 0.04%.
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Why is the yield curve such a good indicator of the growth outlook? The 2 year yield embodies the markets
assessment of monetary policy over the next 2 years and the 10 year yield curve embodies expectations for future
growth and inflation in 10 years’ time. Together they provide the markets assessment on the path of monetary
policy and its implications for future growth. It is actively traded every day by informed market investors who
incorporate new information. The yield curve has been flattening since mid-2021 and in July 2022 it turned
negative.

Figure 2: Yield Curve Signalling Greater Risk of Recession
US Yield Curve as a barometer for future economic growth
US Yield curve 10-2Y
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Source: State Street Global Advisors, Factset as of 30 June 2022.

For many economists the negative yield curve is a marker for future recession but it need not be interpreted that
directly. A broader interpretation is simply if the yield curve is trending up the market is expecting the future path of
monetary policy to be pro-growth and if it is trending down the market is expecting the path of monetary policy to
slow growth. The yield curve flattening has some direct implications for industrial driven commodities like copper
and iron ore and for related equities.
Commodities are supply and demand driven and large changes in economic growth and aggregate demand are
expected to impact the underlying commodity price. Industrial metals like copper, and iron ore are expected to be
even more sensitive to changes in economic growth. Figure 3 looks at the average returns to copper, aluminium
and iron ore and associated metal and mining indices. During periods of a flattening yield curve (a proxy for
slowing economic growth expectations) returns to commodities are significantly lower than during periods of
steepening yield curve (a proxy for improving economic growth expectations). This historical relationship has good
economic rationale.
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Figure 3: Yield Curve Environments and Subsequent Returns to Commodities
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Source: State Street Global Advisors, Factset. Start as at 30 June 2022. The yield curve is defined as steepening if the yield curve is above the 6month
average of the yield curve, and flattening if the yield curve value is below the 6 month average yield curve. Monthly returns are averaged for either state and
multiplied by 12 to provide an approximate 12 month impact. The study is based on data from December 1995 to June 30 2022. *Iron ore data only from 2802-2013, ** Start date Jan 1988, *** start date March 2000.
Past performance is not a reliable indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses.
Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable.

The Bottom Line
As the risk of a global slowdown increases industrial metals are facing increasing headwinds. Historically periods
of slowing growth expectations (as proxied by a flattening yield curve) has been associated with lower returns to
industrial commodities like copper and iron ore and their associated equities. Having a diversified portfolio across
both defensive and cyclical companies is especially important as the economic environment becomes more
uncertain.
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Important Disclosures
Disclosure
Issued by State Street Global Advisors, Australia, Limited (AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”). Registered
office: Level 14, 420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: ssga.com.
The views expressed in this material are the views of Bruce Apted, Head of Portfolio Management – Australia, Active Quantitative Equity
Team through the period ended 12 July 2022 and are subject to change based on market and other conditions. The information provided
does not constitute investment advice and it should not be relied on as such.
All information is from SSGA unless otherwise noted and has been obtained from sources believed to be reliable, but its accuracy is not
guaranteed. There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions
based on such information and it should not be relied on as such.
Investing involves risk including the risk of loss of principal.
Investing in commodities entail significant risk and is not appropriate for all investors. Commodities investing entail significant risk as
commodity prices can be extremely volatile due to wide range of factors. A few such factors include overall market movements, real or
perceived inflationary trends, commodity index volatility, international, economic and political changes, change in interest and currency
exchange rates.
Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and general market
and economic conditions. Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency
values, withholding taxes, from differences in generally accepted accounting principles or from economic or political instability in other
nations.
Standard & Poor's and S&P are registered trademarks of Standard & Poor's Financial Services LLC ("S&P") and Dow Jones is a registered
trademark of Dow Jones Trademark Holdings LLC ("Dow Jones") and have been licensed for use by S&P Dow Jones Indices LLC and
sublicensed by SSGA. The S&P indices are a product of S&P Dow Jones Indices LLC and have been licensed by SSGA. State Street
Australian Equity Fund is not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective
affiliates, and none of S&P Dow Jones Indices LLC, Dow Jones, S&P, nor their respective affiliates make any representation regarding the
advisability of investing in such product(s).
This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts,
contained within this document that address activities, events or developments that SSGA expects, believes or anticipates will or may occur
in the future are forward-looking statements. These statements are based on certain assumptions and analyses made by SSGA in light of its
experience and perception of historical trends, current conditions, expected future developments and other factors it believes are
appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a number of assumptions, risks,
uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are not guarantees of any future
performance and that actual results or developments may differ materially from those projected in the forward-looking statements.
This material is general information only and does not take into account your individual objectives, financial situation or needs and you
should consider whether it is appropriate for you.
The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without
SSGA Australia’s express written consent.
© 2022 State Street Corporation. All Rights Reserved.
Tracking: 4846058.1.1.ANZ.RTL
Expiry Date: 31/07/2023

4

