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OUTLOOK 2015: GLOBAL RECOVERY TO DRIVE CYCLICAL ASSETS 
DIVERGING GROWTH TRENDS AND MONETARY POLICIES CREATE OPPORTUNITIES  
 

 

 
 

 INVESTMENTS MAY GO UP OR DOWN IN VALUE AND YOU MAY LOSE SOME OR ALL OF THE AMOUNT INVESTED 

Cyclical assets will give the best investment opportunities in 2015 on the back of the increasing momentum of the 
global economic recovery. While the recovery will be led by the US and emerging Asia, it will be gradual and not 
likely to be a straight line. Numerous risks remain, particularly the growth and deflation threats for the Eurozone 

and Japan, alongside the fading economic momentum in the UK economy. Accordingly, those commodities and 
currencies poised to benefit from US and Chinese growth are likely to be the main beneficiaries in 2015. Our 
favoured assets are cyclical commodities like industrial metals and energy and the US Dollar. 

 

Continued economic growth to support cyclical 

commodities demand. Cyclical commodities are likely to be 

the main beneficiaries of continued economic growth in US and 

China in 2015. With China continuing to stimulate its economy 

and budgeting for more commodity-intensive infrastructure 

spending we believe the outlook for cyclical commodities looks 

strong. Local governments in China were reluctant to make 

large spending decisions in 2014 because of the central 

government’s clampdown on the use of third-party funding 

vehicles. Now that local governments are able to borrow under 

their own name, we believe commodity-intensive infrastructure 

spending will accelerate in 2015. Commodity performance has 

lagged traditional economic activity indicators like the US 

leading index amongst others, and we expect this to mean 

revert.  

 

Supply likely to become constrained if price weakness 

persists. With so many commodities trading at or below their 

marginal cost of production, we believe that unless we see price 

increases, production will be cut. While in the short-term 

companies and mines can continue to produce even if prices 

are trading below marginal costs, it is not sustainable in the 

long-term. Unprofitable operations will have to be shut down or 

downsized, reducing production to contain costs. In turn, tighter 

supply will drive better price performance. We expect the recent 

correction in commodity prices to be transitory and believe 

commodities are attractively valued at current levels. Most of 

the factors that have hit commodity prices over the past months 

are temporary, and we believe the price correction creates 

tremendous opportunities for medium to long-term investors. 

 

Geopolitical risk – a double-edged sword. While the 

geopolitical environment remains tense in a number of regions, 

and likely to weigh on the economic outlook, it is likely to be a 

supportive influence for a number of commodities. Demand for 

defensive assets like gold, primarily as a portfolio hedge will 

likely remain resilient, especially with the price of this hedge so 

close to the marginal cost of production. In our central scenario, 

we don’t expect geopolitical risk to significantly interfere with 

continued economic growth and the demand for cyclical assets. 

At the same time, geopolitical risks could cause supply 
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disruptions across a number of commodities. 

Supply disruptions key for industrial metals. While supply 

remains abundant across most commodity sectors, contributing 

to price weakness, we feel that the most aggressive supply 

forecasts have been priced in. Supply shocks have played a 

central role in the metal space this year, with South Africa 

suffering a 5-month long strike and Indonesia introducing an ore 

export ban. Significant production is located in emerging 

markets, which makes supply consistency an ongoing 

uncertainty.  

 

Industrial metal and precious metal markets should also benefit 

from continued growth in Chinese demand (we feel that the 

negativity over a Chinese slowdown is overdone), and supply 

not achieving growth expectations of the market. Supply 

disruptions are quite common in the commodity space and they 

are likely to continue to be a key driver of prices in 2015. As 

noted above, a worsening geopolitical outlook could also 

moderate some of the supply expectations for commodities, 

particularly in the energy and metals sectors, helping lift prices 

in 2015. The recent price weakness reflects transitory investor 

capitulation and we believe that a broad range of commodity 

markets appear attractively priced, particularly those linked to a 

cyclical upswing. 

Modest tightening of oil supply expected. While there 

appears to be a clear split between Gulf OPEC members and 

the remaining countries in terms of cutting oil production to 

sustain oil prices, we expect the OPEC oil cartel will eventually 

commit to cutting back on oil production.  

With the majority of OPEC countries estimated to require oil 

prices of above US$90-US$100/barrel to balance their 

government budgets, it is a matter of time before OPEC start to 

reduce supply and that could happen as early as November 27, 

when OPEC holds its next meeting. While US production is 

abundant, with oil production at multi-decade highs there is little 

potential for US crude exports in the near-term, capping the 

negative impact the over-supply in the US has on global prices. 

 

 

Agricultural outlook remains varied and tied to weather. 

The fortunes of the agricultural sector are clearly significantly 

tied to weather. With an El Niño weather event forecast for the 

Northern Hemisphere winter, we could see further gains in 

coffee, sugar, wheat and a decline in soybean prices. Hot, dry 

weather in the major producing areas of Brazil, Australia and 

Asia typically hurts coffee, sugar and wheat growing, while 

soybean growing typically prospers under wetter conditions in 

parts of South America. Other weather-related disruptions could 

also cause sizable price movements in corn in 2015 given that 

perfect growing conditions have been priced in to this years 

crop. 

 

Gold likely to sustain modest gains. The outlook for the gold 

price is especially uncertain. Ordinarily, a positive economic 

environment, in which some major central banks will likely raise 

interest rates, will be a gold negative scenario. However, there 

are a number of events which could drive a surprise increase in 

the price. The potential passage of the Swiss gold referendum 

at the end of the month was once thought of as a tail-risk. 

However, with polls indicating 38% of the Swiss population in 

favour of the central bank holding 20% of its assets in gold, that 

risk is rising. Should the proposal pass, the central bank would 

need to increase its current holdings of gold from 8% to 20% 

over a span of 5 years, which would lend support to the gold 

market. We believe the expansionary monetary policy of the 

ECB and BOJ to also prompt demand for gold from investors in 

these regions as low or negative deposit rates increase the 

appeal of holding gold. The accompanying weakening of the 
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euro and yen will also boost returns of foreign investors holding 

dollar denominated assets. In general, we expect gold to end 

2015 in the range of US$1250-1300/oz, as long as US interest 

rate rises are modest and gradual.  

Central banks’ action key for currencies in 2015. The global 

interest rate cycle is turning. Interest rates in many developed 

economies have been hovering near their lowest levels in 

recorded history for nearly six years. In our view, as economic 

momentum gathers pace, interest rate settings will be adjusted 

higher toward historically normal levels.  

 

While the global economic recovery is taking hold to varying 

degrees across the world, there has been a divergent trend in 

developed economies. These differences mean central bank 

policies will also diverge, providing opportunities for currency 

investors and investors exposed to assets that are not priced in 

their home currency. We believe continued improvements in the 

US economy will see the Fed being the first central bank to 

raise interest rates in 2015 toward historically more normal 

levels. The flattening of the US Treasury curve is likely to 

prompt broad-based strength of the US Dollar over the course 

of 2015. While the UK showed early signs of a robust recovery 

in 2014, momentum has faded in recent months, with 

manufacturing activity and household sector spending posting 

downside surprises. We expect the differential of US over UK 

bond rates to continue to widen as investors begin to factor in 

better US growth rates, putting further downward pressure on 

the GBP/USD exchange rate. At the same time, weakening 

growth has seen Eurozone inflation hovering less than a quarter 

of the ECB’s ‘below, but close to, 2%’ target for several months. 

 As deflationary threats have mounted, the ECB has been 

aggressive in introducing fresh unconditional policy measures, 

including negative deposit rates and additional long term 

funding and asset purchasing initiatives. The new measures, 

which are aimed at increasing lending and liquidity conditions in 

the real economy, are likely to remain in place in for the 

foreseeable future. We expect the aggressive ECB stimulus to 

continue to weigh on the performance of the Euro, as we do not 

expect the economic situation to improve markedly over the 

coming year. With latest data showing that the Japanese 

economy is in a recession, we anticipate the BOJ adding further 

stimulus in 2015 (a similar situation to the ECB), keeping the 

Japanese Yen depressed in 2015. 

 

We expect commodity currencies to perform well in 2015, as 

one source of weakness (depressed global commodity prices) 

begins to fade. We feel that as oil prices begin to rebound the 

Norwegian Krone and the Canadian dollar will appear 

particularly attractive against funding currencies like the Yen 

and the Euro. In addition, the Canadian dollar has the benefit of 

strong economic ties to the strengthening US economy - 

another source of support for the currency. 

 

US Dollar strength is no threat to commodities. The 

historically negative correlation between the US Dollar and 

commodity prices has been a headwind for commodity price, 

particularly gold, at the margin. We expect this relationship to 

decouple moving into 2015 as the global economic recovery 

gains pace. The US Dollar strength in 2014 has been the result 

of the brightening US economic environment and the increasing 

potential for the Fed to tighten policy in 2015. We expect this 

‘positive’ US Dollar strength to continue but the improving 

economic backdrop is likely to supportive for underlying 

commodity demand, especially with Chinese demand also 

remaining healthy. Accordingly we foresee an environment In 

2015 that is beneficial for both the US Dollar and commodity 

prices. 
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FOR INVESTMENT PROFESSIONAL USE ONLY, NOT FOR PUBLIC DISSEMINATION – PAST PERFORMANCE DOES NOT GUARANTEE RESULTS. 

IMPORTANT INFORMATION 

This communication has been issued and approved for the purpose of section 21 of the Financial Services and Markets Act 2000 by ETF Securities (UK) Limited (“ETFS UK”) 
which is authorised and regulated by the United Kingdom Financial Conduct Authority (“FCA”).   

Investments may go up or down in value and you may lose some or all of the amount invested.  Past performance is not necessarily a guide to future performance. You 
should consult an independent investment adviser prior to making any investment in order to determine its suitability to your circumstances.  

The information contained in this communication is for your general information only and is neither an offer for sale nor a solicitation of an offer to buy securities. This 
communication should not be used as the basis for any investment decision. Historical performance is not an indication of future performance and any investments may go 
down in value.  

This communication may contain independent market commentary prepared by ETFS UK based on publicly available information. Although ETFS UK endeavours to ensure 
the accuracy of the content in this communication, ETFS UK does not warrant or guarantee its accuracy or correctness. Any third party data providers used to source the 
information in this communication make no warranties or representation of any kind relating to such data. Where ETFS UK has expressed its own opinions related to product 
or market activity, these views may change. Neither ETFS UK, nor any affiliate, nor any of their respective, officers, directors, partners, or employees accepts any liability 
whatsoever for any direct or consequential loss arising from any use of this communication or its contents. 

ETFS UK is required by the FCA to clarify that it is not acting for you in any way in relation to the investment or investment activity to which this communication relates. In 
particular, ETFS UK will not provide any investment services to you and or advise you on the merits of, or make any recommendation to you in relation to, the terms of any 
transaction.  No representative of ETFS UK is authorised to behave in any way which would lead you to believe otherwise. ETFS UK is not, therefore, responsible for 
providing you with the protections afforded to its clients and you should seek your own independent legal, investment and tax or other advice as you see fit. 

This communication is not, and under no circumstances is to be construed as, an advertisement or any other step in furtherance of a public offering of shares or securities in 
the United States or any province or territory thereof. Neither this communication nor any copy hereof should be taken, transmitted or distributed (directly or indirectly) into the 
United States.  

This communication constitutes an advertisement within the meaning of Section 31 para. 2 of the German Securities Trading Act (Wertpapierhandelsgesetz  - WpHG); it is not 
a financial analysis pursuant to Section 34b WpHG and consequently does not meet all legal requirements to warrant the objectivity of a financial analysis and is also not 
subject to the ban on trading prior to the publication of a financial analysis.  

 


