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Introduction
Copper regathers strength, pointing to a brighter future for mining

Copper prices have rallied in recent months, suggesting that the mining cycle is starting to turn higher once more, but
there are still significant headwinds to the recovery from the coronavirus and other factors. Political tensions have been
heightened by an aggressive US President, threatening to push the world back into a period of reduced trade growth
and deglobalisation. Also, China is now increasingly being viewed with suspicion, as President Xi becomes more
autocratic and pursues a hard line on a variety of issues of international interest.
In this research article I look at what this complicated economic and political picture means for the mining sector and
mining employment and what has driven it in the past twenty years. I then look ahead to see how sustainable this trend
is. Finally, I identify leading indicators to tell us how demand is holding up, where we are in the commodities cycle and
where we are likely to go in a post-coronavirus world.
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Global GDP growth has been strong, helped by a boom in Asia

Surprisingly, the past two decades have been a period of relative strength for the world economy, with real GDP growth
averaging 2.9% from 2000 to 2019, despite the global financial crisis in the middle of this period.
This most recent growth was an acceleration on the previous decade when it averaged 2.7%. The hopes of a Super-cycle
have not truly materialised, but Moderately-Impressive-cycle is probably a fair description.
While the current coronavirus crunch will take its toll, the starting point appears at first glance to be a robust one.

The seeds of discontent were sown during the mining boom

However, the apparent strength of the world economy heading into the current crisis concealed a more troubled
underlying picture. While the headline figures looked good, there were significant fractures and political tensions
developing within the global story and this will all result in a more challenging environment as we try to pull ourselves out
of the current virus-related lockdown.
The past twenty years have seen significant globalisation, with the vast majority of countries bringing down tariffs and
barriers and opening up to international trade. A watershed moment came in 2001, when China joined the WTO.
While this globalisation was good for the world as a whole, by allowing countries to focus on comparative economic
advantage, wealthy countries (OECD) have been steadily outgunned by the emerging markets (non-OECD) in terms of
GDP growth. OECD growth averaged an anaemic 2.0%, against 5.5% for the rest of the world. The developing world now
dominates in terms of size for the first time in living memory.

Chart 1: Emerging world growth has
been consistently strong - real GDP
(%)

Chart 2: ... and Industrialised countries
eventually fall behind - real GDP in
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The largest mega cities now have a population of close to 150 million

The rapid rise in economic power outside the OECD area has been an important one for the mining sector and mining
employment as it has ushered in an era of rapid and unexpected commodities-intensive growth.
The expansion of mega cities in Asia, such as Beijing, Chongqing, Delhi, Guangzhou, Mumbai, Shenzhen, Shanghai and
Tianjin resulted in a massive boom in construction activity and infrastructure spending, as urban populations ballooned.
In total these eight cities alone now have a population of close to 150 million people, more than twice the size of the UK.
Rising wealth also created a new middle class, thirsty to spend money on consumer goods and electronics, such as cars,
mobiles phones, computers and air-conditioning units all containing commodities.
Increased need resulted in a surge in imports by Asia of key commodities such as aluminium, copper and steel/iron ore,
boosting prices, profits and the value of mining companies.

Chart 3: Rapid growth in Emerging Markets drives up
copper and mining employment
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However, this economic success in the developing world has partly been at the expense of manufacturing activity in the
OECD, as companies have relocated plants and factories to areas with cheap labour. This has caused unemployment and
loss of incomes in countries like Europe and the US and other parts of the OECD area.
Furthermore, the rise and success of China and Asia more generally has helped to fuel political tensions with the US in
particular, and is now encouraging a period of protectionism, suspicion and retreat back to domestic suppliers.
The current coronavirus situation will probably reinforce this dynamic and discourage the reliance on global trade. The
reasons are that the crisis revealed the fragile nature and interdependence of global supply chains and that governments
will step in to block exports in many countries if this is felt to be in the national interest.
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The Asian boom has driven an upward shift in demand and commodity prices

Many countries in the world rely heavily on the mining sector for employment and generation of export earnings and
taxes, and so the boom in Asian demand created many winners in its wake.
Miners failed to anticipate and were slow to respond to this structural change and as a result prices spiked higher,
creating windfall profits for some, while the industry tried to adapt to the new reality. There was a major reallocation of
profits from consumers and consuming countries to producers and producing countries.
In the period from 2000 to mid-2011, copper prices rose by 392%, iron ore prices rose by 490% and gold prices rose by
438%. While prices have subsequently fallen back considerably, the broader uptrend still seems to be intact, suggesting
that proponents of the Super-cycle were broadly correct, at least within the world of mining.

Mining employment was also boosted, but has eased back from the highs

Mining is spread broadly across the world from Africa, Asia, Australia to North and South America.
Focusing first on the important mining countries of Australia, Brazil, Canada and Chile, the chart below shows that
employment levels have been subject to considerable volatility. But the trend has been steadily up as the industry has
adapted to the change in demand.
The pattern across the four countries has been broadly similar with a peak around 2012-2013 before heading lower into
2017, as demand growth slowed. The boom in Asian demand was spread across a wide range of different commodities
and therefore mining and employment benefitted across the world.

Chart 4: Mining employment has surged, but remains volatile
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Australia has outpaced other mining regions, helped by its close proximity to Asia

Australia has been a particular beneficiary of the growth in commodities demand in the past twenty years. Employment
levels have risen by more than 200% from their low point back in 2000, while Canada has increased by 68% in the same
period.
Australia’s rise has partly been fuelled by a greater exposure to bulk commodities – iron ore and coal – with a natural
competitive advantage coming from its close proximity to the expanding markets of China and other parts of Asia, which
has helped to keep freight costs down. Freight costs are particularly important for these bulk commodities.
As Chart 4 (above) illustrates, Brazil and Australia were at a similar stage of development back in 2010, but Australia has
surged ahead in the past 10 years. One reason for the widening gap has been the poor environmental record of Brazil
following disasters at Samarco in 2015 and Brumadinho in 2019.
Employment data for Chile starts in 2013, but mine production (a proxy for employment) is up by only 22% over the past
two decades, as investment levels have been too low to fuel growth and offset declining ore grades at existing mines.
The country is heavily reliant on copper and it seems reasonable to assume that employment is also little changed. In
this case, growth has taken place elsewhere, such as Mongolia, outside the traditional heartlands of copper, making Chile
an exception to the rule.
When thinking about drivers of employment, Canada is a good example to examine in more detail given the country’s
broad exposure to commodities. Gold is the leading source of value creation in the country, but other important
markets include coal, potash, iron ore and copper. These top five commodities account for USD 31bn of the value of
mineral production, or two-thirds of the total.

Canadian mining has been tracking copper prices through the cycle

So, what really drives the employment and mining cycle in Canada and other similar countries?
There are a few different ways of approaching this, but our analysis started by looking at the relationship between the
percent change in commodity prices and employment levels, using gold, thermal coal and copper prices as potential
indicators.
We compared growth rates from 1991 to 2019. One of the problems is that we would expect there to be a significant lag
between prices and employment. Lower prices will take some time to feedback into lower output and employment, as
miners will take some time to react to price signals and reduced profits. Some companies will have hedged of course,
which provides some protection to margins, but many miners will inevitably try to hang on in the hope that markets
recover.
Looking at the correlation between commodity prices and employment levels in Canada certainly supports this idea.
However, once a lag is introduced, the correlation between prices and employment improves significantly.
We tested prices as potential leading indicator for the labour market, with a three-month to 24-month time lag. While
some in the industry argue that it might take more than five years for producers to fully adjust to a new price
environment, our analysis found the strongest correlations were with a shorter time period.
For copper the average correlation over the past 28 years was a significant 29%, with a 12-month lead, whereas for gold
and coal the correlations were considerably lower at 18% (12-month lead) and 22% respectively (9-month lead).
The importance of copper as a potential leading indicator is rather counterintuitive, as coal and gold are more important
commodities for Canada in terms of value. We suspect the reason is that copper is acting as a more accurate gauge of
broader trends in the commodities complex and fulfilling its traditional role as Dr Copper – a commodity that can
measure the health of the world economy.
The correlation drops to 16% for Australia, but rises to 35% for Chile, reflecting the relative importance of copper in the
mining picture of those countries.
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Chart 5 shows the two variables without a lag, but the close relationship between the two is clear. Canadian employment
in the mining sector has followed copper prices up and down since 1990.

Chart 5: Canadian mining employment closely follows copper
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Copper demand is closely tied to broad measures of economic activity

Why should copper be such a useful market to follow when thinking about employment trends in Canada and other
mining countries?
One often quoted reason is that it is consumed in a broad range of end-use markets including construction, automotive,
white-goods and air-conditioning units. This means that when demand for copper slows, it normally reflects problems in
the world economy and therefore flags up more difficult times ahead for the broader mining sector.
Perhaps a better way of thinking about this is that copper is also mainly used as a medium for transmitting electricity.
According to the Copper Demand to 2035 report published by Roskill, copper demand for electrical applications has
risen from 60% of total demand in 2000 to 79% in 2018. Other non-electrical applications such as copper tubing, are
still of significance but have failed to keep up with growth in other parts of the market.
Copper is being consumed in a large number of wire and cable applications, including building wire, power cable, winding
wire for motors and a wide range of other electrical applications, including mobile phones, computers and other
consumer electronics and kitchen appliances.
Gold and silver may be better conductors, but cost considerations mean that copper dominates in the vast majority of
electrical applications.
Electricity consumption is an excellent proxy for economic activity and so the link between copper prices and emerging
market GDP is bound to be a close one.
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Rising incomes mean more demand for electricity and copper

To illustrate how this has worked in the past twenty years, rising incomes in the emerging world have translated into
increased demand for electrical appliances and the electricity that powers these devices. Extra electricity is needed to
light, heat and cool expanding cities and modern homes, as populations move up the income scale and expand in less
temperate parts of the world. This in turn has required substantial investment in power grids in places like the Middle
East, China, India and other parts of the emerging world - and of course an expansion of manufacturing capacity to
supply local demand for consumer goods.
The Asian demand boom has translated into an upward shift in demand for copper and other commodities and
ultimately this has been a major factor boosting mining employment in key parts of the world, such as Australia, Canada
and other mining countries.

Conclusion
Deglobalisation is a threat, but rising copper prices signal better times ahead

In conclusion, the past twenty years have been a favourable period for the world economy. Asian countries have grown
rapidly, boosting demand for key commodities such as gold, copper and iron ore and lifting mining employment globally.
This growth has been propelled by globalisation and rising wealth in emerging markets, such as China and India.
We are now entering a more dangerous phase of the story, as increased political tensions between China and the US
threaten to undo years of economic progress. A retreat into protectionism and deglobalisation could easily happen.
While Asia has been the driver of mining, commodity prices help us to identify where we are in the cycle. Copper, in
particular, has shown itself to be a good indicator of where we are now and whether positive factors are being
outweighed by negative forces and political headwinds.
Copper prices have bounced back from their lows in recent months. This tells us that a new phase of economic recovery
is starting to take hold, ushering in a new expansion phase for the global mining sector.
Dan Smith, Director - Special Projects

Get in touch
If you would like to discuss this white paper or talk about Swann’s executive search, board practice and coaching and
advisory services please get in touch. You can email swann@swannglobal.com or contact your local office.

AUSTRALIA

UNITED KINGDOM

CHILE

T: +61 3 9621 3388
Level 5, 171 Collins Street
Melbourne, VIC 3000

T: +44 20 7770 6799
Level 5, 2 More London Riverside
London, SE1 2AP

T: +56 9 2594 7475
Av. El Golf 40, 12th. floor, Las
Condes, Santiago

CHINA

CANADA

PERU

T: +86 21 3120 3227
Level 29, Tower 1, Jing An Kerry
Centre
1515 Nanjing West Rd, Jing An
District,
Shanghai 200000 PRC

T:+1 647 260 0299
140 Yonge Street, Suite 200
Toronto, ON, M5C 1X6

T: +51 1 711 3152
Calle Las Begonias 415, Level 10
San Isidro, L27
Lima

8

White Paper

London | Melbourne | Santiago | Shanghai | Toronto | Lima
SWA NNGL OBA L. CO M

9

