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Energy, Commodities, and the Global Slowdown
By Jason M. Thomas
The slowdown in global economic growth observed over
the course of 2015 is attributable primarily to a collapse in
the capital spending of businesses operating in extractive
industries like energy, metals, and mining. Falling commodity prices have led to a sharp reduction in spending on
new projects. The decline in capex has pushed resource-intensive economies like Brazil, Russia, and Canada into recession and sharply reduced global orders for capital goods
sold into the extractive industry value chain. The scale of
the downturn and breadth of the industrial sector’s exposure to it have combined to place significant downward
pressure on global growth. To appreciate the significance
of energy to the U.S. industrial sector, consider that U.S.
industrial production contracted in the first eight months
of 2015 even as U.S. auto production – traditionally the
bellwether of the broader sector – grew at a 7% annual
rate.

Investment in energy and mining was expected to fall
in the first half of 2015 as producers responded to the
new price environment by delaying projects and bringing
additional capacity online at a slower pace. The brief rebound in prices in May-June 2015 created a sense that the
necessary adjustment had occurred and investment would
turn positive by the start of 2016. Falling prices since June
2015 crushed this nascent optimism. Producers retrenched
further, as the contraction in energy-related equipment
orders accelerated by 10 percentage points between May
and August 2015.
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Mining: Portfolio-Implied Growth Rate3
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Equipment Orders Falling at 25% to 40% Annual
Rate
The magnitude of the decline in extractive industry capex
is staggering. Carlyle portfolio data calibrated to public
and industry aggregates suggest that U.S. energy-related capex declined by 20% in the first half of 2015 and
continues to contract at a 24% annual rate. Data from
Carlyle’s portfolio in the Asia-Pacific region suggest that
mining-related equipment spending is also falling at an
annual rate of 25%. Globally, portfolio company orders
for materials used in the manufacture of industrial drills
imply spending is falling at a 40% annual rate. Taken together, global extractive industry spending appears to be
falling at a much faster pace than the 14% decline forecast by analysts earlier this year.1
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Energy and Mining Share of GDP Increased
Substantially Over Past Decade
The contraction in energy and mining capex is placing
significantly more downward pressure on global and U.S.
growth than would have been the case ten years ago.
Between 2000 and 2012, natural resources more than
doubled as a share of global GDP4 and energy and mining
capex grew to 40% of global industrial fixed investment
spending.5 Due to the shale revolution, the relative shift in
the U.S. has been even greater. Between 2009 and 2014,
energy accounted for an astounding 70% of net industrial
fixed investment in the U.S., as investment in unconventional oil and gas boomed at the same time business investment in the rest of the economy barely kept pace with
depreciation.
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3 Carlyle Analysis of Portfolio Company Data; National Bureau of Statistics (China).
4 World Bank, WDI Database, Total natural resources rents (% of GDP). Five year averages.
5 Global capital spending to fall for 3rd straight year, S&P says, August 3, 2015.
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Carlyle Analysis of Portfolio Company Data; Federal Reserve G. 17.
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A Slowing China is Likely Responsible for the
Decline in Demand
The sharp decline in commodity prices suggests that
many of these markets are vastly oversupplied. Realized
demand has fallen well short of prior forecasts mainly due
to weaker-than-expected growth in China.9 Over the past
decade, China has become the marginal buyer of many
industrial commodities, accounting for virtually all of the
observed growth in global demand for iron ore, aluminum,
copper, nickel, and oil.10 China today is not only slowing,
but the composition of growth is also shifting away from
resource-intensive manufacturing and investment. As
services and consumption account for a larger share of
GDP, a given amount of Chinese growth will generate less
incremental demand for industrial inputs. As a result, it
seems unlikely to expect demand in China to rebound to
the growth trajectory necessary to reverse current fixed
investment trends. Supply has been forced to bear more
of the near-term adjustment as a result.

Over this period, equipment used in oil and gas fields grew
from a small share of industrial order books to a significant
driver of many businesses’ results. In the 1990s, the U.S.
invested about half as much in oil and gas rigs as in manufacturing plants; between 2008 and 2014, the situation
had reversed, with total U.S. investment in oil and gas rigs
3x larger than investment in manufacturing facilities. As
energy producers became the marginal purchaser of industrial equipment, many intermediate goods producers
– manufacturers of valves, precision tools, machined parts,
engines, etc. – came to depend more and more on energy
demand. As a result, the effects of the downturn have
spread well beyond the energy industry or its traditional
suppliers. Today, the breadth of industrial exposure to energy is so great that a 30% decline in energy-related orders
is sufficient to pull the entire industrial sector into reces7
sion.

To appreciate the significance
of energy to the U.S. industrial
sector, consider that U.S.
industrial production contracted in the first eight months of
2015 even as U.S. auto
production – traditionally the
bellwether of the broader
sector – grew at a 7% annual
rate.7
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Conclusion
In commodity markets, the best cure for low prices is often low prices. By stimulating consumption and discouraging new investment, low prices tend to accelerate demand growth and reduce future supply to allow prices to
rebound. This market process appears to be underway, but
the scale of the adjustment seems larger than many anticipated. Structural changes in China seem to have moderated the price elasticity of demand, which means more
of the adjustment will likely be borne by a reduction in
expected future supply. Expect more pain ahead for the
global economy as energy and mining capex continues
to fall, reducing fixed investment in resource-dependent
economies and slowing growth in industrial order books
globally.
8 U.S. Bureau of Economic Analysis, Fixed Investment.
9 Thomas, J. (2015), “RMB Devaluation: Sometimes a Cigar is Just a Cigar,” Economic Outlook,
The Carlyle Group.
10 World Bureau of Metal Statistics. Roche, S. (2012), “China’s Impact on World Commodity
Markets,” IMF Working Paper.
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Economic and market views and forecasts reflect our
judgment as of the date of this presentation and are
subject to change without notice. In particular, forecasts are estimated, based on assumptions, and may
change materially as economic and market conditions change. The Carlyle Group has no obligation to
provide updates or changes to these forecasts.
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