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MNI Market Analysis: Can the trend in commodity prices persist despite 

weakening global demand? 

19 April 2022, Yvan Berthoux 

Executive summary 

• Investors have been questioning if the trend in commodity prices could persist in the medium term 

as global demand keeps weakening and a growing range of ‘fundamental’ indicators keep pricing 

in ‘cheaper’ commodities. 

• Commodity prices have been mainly supported by the global supply chain disruptions and the 

investment narrative with market participants seeking for ‘inflation-hedges’. 

 

Divergence accelerates between China imports and commodity prices 

In the past few months, we have seen that commodity prices have been constantly reaching new highs while global demand 

has been significantly weakening. Part of the weakening in global demand has been attributed to the sharp deceleration in 

Chinese economic activity amid ‘zero-Covid’ policy (which keeps weighing on growth expectations). Figure 1 shows the 

strong divergence between China imports (YoY), which have fallen to -0.1% in March (down from over 30% YoY in 

November last year) and the annual change in commodity prices (BCOM index). As China represents over 50% of the total 

demand for some commodities (i.e. copper), the two times series have historically strongly co-moved together in the past 

20 years. 

Two main factors could explain that divergence: 

1. Global supply chain disruption (Covid, severe droughts in Latam and more recently the Ukraine war shock). 

2. The investment narrative with participants looking for ‘inflation hedges’ as inflation keeps surprising positively 

(commodities have historically been good ‘inflation hedges). 

Can the divergence persist in the medium term? 

Sentiment on commodities is ‘strongly bullish’, global demand is weakening and some investors are speculating that inflation 

peaked in March. 
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Figure 1 

 

Source: Bloomberg/MNI 

Interestingly, China imports YoY have historically lagged Citi’s G10 economic surprises index in the past 20 years (by 6 

months). Figure 2 shows that the dramatic plunge in economic data in the G10 world in H2 2021 has been pricing in a sharp 

fall in China imports. 

Figure 2 

 

Source: Bloomberg/MNI 
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We have previously seen that a number of China sensitive assets (particularly commodities) have been diverging from 

China economic and liquidity indicators. For instance, Figure 3 shows the sharp divergence between copper prices and 

China 10Y yield in the past year. The two times series had co-moved strongly in the 15 years preceding 2020; periods of 

falling bonds yields in China were associated with a plunge in copper prices and vice versa. 

Figure 3 

 

Source: Bloomberg/MNI 

Figure 4 also shows the strong divergence between China ‘Li Keqiang’ Index (6M Lead) and copper in the past year. The 

Li Keqiang Index, which could be considered as a proxy of the Chinese real economic activity, has been falling in the past 

year and is still pricing in significantly lower copper prices. Li Keqiang Index has strongly led copper prices by 6 months in 

the past 15 years (Index inception). 
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Figure 4 

 

Source: Bloomberg/MNI 

What happens to commodity currencies if global slowdown accelerates? 

In addition, we observe similar divergences for China-sensitive currencies. For instance, figure 5 shows that the Aussie has 

remained ‘strong’ in the past year despite the dramatic fall in Chinese equities. It has also been surprising to see that risk-

on AUD, which has historically been very sensitive to market uncertainty and high-volatility regime, was actually trending 

higher in March (at the heart of the Russia/Ukraine conflict). 

Even though the Australian Dollar remains relatively ‘cheap’ from a fundamental approach (-13.8% below its ‘fair’ value), a 

global economic slowdown combined with higher volatility in markets could limit the AUD appreciation in the medium term.  

Figure 6 ranks the major G10 and CEE currencies based on their percentage difference between the current spot rate and 

their 'fair' value, which we define using a Behavioral Equilibrium Exchange Rate (BEER) model (using terms of trade, 

inflation and 10y interest rate differentials as explanatory variables). 
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Figure 5 

 

Source: Bloomberg/MNI 

Figure 6 

 

Source: Bloomberg/MNI 
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Divergence widens between commodities and EM equities 

Since the start of the year, we could also notice a significant divergence between commodity prices and EM equities. The 

deceleration in Chinese economic activity, strong momentum on the USD amid elevated uncertainty and more recently the 

deterioration in the Russia/Ukraine conflict have been weighing on EM equities in the past year. EM equities are down 

nearly 25% since their high reached in February 2021, erasing 50% of their post-Covid gains. Figure 7 shows the significant 

divergence between EM equities and raw industrial commodities in the past year after co-moving strongly in the past 30 

years. As many emerging markets are relying on commodity exports, periods of rising commodity prices have generally 

been associated with trending EM equities. However, part of the downtrend in EM equities has been driven by the fall in 

Chinese stocks, which account for 30 percent of the MSCI EM index. 

Figure 7 

 

Source: Bloomberg/MNI 
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US Dollar also pricing in ‘cheaper’ commodities 

Another striking observation has been the sharp divergence between commodities and the USD index in the since the 

beginning of 2021.  In the past cycle, periods of rising commodity prices had been associated with cheaper USD (and vice 

versa); however, figure 8 shows that both USD and commodities have been surging in the past year.  

 
Figure 8 

 

Source: Bloomberg/MNI 

 

Will China easing policy be enough to sustain the trend? 

Investors have been questioning if the trend in commodity prices could persist in the medium term as global demand keeps 

weakening and a growing range of ‘fundamental’ indicators keep pricing in ‘cheaper’ commodities. The PBoC announced 

a 25bps cut in the RRR over the weekend (as expected), lowering the required reserve ratio for all financial institutions to 

11.25%, lowest level since May 2007 (effective from April 25).  

 

We have seen that the annual change in China ‘liquidity’ (TSF 12M sum) has also been rising in recent months (figure 9), 

which historically has strongly supported commodity prices, but investors are skeptical that the easing measures will just 

be enough to limit the downside risk in the domestic economy. 
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Figure 9 

 

Source: Bloomberg/MNI 
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