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Caveat Emptor

At commodities investment and mining conferences, in
bank and broker reports, in coffee shops and airports, peo-
ple repeat the same bromide: Ever increasing populations
and rising global incomes and wealth inexorably means
that in the long run commaodities prices must rise.

Unfortunately for investors seeking simple routes to
riches, this pater noster falls readily in the face of both
historical, empirical evidence and economic theory. Real,
inflation-adjusted commodity prices have been cut in half
since around 1850, even as populations rose seven-fold,
global GDP expanded 85 times, and consumption of most
commodities increased exponentially.

The world’s population rose seven-fold, from around one
billion in 1850 to seven billion today. The population is
projected to continue rising, but the growth rate in the
world’s population has been and is continuing to slow dra-
matically, putting less pressure on demand in the future
than has been seen over the past 160 years.

World total wealth meanwhile has risen even more dra-
matically. Global real gross domestic product was around

Real And Nominal Commodity Prices Since 1800

$694 billion in 1820 and $1 trillion in 1870 (in 1990 dollar
terms). It is around $72 trillion in 2012.

So, the world’s population has risen sevenfold since 1850
while the global economy today is 85 times larger than it
was then, and commodities prices are half of what they
used to be, adjusted for inflation. The empirical evidence
suggests that just because the world’s population and
wealth appear likely to expand in the future, it does not
mean at all that commaodities prices must rise as well.

Economic theory backs the historical record. Theoretically
industrialization should lead to even greater increases in
the output of most commaodities, at lower prices, with in-
creased discovery and recovery rates, and lower discovery
and development costs, for metals and energy resources
due to technological advances. This is exactly what has
happened. The world’s population has exploded and over-
all wealth has risen sharply. These increases have led to
increased total demand for commaodities. Even so, prices
have fallen in the long run. Markets do not always respond
to the most simple analyses, a point producers, investors,
and others should heed.

U.S. Annual Data, Through 2011, Indexed to 2011 =100.

Index Index
200 200
180 180
160 160
A \
140 - 140
\'/ Moa Real Prices
120 -+ -w =7 M 120
100 vV 100
Trendline 1850 - 2011

80 'J/ 80

60 r/ 60

40 - - 40

Nominal Prices /
20 20
I S ~—— M
0 . : . : . . . . 0
1800 1825 1850 1875 1900 1925 1950 1975 2000

Copyright CPM Group 2012. Not for reproduction or retransmission without written consent of CPM Group. Market Commentary is published by CPM Group and is distributed
via e-mail. The views expressed within are solely those of CPM Group. Such information has not been verified, nor does CPM make any representation as to its accuracy or com-
pleteness. Any statements non-factual in nature constitute only current opinions, which are subject to change. While every effort has been made to ensure that the accuracy of the
material contained in the reports is correct, CPM Group cannot be held liable for errors or omissions. CPM Group is not soliciting any action based on it. Information contained



