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THESIS 
It’s our group's opinion that the massive global stimulus and quantitative easing 
policies implemented by central banks across the world will lead to inflationary 
pressures in the intermediate and long term. We believe that global markets have 
greatly discounted these inflationary pressures and as a result we believe that it is 
prudent to seek out an asset that is historically a hedge against inflation. The shift 
away from fossil fuels and instead towards renewable energy sources will be a 
permanent one and demand for these alternative energy sources will accelerate 
over the next decade. Countries like Germany, England, and the United States have 
already set mandated targets to phase out the use of fossil fuels.  

KEY DRIVERS 
Growth in emerging markets. Emerging markets, particularly in Asia, are forecasted 
to grow at rates far exceeding those in Europe and the Americas. China is forecasted 
to experience 8.4% GDP growth in 2021, 4x their 2020bgrowth, and India is expected 
to have 8.8% growth in GDP. These expansions boost the industrial sector which 
heavily relies on copper. Brazil, among other rapidly growing nations, is expected to 
double their growth rate from 1.26% prior to COVID-19 to about 2.5% in 2021 until at 
least 2025. This comes from significant investment into infrastructure, healthcare, and 
agricultural productivity. 
 
Increased Utility-scale Renewable Energy. Renewable utility-scale energy plants 
have seen immense growth over the last decade across the globe and are expected 
to continue growing. Technology advancements within photovoltaic and wind power 
outpace innovations in their traditional counterparts making them competitive on a 
cost basis. The levelized cost of energy is $102/MWh for coal plants, $43/MWh for 
photovoltaic, and $42/MWh for wind power plants. This places renewable energy in 
line with the LCOE of natural gas and cheaper than coal before subsidies. China, the 
largest solar generating nation, controls 45% of total global electricity generation and 
is continuing to adopt renewable energy for new plants. Two-thirds of new power 
plants built in the US are renewable with signs of accelerating adoption of fossil fuel-
free energy sources. Consumer preferences and government regulations have seen 
a significant shift in support for them during the COVID-19 pandemic which show no 
signs of slowing when normalcy returns 
 
Rise in Global Electric Vehicle Sales.  Electric vehicles are becoming increasingly 
prevalent in the automotive industry and are expected to grow from less than 3% of 
overall vehicle sales in 2017 to greater than 25% in 2030. China, the largest market for 
EVs, experienced a 19% growth in sales in 2019 and is continuing to invest in their 
charging infrastructure. Europe has experienced the largest growth curve with a 93% 
uptick in sales in 2019 largely driven by governmental policies to restrict internal 
combustion engine sales and an outright ban of polluting vehicles by 2035. This 
space is seeing constant new entrants from established auto manufacturers such as 
General Motors which will completely phase out gas and diesel engines by 2035, and 
new firms such as Amazon-backed Rivian. Nearly every area across the globe has 
experienced elevated consumer sentiment toward sustainability throughout the 
pandemic which will accelerate growth in the future.  
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COMMODITY OVERVIEW 
Copper is a reddish-gold metal characterized by its ductility, its 
malleability, and most importantly, its ability to conduct heat and 
electricity excellently, combining well with other metals to form 
widely used industrial alloys such as brass and bronze. Most 
copper is used in electrical equipment such as wiring and motors. 
It also has uses in construction, housing, and automobiles, for 
example in plumbing, and industrial machinery such as heat 
exchangers. Copper futures contracts trade on exchanges 
around the world, including the London Metal Exchange (LME) 
and the Commodity Exchange (COMEX) under the Chicago 
Mercantile Exchange (CME). Copper futures contracts involve the 
delivery of physical copper of specific quantities (outlined in the 
contract) at a future date. 
 
COPPER COMPANIES OVERVIEW 
Overall copper mining companies or companies in general that 
derive a large portion of revenue from copper have seen a 
favorable and sizable impact on both their top and bottom line. 
This has largely been due to the increase in the price per pound 
of copper in recent months and from the increase in overall 
demand for copper. The rise in copper has also resulted in 
investors bidding up the share prices of copper mining 
companies. Companies like Freeport-McMoRan, Riot Tinto, and 
Grupo Mexico have all seen large rises in their share prices.  

The largest copper mining company by market share at 35% is 
Freeport-McMoRan. Founded in 1987, Freeport-McMoRan Inc. 
explores and extracts various mineral resources, from its mines 
in the United States, Peru, Chile and Indonesia. As of 2019, the 
company employed 27,500 people worldwide and generated 
$14.4 billion in total revenue. Its seven New Mexico- and Arizona-
based copper mines are some of the largest copper mines in the 
United States. Its revised operating plans include a $1.3 billion 
reduction in 2020 operating costs, an $800 million decrease in 
2020 capital expenditures. and an estimated 400.0-million-
pound reduction in North and South America 2020 estimated 
copper sales volumes.  

Over the five years to 2020, the company has experienced 
difficulty in generating revenue from its core operations primarily 
due to volatile copper prices. Furthermore, the company's foray 
into oil and gas exploration and the resulting piling up of debt on 
its balance sheet has now threatened its core operations. To 
mitigate this, the company decided to sell a minority stake in its 
flagship Morenci mine to Japanese Sumitomo Corporation for an 
estimated $1.0 billion in 2016 and decreased its production 
capacity at its Sierrita mine. Furthermore, the company divested 
its 56.0% stake in the copper and cobalt mine in Congo, as well 
as its interest in TF Holdings Limited for a total consideration of 
$2.7 billion. In 2020, Freeport announced its suspension of 
operations at its Chino copper mine in New Mexico in response 
to an outbreak of COVID-19 (coronavirus) among employees at 
the location.  

Rio Tinto PLC (Rio Tinto) the second largest player by market 
share at 16.5% is a leading international mining group 
headquartered in the United Kingdom. The company explores, 
mines and processes mineral resources in Australia and North 
America, South America, Asia, Europe and southern Africa. Rio 
Tinto's copper group is a world leader in copper production. 
Operations include Kennecott Utah Copper in the United States 

and interests in the producing copper mines of Escondida in 
Chile, Grasberg in Indonesia, Oyu Tolgoi in Mongolia and 
Palabora in South Africa. In 2019, Rio Tinto employed over 43,000 
workers throughout its operations and generated total revenue 
of $43.2 billion. 

Kennecott Utah Copper mines copper ore and other minerals at 
its Bingham Canyon mine in Utah, the deepest open pit mine in 
the world, supplying an estimated 7.0% of US refined copper 
requirements. Furthermore, the mine has produced more copper 
in its life than any other mine in the United States. Rio Tinto's 
industry-relevant revenue is expected to increase at an 
annualized rate of 0.8% to total an estimated $1.5 billion.  

The third largest player by market share at 9% is Grupo Mexico. 
American Smelting and Refining Company LLC is an integrated 
copper mining, smelting and refining company based in Tucson, 
AZ, that is owned by the Mexican company, Grupo 
Mexico.  ASARCO currently operates three copper mine sites and 
two smelting facilities in Arizona and Texas: The Ray Complex in 
Arizona, capable of excavating an estimated 250,000 tons of 
material per day and The Silver Bell mine complex, also located 
in Arizona, consists of four open-pit mines capable of excavating 
1.8 million tons of ore and waste per month.  

Over the five years to 2020, ASARCO's industry-relevant revenue 
is expected to fall at an annualized rate of 4.7% to $798.1 million. 
An estimated 81.9% of Americas Mining Corporation's 2019 sales 
revenue is generated from the sale of copper. Despite 
unfavorable prices emerging early in the period, rising copper 
prices throughout the latter half of the period enabled the 
company to post industry-relevant revenue growth. However, 
growth was subdued in 2019 as employees at industry-relevant 
operations went on strike, demanding better wages, pension 
plans and workplace rights. Although the strike ended midway 
through 2020, the COVID-19 pandemic is expected to lead 
ASARCO to curtail copper production due to falling industrial and 
economic activity. 

 

GEOGRAPHIC OVERVIEW 
To date, roughly 700 million metric tons of copper have been 
produced around the world. Of the identified copper that has yet 
to be taken out of the ground, about 65% is found in just five 
countries on Earth -- Chile, Australia, Peru, Mexico, and the 
United States.  
 
As the world’s biggest economies/manufacturing centers, 
China, the United States and Europe account for a large portion 
of copper consumption. Copper prices surged during the 2000s 
as China's economy boomed and the country commenced a 
construction spree. The U.S. economy, where real estate and 
housing markets took off, also contributed to the increase, until 
the Great Recession of 2008 where housing prices bottomed out. 
However, due to its early recovery from Covid-19, China is 
expected to take on more demand for the metal. According to 
the International Copper Study Group, China is estimated to 
account for half of the world's copper consumption. 
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Chile calculates $74 billion in projects in the pipeline over the 
next decade. In 2021, top producer Peru’s copper production is 
also forecast to bounce back by 10.4%, to reach 2.4 million tonnes, 
and then 3.1 million tonnes by 2024, equivalent to a compound 
annual growth rate of 9.2% from 2021-2024, according to Global 
Data. The growth will be largely supported by a few 
government-owned production mines such including Cerro 
Verde, Las Bambas, Toromocho, Antapaccay, and Constancia. 
As shown in figure 1.0 below, a majority of copper consumption 
comes from China.  

 

 
COVID-19 VACCINES AND 
GLOBAL ECONOMIC REOPENING 
The growing list of vaccines which now consist of Moderna, 
Pfizer, Johnson & Johnson, and AstraZeneca signals the end of 
economic lockdowns which have caused contractions and 
reversed inflation across the globe.  

As vaccines are disseminated among populations, we will see a 
corresponding increase in GDP growth and inflationary pressure. 
To date, 475.5 million vaccines have been administered globally, 
or about 6.2 doses per every 100 individuals. Vaccines are 
currently scarce and selectively given to elderly, at-risk, and 
frontline workers such as first responders and medical personnel.  

Once vaccinations become more readily available to the general 
public, which is expected in Q2 2021, consumer spending will 
increase as public comfort in travel and other activities increase. 
This will cause an increase in demand for copper through the 
purchase of products which directly use copper such as electric 
vehicles, and through accelerated industrials.  

 
 
 

REFLATION TRADE 
Governments and central banks around the world have 
responded to the COVID-19 recession with fiscal and monetary 
policies aimed at maintaining inflationary and GDP growth levels. 
In China, several steps have been taken such as lowering reserve 
requirements for commercial banks to support credit growth, 
reducing interest rates to incentivize borrowing, and fiscal 
policies to expand public consumption and increase research 
and development efforts within the nation. In total, China has 
committed $748B in fiscal and monetary policies during the 
COVID pandemic beginning In January 2020, 4.7% of their GDP. 
Unlike most of the world, China experienced a 2.3% Increase in 
their real GDP in 2020. 

 Brazil has deployed fiscal measures equating to 12% of their GDP 
which include healthcare spending, income to vulnerable 
households, and employment support. The European Union has 
also issued numerous fiscal packages amounting in over $1.34 
trillion to combat economic contractions.  

The US Federal Reserve is keeping the federal funds rate 
between 0% and .25% through 2023 to bring GDP growth, 
inflation, and unemployment to pre-COVID levels. Chairman 
Powell has committed to this rate even through rising rates 
above their 2% target inflation level. The Federal Reserve, like 
central banks around the world, has also deployed quantitative 
easing policies in the form of $120B asset purchases per month 
to inject money into the economic system and stimulate growth. 
The U.S has also deployed. $4.5 trillion In stimulus spending so 
far this year. These policies occurring around the world will 
contribute to economic expansion and inflationary pressure. 
These efforts equate to a growing industrials sector and a higher 
demand for copper. 

Copper prices have an inverse relationship to the unemployment 
rate and a positive relationship with inflation rates. Reflationary 
measures and pent-up consumer demand are expected to 
Increase the US Inflation rate from 1.7% In February to 3% by the 
end of 2021. The US unemployment rate is forecasted to fall to 
4.1% by the end of 2021. This decrease in unemployment and 
increase in inflation over a seven-month period illustrates a wide 
upside potential in copper pricing. As illustrated in figure 1.1, 
historically copper prices have demonstrated a strong 
correlation to inflation rates.  
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INCREASED GLOBAL DEMAND 
FOR COPPER AND COPPER 
REALTED PRODUCTS 
Copper rose 2.4% to $9,077.50 a ton on the London Metal 
Exchange as stocks climbed following a U.S. inflation report that 
kept Treasury yields and the dollar in check. This was some of its 
highest prices in the last decade due to a growing Chinese 
industrial sector and investors pouring into heavy industry metal 
commodities on the prospect vaccinations and stimulus would 
push for an economic recovery. This has led to what some Wall 
Street analysts from Citi and JP Morgan call a supercycle where 
demand outstrips supply, pushing a rise in prices.  

Copper is used extensively in construction, particularly for wiring 
and telecommunications. In the continued development of China 
and India, combined with accelerating construction growth in the 
United States via the Biden infrastructure plan, demand for 
copper will encourage investment in the mining and refining of 
the metal. IBISWorld estimates the world price of copper to rise 
an annualized 2.2% over the five years to 2025. As countries build 
back and investors put emphasis on sustainability, renewable 
energy, and the digital age, the demand for copper as an energy 
asset will go up. Demand from renewable power generation, 
battery storage, electric vehicles, charging stations already 
account for a fifth of copper consumption according to Citigroup 
Global Markets.  

Part of the reason why copper is necessary will come from the 
need to connect new renewable power plants with customers 
via copper wiring. That’s because it’s often cheapest to build such 
plants wherever the wind or sun resource is strongest, which 
could be in the middle of the sea or an isolated desert. That 
means a lot more cabling, using highly conductive and energy 
efficient copper, than a centralised grid needed in the past. For 
example, a 240-kilometer electricity interconnector between 
Britain and France called IFA2 used 9,000 tonnes of copper, 
according to the UK’s National Grid. 

In recent months, as a result of the Chinese Communist Party’s 
recent pledge to carbon-neutral emissions by 2060, the 
chairman of Chinese metals trader Maike Group said that copper 
demand will surge to an all-time high over the next 12 months. 
This commitment to Green Energy is supported by the change in 
government leadership and policy priorities in the United States, 
supporting copper demand growth. With governments aiming 
for aggressive net zero emission targets in the coming decades, 
that means more clean electricity. 

Copper demand outside of China has already been expected to 
start picking up in the third quarter, when some of the lockdowns 
from the Covid-19 pandemic begin to ease. The most probable 
drivers for bullish demand will be the electrification of the car 
industry, energy storage, and 5G networks, among others. This is 
supported by the recent commitment by the European 
Automobile Manufacturers' Association last February to establish 
three mission electric vehicle charging stations by 2029, all 
relying on copper materias. 

Global trade is anticipated to rise at an annualized rate of 5.8% to 
$5.0 billion as international demand for unrefined copper is 
driven by foreign refiners and downstream manufacturers (e.g. 
steel, automobiles and electronics) that use base metals as key 

production inputs. Similar to previous years, global demand will 
come from industrializing countries in Asia, Africa and Latin 
America, where purchasing power and construction activity had 
been rising rapidly prior to the coronavirus pandemic. As 
illustrated in Figure 1.2 below, the uses of copper are diversified 
across a number of different industries. The majority of copper 
use comes from the construction sector which represents 30% of 
copper use globally. As the construction sector begins to 
rebound and with construction project starts continuing to 
recover we expect to see a large surge in the demand for copper 
in the back half of 2021 that should continue well into 2022.   

 

TIGHTENING SUPPLY OF 
COPPER  
Despite optimistic demands for copper, prices are being pushed 
to high levels due to a tight deficit in supply. Natalie Scott-Gray, 
a senior metals analyst at StoneX, forecasts copper demand in 
2021 will rise by about 5% year-on-year, outstripping supply, 
which she expects to grow by 2.3%. If this is true, that means the 
global copper supply will move from a small surplus in 2020 to a 
potential deficit of more than 200,000 tonnes of copper this year.  

In some nations of the world, supply is at its tightest in years as 
manufacturers in China face a small profit margin of $50.16 per 
tonne, the lowest since 2012 for processing the raw ore into 
refined metal, mostly because of changing refinement 
methodologies. Industry sales reports for the Copper Mining 
industry are likely to be inhibited in 2020 as Chinese 
manufacturers, responsible for half of the world's consumption 
of copper, significantly cut production in the short-run in effort to 
contain the recent outbreak. This has led to falling world prices 
of industry-relevant metals.  

Furthermore, there are few new large copper mines coming into 
production over the next decade. Mining copper is expensive ― 
both to extract and refine. The high costs involved in financing a 
major facility is evident by the fact that many copper mines in 
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countries with high production rates are either owned by 
governments or large multinational mining corporations. The 
industry’s ability to obtain government permits to meet rising 
supply is further complicated by its ability to convince 
stakeholders it’s doing enough in environmental, social and 
governance areas. For instance, companies are moving to 
renewable energy, using more seawater and taking some initial 
steps to replace diesel with green hydrogen or batteries. 

Added to this issue are a rise in COVID-19 cases in South 
American Mining areas, such as Chile. Last year, mines in the 
South American nation managed to maintain output through the 
pandemic. This year said mines are challenged to continue 
reducing infection both inside and outside of the workforce. 
Some operations, such as Codelco’s El Teniente mine, are 
making their facilities and medical teams available for local 
populations to get vaccinated, he said. 

 

RISK FACTORS 
Our group has identified three main risks that could affect our 
investment thesis. As illustrated in figure 1.3, we lay out the 
probability and potential impact of each risk.  

Risk that global inflation expectations coming in lower than 
expected. Expectations are unfortunately just that. Numerous 
countries have forecasted for a modest rise in inflation over the 
next few years and given the quantitative easing and fiscal 
stimulus that has been implemented by many countries we 
believe that inflation will see a sustained rise in the medium term. 

Risk of the coronavirus causing continued and sustained 
disruptions of the copper mining industry. The Copper industry 
is anticipated to continue to experience significant headwinds as 
a result of the coronavirus slowing industrial, manufacturing, and 
construction activity. In China, where the virus originated, 
industrial activity fell substantially, leading Chinese copper 
buyers to declare force majeure by citing their inability to fulfill a 
contract due to unforeseeable circumstances. Consequently, 
world copper prices have come under significant pressure as 
copper producers are forced to rescind orders and have 
experienced difficulty offloading excess supply. Although 
manufacturing activity has resumed production following the 
initial shutdown, downstream markets are still weak as they are 
mindful of future potential global economic fallout relating to 
another wave of the coronavirus.  

Risk of slower than anticipated adoption of green and 
renewable energy source technologies. Copper plays an 
important role in the electrical systems of those technologies 
and demand over the next few decades will be highly sensitive 
to the demand coming from renewable energy systems. If the 
adoption rates come in lower than anticipated, then copper 
supply could outstrip demand and cause a decrease in price. 
Although this is a risk we have seen countries adopt and 
implement green technology at a rapid pace.  
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