
Outlook for natural 
resources: will the 
boom times end?

Brendan O’Donovan



Disclaimer

Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141 ("Westpac"). 
The information contained in this report: does not constitute an offer, or a solicitation of an offer, to subscribe 
for or purchase any securities or other financial instrument;· does not constitute an offer, inducement or 
solicitation to enter a legally binding contract; and  is not to be construed as an indication or prediction of 
future results. The Information is general and preliminary information only and while Westpac has made 
every effort to ensure that information is free from error, Westpac does not warrant the accuracy, adequacy 
or completeness of the Information. The Information may contain material provided directly by third parties 
and while such material is published with necessary permission, Westpac accepts no responsibility for the 
accuracy or completeness of any such material. In preparing the Information, Westpac has not taken into 
consideration the financial situation, investment objectives or particular needs of any particular investor and 
recommends that investors seek independent advice before acting on the Information. Certain types of 
transactions, including those involving futures, options and high yield securities give rise to substantial risk 
and are not suitable for all investors. Except where contrary to law, Westpac intends by this notice to exclude 
liability for the Information. The Information is subject to change without notice. Westpac Banking Corporation 
is regulated for the conduct of investment business in the United Kingdom by the Financial Services 
Authority. Westpac Banking Corporation is incorporated in Australia with limited liability. © 2002 Westpac 
Banking Corporation. If you wish to be removed from our email, fax or mailing list please send an email to 
economics@westpac.com.au or fax us on (61 2) 9284 9363 or mail Westpac Economics Level 5, 255 
Elizabeth Street Sydney 2000. Please state your full name, telephone/fax number and company details on all 
correspondence.



The next shock?
Mar 4th 1999
From The Economist print edition

The price of oil has fallen by half in the past two years, to just over 
$10 a barrel. It may fall further—and the effects will not be as good 
as you might hope

OIL is cheaper today, in real terms, than it was in 1973. After two OPEC-
induced decades of expensive oil, oil producers and the oil industry as a 
whole have more or less given up hope that prices might rebound soon. The 
chairman of Royal Dutch/Shell, Mark Moody-Stuart, three months ago 
unveiled a five-year plan that assumed a price of $14 a barrel. He has since 
publicly mused about oil at $11. Sir John Browne, chief executive of BP-
Amoco, is now working on a similar assumption

Yet here is a thought: $10 might actually be too optimistic. We may be 
heading for $5



Global Oil Supply

40

50

60

70

80

90

19
70

19
74

19
78

19
82

19
86

19
90

19
94

19
98

20
02

20
06

Q
1

20
07

Q
1

40

50

60

70

80

90
mln bpd

Sources: Westpac Economics, OECD



0

100

200

300

400

500

600

700

800

1861 1881 1901 1921 1941 1961 1981 2001

US$/bbl

0

100

200

300

400

500

600

700

800
US$/bbl

Sources: Westpac Economics, BP, UN, OECD, IISI 

1885 to 1916

1935  to 1974

1979

1864

1871

1876

1895

1899

2007

Real oil price



3.0
3.5
4.0
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0

1861 1881 1901 1921 1941 1961 1981 2001

logs

3.0
3.5
4.0
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0

logs

Sources: Westpac Economics, BP, UN, OECD, IISI 

1885 to 1916

1935  to 1974 1979

1864
1871

1876 1895
1899

Real oil price: logs reveal increase in vol.



Fuel economics
– pre biofuel feedstock price increases
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US ethanol production, million gallons
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Ethanol/corn price ratio
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A Changed World



World growth pulse: quarterly*

0

1

2

3

4

5

6

Mar-00 Mar-01 Mar-02 Mar-03 Mar-04 Mar-05 Mar-06 Mar-07

%yr

0

1

2

3

4

5

6%yr

Other developing
BRIC
Other advanced
G3

Sources: Westpac Economics, IMF, OECD, CEIC. * 19 countries, around four fifths of total output.



Shares of world GDP
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Rolling correlation of US & Chinese activity
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Rolling correlation of US & Australian activity

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

Dec-86 Dec-90 Dec-94 Dec-98 Dec-02 Dec-06

coeff

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0
coeff

Sources: Westpac Economics, OECD



Leading indicators of global growth
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Supply & use of world savings*
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Urbanisation will dominate coming 
decades: e.g., China
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Electricity consumption & level of 
development
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Steel consumption & level of development
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Passenger cars per capita & income level
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Share of NZ exports
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Conclusion

• The world is again entering a period where regions are undergoing 
intense industrialisation

• Such activity will continue to place stress on commodity supply / 
demand balances and prices will bear the difference

• History tells us that a change to such activity after a long period of 
calm will be very volatile

• Recognising that this is unlikely to be a short lived phenomena, the 
tools are there for companies to address their commodity price risk 
management needs – be it for risk mitigation or competitive 
advantage.
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