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of exchange-traded funds) has given new 
investors access to commodity markets, 
creating the potential for ‘fad’ investments to 
exacerbate near-term price swings.

Together, high and volatile commodity prices 
dampen the growth of global businesses—
and ultimately economic growth. These 
effects manifest themselves in two main 
ways: input cost spikes and increasing 
hedging costs. As commodity prices have 
risen, companies have reported a hit on 
profits due to sharp increases in input 
costs. PepsiCo, for instance, announced in 
February 2011 that it expected input costs 
for the fiscal year to rise by USD 1.4 to 1.6 
billion, or between 8 and 9.5% of total input 
costs, due to commodity price increases.24 
PepsiCo also said that it didn’t plan to fully 
offset these losses through price-hikes—
highlighting another, parallel trend, in 
which firms face a ‘profit squeeze’ because 
competition prevents them from offsetting 
input price increases by raising their sales 
price. Tata Steel offers another recent case in 
point: the purchase price of input materials 
for steelmaking jumped, but the market 
price for steel did not rise enough to offset 
Tata’s suddenly higher costs, leading to lost 
margins for the company.25  Some firms that 
rely heavily on commodities as raw inputs 
minimise their exposure to future price-
swings via hedging contracts—at a cost. 
The total cost of hedging varies significantly 
depending on a company’s credit rating and 
the expected volatility of markets, but in the 
current market environment, a firm lacking a  
first-rate credit history could well spend 10% 
of the total amount it hedges on financial 
service fees.26 These fees represent not only 
a direct cost but also an opportunity cost—in 
less volatile markets, money is more likely to 
be spent on business projects, research, and 
innovation, potentially leading to growth. 

Current imbalances are likely to get worse 
before they get better

Several factors indicate that resource 
scarcity, price squeezes, and volatility will 
continue or increase. Here we outline some 
of the more prominent challenges of meeting 
future resource needs:

circular economy principles into business 
models sooner rather than later. The baseline 
UN forecast for global population growth 
projects the global population will stabilise 
at around 10 billion by 2100.29 All the same, 
important demographic shifts within the 
global population could ultimately prove more 
important than the size of the population 
itself, especially the three billion new 
individuals entering the consuming middle 
class by 2030.30  

Infrastructure needs. Besides more 
infrastructure for a larger population, 
the world will also need to expand its 
infrastructure to get at harder-to-access 
resources. Newly discovered reserves do 
exist, but tapping them will require heavy 
investment in infrastructure and new 
technology. McKinsey estimates that (all else 
being equal) meeting future demands for 
steel, water, agricultural products, and energy 
would require a total investment of around 
USD 3 trillion per year31 —an amount roughly 
50% higher than current investment levels. 
Should this investment fail to materialise, the 
result could be continued supply constraints. 
This threat is particularly pressing for 
agriculture in advanced economies, many of 
which are much closer to the technological 
limit and already producing near their 
maximum potential yields.32 

Political risks. Recent history shows 
the impact political events can have on 
commodity supply. There are numerous 
historical instances in which political events 
have triggered commodity price spikes: 
the 1972 Arab oil embargo is one example; 
another is the export declines following the 
1978 Iranian revolution; a third is the price 
shocks following Iraq’s invasion of Kuwait in 
1990.33 Some commodities are particularly 
vulnerable: nearly half the new projects to 
develop copper reserves, for instance, are in 
countries with high political risk.34  Perhaps 
more shockingly, roughly 80% of all available 
arable land on earth lies in areas afflicted by 
political or infrastructural issues. Some 37% 
of the world’s proven oil reserves, and 19% 
of proven gas reserves, are also in countries 
with a high level of political risk. Political 
decisions also drive cartels, subsidies, and 
trade barriers, all of which can trigger or 
worsen resource scarcity and push up prices 
and volatility levels 

could certainly dampen the prospects for an 
already fragile global economy, and are not 
going unnoticed by companies.

Also troubling, from a business standpoint, is 
the recent jump in the volatility of resource 
prices. For metals, food, and non-food 
agricultural items, volatility levels in the first 
decade of the 21st century were higher than 
in any decade in the 20th century 
(Figure 5).23  

Several factors have driven commodity 
price volatility over the past decade. First, 
increased demand for many metals has 
pushed prices to the far right end of their 
respective cost curves—where the cost of 
producing an additional unit of output is 
relatively high. This results in a situation 
where small shifts in demand can lead 
to disproportionately large price swings. 
Simultaneously, the exhaustion of easy-
to-access reserves has increased the 
technological requirements for extracting 
many commodities—from oil and gas to 
zinc and gold—making resource access 
more vulnerable to malfunctions and hence 
disruptions in the supply chain. Weather 
patterns and political shocks, too, have 
continually jarred supply dynamics. And 
finally, innovation in financial markets 
(including the development and proliferation 

Demographic trends. The world faces a 
unique demographic challenge over the 
coming decades—though the economic 
aspects of demographics may prove more 
difficult to manage than the population 
aspects. China and India, the two largest 
countries by population, are each poised to 
undergo a significant economic transition 
in coming decades. Looking at the recent 
past gives a sense of both the scope and the 
speed of the shift. China, starting in 1982, 
took only 12 years to double its per-capita 
GDP from USD 1,300–2,600, and India, 
starting in 1989, took only 16 years to achieve 
the same doubling.27  By comparison, it took 
the United Kingdom 154 years to make 
the same transition. Every bit as striking is 
the sheer number of people in China’s and 
India’s populations entering these periods 
of economic growth—which implies that a 
breathtaking number of new middle-class 
consumers could be entering the global 
economy if the two countries continue 
their current growth patterns. McKinsey 
anticipates the emergence of three billion 
new middle-class consumers by 2030, led 
by economic growth in these two countries 
and other rapidly growing—and significantly 
sized—emerging market economies.28 This 
mass of new spenders will have significant 
impact on resource demand, a prospect that 
underlines the potential value of introducing 
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FIGURE 4
Sharp price increases in commodities since 2000 have 
erased all the real price declines of the 20th century
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1 Based on arithmetic average of 4 commodity sub-indices: food, non-food agricultural items, metals, and energy;
 2011 prices based on average of first eight months of 2011.

SOURCE: Grilli and Yang; Pfaffenzeller; World Bank; International Monetary Fund; Organisation for 
Economic Co-operation and Development statistics; UN Food and Agriculture Organization; UN Comtrade; 
Ellen MacArthur Foundation circular economy team

FIGURE 5
Price volatility has risen above long-term trends in recent decades

Price volatility1,  in %, 10-year average ending at start of year cited2
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1 Calculated as the standard deviation of the commodity sub-index divided by the average of the sub-index over 
the time frame

2 2000-2011: 11-year average

SOURCE: Grilli and Yang; Pfaffenzeller; World Bank; International Monetary Fund; Organisation for 
Economic Co-operation and Development statistics; UN Food and Agriculture Organization; UN Comtrade; 
Ellen MacArthur Foundation circular economy team

23 Annual price volatility 
calculated as the standard 
deviation of McKinsey 
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McKinsey Global Institute
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28 McKinsey Global Institute: 
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29 The most reliable and 
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The UN’s estimates vary 
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Metal reserves 
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Corruption perceptions index 2011 

Source: Transparency International 2012

Corruption increases the cost of doing business 
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Human rights risk index 2011 

Source: Human Rights and Business Dilemmas 2011
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Water is a human right 

Water management affects peoples lives 

Water scarcity affects 1 in 3 people on every continent, 
according to the WHO, and the situation is becoming worse 
with globalisation and rising populations.  

Industrial water use is higher in rich countries, and overuse 
by agriculture and industry threatens reliability of supply. 
Water stress is now increasingly viewed as a constraint on 
economic growth, ecosystems and social justice. 
Sustainable water use is becoming more important in CSR, 
as companies recognise their own potential for both 
negative and positive impacts on water 
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Global Risk Landscape: water 
scarcity as a global top issue 
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Water management in society is complex, 
and clearly affects most cross-cutting issues 

Cross-cutting issues 

•  Poverty 

•  Human rights 

•  Equity 

•  Gender 

 

 

CSR is a strategy for engaging 
the corporate sector in cross-
cutting issues 
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When cross-cutting issues are not managed in 
relation to water, it leads to a more vulnerable society 
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Case 3: Company exposure to CSR issues 
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