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Copper is an increasingly scarce resource. The
energy transition has increased demand while
supply remains sticky. As a result, copper theft is
reaching all-time highs. This year, nearly $200
million of copper was stolen from Europe’s largest
producer, Aurubis. In the US, the LA Bureau of
Street Lighting noted a tenfold increase in theft of
copper cabling, plunging whole neighbourhoods into
darkness. Since copper prices have increased
significantly in the last five years, now is a critical
time to consider the overall industry dynamic.

Since 2018, we have been building our exposure to
the copper price through miners and financials in
commodity-exporting economies, and our views on
the supply and demand imbalance have remained
relatively consistent.

As outlined in our year-end report, First Quantum
Mineral’s (FQM) Cobre mine in Panama has been
moved to ‘care and maintenance’ whilst FQM and
the government are locked in a dispute. This has
been highly disappointing. The key question is: is
now a good time to add to your copper exposure?

In assessing the supply and demand dynamics, the
short answer for supply is that not much has
changed. It takes an average of 16.5 years from
investment to production; 12 years for exploration
and feasibility studies and 4-5 years for the
construction phase. The Cobre situation highlights
the challenges in extracting this crucial resource,
but FQM is not alone in facing challenges. Fires
delayed progress in Russia’s Udokan mine and a
myriad of problems have affected Anglo American.

Together, these issues represent millions of tonnes
of global supply. In simple terms, this lag between
supply and demand means that the copper supply
we have today is a result of greenfield investment
before 2008, when EVs weren't part of the
consideration. For reference, Tesla didn’t go public
until 2010.

In September 2023, the International Energy
Agency (IEA) published a stark gap between
expected copper supply (25MT) and demand
(35MT) in their anticipated Net Zero Scenario, 2030.
As with all inputs, we should be cautious of placing
too much emphasis on single data points that may
have inherent biases. However, it is consensual that
supply will barely grow between now and 2030!

However, differences of opinion begin to emerge on
the demand side. There is good reason for this:
copper has a variety of valuable properties, which
means a wide variety of industries impact demand:

e Its conductive properties make it essential
for copper wires in devices, homes, grids,
electric vehicles, wind turbines, telecoms,
etc.

e The combination of anti-corrosion and
durability makes it an ideal choice in various
industries, from ship hulls and ammunition to
household plumbing.

e The anti-microbial properties make it an ideal
choice for regularly touched surfaces, like
door handles.
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Nonetheless, we are increasingly cautious that high
prices can lead to substitution and thrifting. |
certainly didn’t think twice when my plumber showed
me the difference in cost between plastic and
copper pipes under my floorboards. In cabling,
copper isn’'t the only metal offering conductivity.
Aluminium is one-third the weight of copper and 60
per cent cheaper, thanks to being 1,000 times as
abundant.

An EV can use up to 80 kilograms of copper, a stark
contrast to the 20 kilograms typically used in a
conventional combustion engine vehicle, and a
recent report by Goldman Sachs revealed that EVs
accounted for two-thirds of the global copper
demand growth last year. While the long-term
trajectory for the EV industry remains clear, we are
conscious that cost, lack of choice, and lack of
infrastructure may slow global EV demand in the
near term. Additionally, Elon Musk hopes upgrading
batteries from 12V to 48V (which reduces electrical
load) could reduce copper usage within EVs by 10-
25 per cent.

Copper tends to trade as a bellwether of economic
sentiment, where there are equally split opinions.
There is much to consider here; on the one hand, the
Fed cutting rates has typically been good for the
price of copper. On the other hand, concerns around
China’s economy feel significantly pronounced and
perhaps overblown. Some may argue that Chinese
renewable installations are slowing, and others may
point out that installations are outpacing grid
capacity. Notably, China consumed more copper in
2023 than any year before.

With most of the world’s copper produced in
Emerging Market countries, keeping abreast of the
market dynamics is important, as is constantly re-
examining our long-term supply/demand
assumptions. That said, our edge here likely lies in
the ability to differentiate between what are simply
short-term impacts on supply or demand and what
are the levers that could significantly change our
long-term supply-squeeze thesis. FQM'’s
Panamanian squabbles are annoying but don’t shift
the dial materially. Substitution or a step change in
battery or transmission technology is potentially far
more significant. However, there is little to suggest
these are sufficient to alter the imbalances we
forecast. So, for the time being, our main challenge
remains finding the best companies in EM to
maintain or potentially increase your copper
exposure.
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Risk factors and important information

The views expressed should not be considered as
advice or a recommendation to buy, sell or hold a
particular investment. They reflect opinion and
should not be taken as statements of fact nor should
any reliance be placed on them when making
investment decisions.

This communication was produced and approved
in January 2024 and has not been updated
subsequently. It represents views held at the time
of writing and may not reflect current thinking.

Potential for profit and loss

All investment strategies have the potential for profit
and loss, your or your clients’ capital may be at risk.
Past performance is not a guide to future returns.

This communication contains information on
investments which does not constitute independent
research. Accordingly, it is not subject to the
protections afforded to independent research, but is
classified as advertising under Art 68 of the Financial
Services Act (‘FinSA’) and Baillie Gifford and its staff
may have dealt in the investments concerned.

All information is sourced from Baillie Gifford & Co
and is current unless otherwise stated.

The images used in this communication are for
illustrative purposes only.

Important information

Baillie Gifford & Co and Baillie Gifford & Co Limited
are authorised and regulated by the Financial
Conduct Authority (FCA). Baillie Gifford & Co
Limited is an Authorised Corporate Director of
OEICs.

Baillie Gifford Overseas Limited provides investment
management and advisory services to non-UK
Professional/Institutional clients only. Baillie Gifford
Overseas Limited is wholly owned by Baillie Gifford
& Co. Baillie Gifford & Co and Baillie Gifford
Overseas Limited are authorised and regulated by
the FCA in the UK.

Financial intermediaries

This communication is suitable for use of financial
intermediaries. Financial intermediaries are solely
responsible for any further distribution and Baillie
Gifford takes no responsibility for the reliance on this
document by any other person who did not receive this
document directly from Baillie Gifford.

Europe

Baillie Gifford Investment Management (Europe)
Limited provides investment management and
advisory services to European (excluding UK) clients.
It was incorporated in Ireland in May 2018. Baillie
Gifford Investment Management (Europe) Limited is
authorised by the Central Bank of Ireland as an AIFM
under the AIFM Regulations and as a UCITS
management company under the UCITS Regulation.
Baillie Gifford Investment Management (Europe)
Limited is also authorised in accordance with
Regulation 7 of the AIFM Regulations, to provide
management of portfolios of investments, including
Individual Portfolio Management (‘IPM’) and Non-Core
Services. Baillie Gifford Investment Management
(Europe) Limited has been appointed as UCITS
management company to the following UCITS
umbrella company; Baillie Gifford Worldwide Funds
plc. Through passporting it has established Baillie
Gifford Investment Management (Europe) Limited
(Frankfurt Branch) to market its investment
management and advisory services and distribute
Baillie Gifford Worldwide Funds plc in Germany.
Similarly, it has established Baillie Gifford Investment
Management (Europe) Limited (Amsterdam Branch) to
market its investment management and advisory
services and distribute Baillie Gifford Worldwide Funds
plc in The Netherlands. Baillie Gifford Investment
Management (Europe) Limited also has a
representative office in Zurich, Switzerland pursuant
to Art. 58 of the Federal Act on Financial Institutions
(FinlA’). The representative office is authorised by the
Swiss Financial Market Supervisory Authority (FINMA).
The representative office does not constitute a branch
and therefore does not have authority to commit
Baillie Gifford Investment Management (Europe)
Limited. Baillie Gifford Investment Management
(Europe) Limited is a wholly owned subsidiary of Baillie
Gifford Overseas Limited, which is wholly owned by
Baillie Gifford & Co. Baillie Gifford Overseas Limited
and Baillie Gifford & Co are authorised and regulated
in the UK by the Financial Conduct Authority.
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Hong Kong

Baillie Gifford Asia (Hong Kong) Limited

FAZETEYN (F ) A BRA ] is wholly owned by Baillie
Gifford Overseas Limited and holds a Type 1 licence
from the Securities & Futures Commission of Hong
Kong to market and distribute Baillie Gifford’s range
of collective investment schemes to professional
investors in Hong Kong. Baillie Gifford Asia (Hong
Kong) Limited #1551 (F#) 7[R can be
contacted at Suites 2713-2715, Two International
Finance Centre, 8 Finance Street, Central, Hong
Kong, Telephone +852 3756 5700.

South Korea

Baillie Gifford Overseas Limited is licensed with the
Financial Services Commission in South Korea as a
cross border Discretionary Investment Manager and
Non-discretionary Investment Adviser.

Japan

Mitsubishi UFJ Baillie Gifford Asset Management
Limited (MUBGAM’) is a joint venture company
between Mitsubishi UFJ Trust & Banking
Corporation and Baillie Gifford Overseas Limited.
MUBGAM is authorised and regulated by the
Financial Conduct Authority.

Australia

Baillie Gifford Overseas Limited (ARBN 118 567 178)
is registered as a foreign company under the
Corporations Act 2001 (Cth) and holds Foreign
Australian Financial Services Licence No 528911.
This material is provided to you on the basis that you
are a ‘wholesale client’ within the meaning of section
761G of the Corporations Act 2001 (Cth)
(‘Corporations Act’). Please advise Baillie Gifford
Overseas Limited immediately if you are not a
wholesale client. In no circumstances may this
material be made available to a ‘retail client’ within
the meaning of section 761G of the Corporations
Act. This material contains general information only.
It does not take into account any person’s objectives,
financial situation or needs. South Africa.
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South Africa

Baillie Gifford Overseas Limited is registered as
a Foreign Financial Services Provider with the
Financial Sector Conduct Authority in South Africa.

North America

Baillie Gifford International LLC is wholly owned by
Baillie Gifford Overseas Limited; it was formed in
Delaware in 2005 and is registered with the SEC.

It is the legal entity through which Baillie Gifford
Overseas Limited provides client service and
marketing functions in North America. Baillie Gifford
Overseas Limited is registered with the SEC in the
United States of America. The Manager is not
resident in Canada, its head office and principal
place of business is in Edinburgh, Scotland. Baillie
Gifford Overseas Limited is regulated in Canada as a
portfolio manager and exempt market dealer with
the Ontario Securities Commission (‘OSC’). Its
portfolio manager licence is currently passported
into Alberta, Quebec, Saskatchewan, Manitoba and
Newfoundland & Labrador whereas the exempt
market dealer licence is passported across all
Canadian provinces and territories. Baillie Gifford
International LLC is regulated by the OSC as an
exempt market and its licence is passported across
all Canadian provinces and territories. Baillie Gifford
Investment Management (Europe) Limited (‘BGE’)
relies on the International Investment Fund Manager
Exemption in the provinces of Ontario and Quebec.

Israel

Baillie Gifford Overseas Limited is not licensed under
Israel’s Regulation of Investment Advising,
Investment Marketing and Portfolio Management
Law,5755-1995 (the Advice Law) and does not carry
insurance pursuant to the Advice Law. This material
is only intended for those categories of Israeli
residents who are qualified clients listed on the First
Addendum to the Advice Law.
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