Look ahead
Base metals market outlook for 2020

Poor demand, tight margins
prompt cautious outlook for
aluminium supply chain

Participants are taking a cautious approach to the aluminium
market in 2020, with poor downstream demand and low
product premiums threatening already-tight margins in the
industry.
Premiums for downstream products such as
aluminium billet in the United States and Europe
are both at record lows, forced down by an absence
of demand this year - a trend that is expected to
continue. The demand drought has primarily been
driven by a decline in the global automotive sector,
sparked mostly by US-led trade wars.

markets for them aren’t getting any better, thing
need to diversify.”

“The automotive sector remains the key headwind
for demand. Transport accounts for 38% of US
demand; 31% Europe; 48% Japan. These three
markets have all seen contraction in 2019 autos
sales - and our global automotive team see
further potential downside in 2020,” Morgan
Stanley analysts said in December.

“When you look at the record-low billet premiums,
I don’t understand how any producer can argue
for producing more. Some people upped it when
the Rusal situation happened but how can you
sustain that?” a second trader source in Europe
said.

Aluminium product premiums have reacted
accordingly, with premiums for billet in Europe at
record lows.
Fastmarkets assessed the aluminium 6063
extrusion billet premium, ddp Italy (Brescia region)
at $270-300 per tonne on Friday December 13,
down from $280-310 per tonne a week earlier
and the lowest since Fastmarkets launched the
assessment in 2012.
Fastmarkets’ assessment of the aluminium 6063
extrusion billet premium, delivered Midwest US fell
to 6-8 cents per lb on Friday November 22 from
6.5-8.5 cents per lb on November 8, with supply
continuing to outpace demand. This too is a fresh
all-time low since Fastmarkets began assessing
the US premium in March 2010.
The tepid product premiums have other producers
scouring for niche markets that could provide
better margins.
“Margins don’t work for people and of course
people will flick the switch. The P1020 is one stage
less already and there is still an oversupply of billet
and foundry,” a trader source said. “The end-user
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At current premiums, participants expect
producers to switch from value-added product
production to P1020, where the opportunity cost
to produce ingot is lower.

Some point to the recent proposal of a maximum
20% curtailment of Norsk Hydro-majority owned
Slovalco, which produces aluminium products, as
a symptom of the weak market.
“Finally, producers are thinking about shutting
down billet production,” a producer source in
Europe said.
Producers Rio Tinto and Alcoa have also launched
reviews of their smelter portfolios.
Although P1020 premiums remain muted recently
due to the persistent backwardation in London
Metal Exchange spreads, the premiums have had
a stronger 2019 overall than product premiums.
Fastmarkets assessed the benchmark aluminium
P1020A premium, in-whs dup Rotterdam at $75-90
per tonne on Friday December 13. The midpoint
of the premium averaged $81.55 per tonne in
November, up by 18% from a monthly average of
$69.09 per tonne in January.
“Duty-unpaid material can be easier for producers
to manage because there are other ways [cash
and carry] to make your money and you are less
reliant on the end demand being strong,” the first
trader source said.
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A rise in P1020 production could theoretically be
slightly bullish for the duty-unpaid Rotterdam
because an inflow of more P1020 supply
into the London Metal Exchange could lead
to wider contangos in the forward spreads.
Higher contangos are supportive of premiums
because they cover the cost of carry for market
participants, meaning they need a higher
incentive to sell their material. Throughout 2019,
the duty-unpaid market was well supported when
LME spreads were in wide contangos.

added product production, some producers
remain positive that they can still make their
money on products in 2020.

Fastmarkets’ aluminium P1020A premium, in-whs
dup Rotterdam hit a 2019 high of $105-115 per
tonne on September 4, well supported by the $30
per tonne contango in the benchmark cash/threemonth spread at the time.

The tightness caused in the product market when
US sanctions were imposed on Russian producer
Rusal in April 2018 meant that several aluminium
participants decided to opportunistically trade
products.

“With the [LME contango], the duty-unpaid
premiums will recover quite quickly, the duty
spread in Europe will continue to be a bit on the
tight side,” a third trader source in Europe said,
referring to the theoretical 3% duty that needs
to be paid when taking duty-unpaid metal in for
consumption in Europe.

At the height of billet market tightness,
Fastmarkets’ aluminium 6063 extrusion billet
premium, ddp North Germany (Ruhr region) hit a
record high of $560-600 per tonne.

Despite tougher market conditions for duty-paid
material this year, the premium has also held
up better than billet premiums. Fastmarkets’
assessment of the aluminium P1020A premium,
in-whs dp Rotterdam averaged a midpoint of
$131.11 per tonne in November, up from a monthly
average of $123.13 per tonne in January.
And despite margins being squeezed for value-
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“The numbers are tough right now, very tough.
But if too many producers go to primary then we
will be in the same situation. There is a market for
some products, you can make it work, you just
have to have the right customers. Billet is painful
but things like slab are good,” the producer source
said.

“You can make the premiums on the product;
producers will still produce both but it is not a
shock if people change their percentages to do
more primary. People always want to buy that
stuff but we have good contracts and we are able
to sign volume,” a second producer source said.
“People are happy if your billet is good, of
course you cannot get good numbers for certain
origins. Maybe those people who jumped on our
bandwagon [in 2018] will stop now,” he added. n
JUSTIN YANG
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Spot MJP aluminium premium to
remain under pressure from rising
supply, falling demand

The spot main Japanese ports (MJP) aluminium premium is
likely to remain under pressure this year due to growing supply
and weak demand amid a decline in global automobile sales,
market participants told Fastmarkets.
Fastmarkets has been assessing the aluminium
P1020A MJP spot premium, cif Japan since 2012,
with the most recent assessment of $60-70 per
tonne on December 10 the lowest ever basis the
midpoint.
Market participants have been particularly bearish
of late, noting that even if the spot MJP premium
rises in the second quarter of 2020 due to the
start of the Japanese financial year in April, the
premium is unlikely to surpass $115 per tonne, the
highest level reached in 2019.
Quarterly premiums have also been affected,
with the first deal for first-quarter aluminium
ingot supply to Japan in 2020 done at a premium
of $83 per tonne, the lowest quarterly premium
since the fourth quarter of 2016.
“Premiums are likely to stay suppressed next year
primarily because of falling demand, it’s a market
fundamental issue,” a trader source based in
Singapore said.

Challenging macroeconomic
conditions
Other wider effects are also at play.
The drawn-out trade war between the United
States and China, the world’s two biggest
economies, has caused a slowdown in global
economic growth, with one of the effects of this
being a weakened automobile sector in Asia.
The automobile sector is one of the largest end
consumers of aluminium, with the transport
sector consuming around 40% of global
aluminium output, about 28 million tonnes
worldwide.
Chinese car sales have fallen for the 15 of the last
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16 months; overall auto sales in November were
down by 9.1% year on year at 23.04 million units,
according to the China Association of Automobile
Manufacturers.
Meanwhile, Fitch Ratings anticipates an
approximately 2% decline in US passenger car
sales to 16.9 million vehicles in 2019.
This bearish sentiment has also filtered into the
domestic markets of Japan and South Korea, the
biggest consumers of aluminium in Asia, with
consumption of up to 1.8 million tonnes and 1
million tonnes per year respectively.
This year however, Japan’s imports of primary
aluminium declined by 14.2% year on year to
around 934,400 tonnes during January-August,
according to the Japanese Aluminium Association.
Meanwhile, aluminium imports dipped by 2%
year on year to 1.5 million tonnes in the first eight
months of 2019, compared with the same yearago period.
UACJ Corp, one of the world’s major producers
of rolled aluminium and one of the largest
consumers of aluminium in Japan, said at the end
of September that it intends to close one of its
domestic plants and reduce its global workforce
by 15%, according to local media reports.
And in South Korea, a declining currency and
waning domestic economy have suppressed
demand for aluminium on the whole, with most
market participants calling it a “weakened
market”.
$1 was worth 1,181 South Korean won on December
2, compared with 1,111 won on January 2.
Moreover, in the past few months of this year,
market participants say the trade war hinges
on unpredictable US trade policies, which could
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“An LME contract will offer all-in hedging for
underlying prices and premiums, which makes
things easier,” a senior trader based in Japan said.

“These smelters are
focused on increasing
their market share in
aluminium despite the
lower premiums and
profits, because their
long-term plans are
to squeeze out other
producers in the market.”
– a Singapore-based source

also bring some volatility to trade flows and thus
premiums in the coming year.
Take for instance when US President Trump
imposed tariffs on Russian aluminium producer
Rusal in April 2018. Australian producers such
as Alcoa and Rio Tinto took advantage of the
situation to increase their aluminium exports to
the US.
The sharp increase in Australian aluminium
exports later also prompted the US to issue
a warning to Australia to stop exporting its
aluminium units there, causing a shift in
aluminium exports away from the US to Asia and
changing its trade flow.
Spot premiums also became more volatile as a
result.
The spot MJP premium had risen to as high as
$180-200 per tonne on April 16, 2018, as assessed
by Fastmarkets, primarily due to the tariffs.

Supply ramp-up in Asia
This year has already seen an extra 12,000 tonnes
of material enter the Japanese market since
September, due to the ramp-up of operations at
the Brazil-based Albras smelter, in which Norsk
Hydro has a 51% share, and the remaining 49%
owned by the Japanese consortium Nippon
Amazon Aluminium Corp (NAAC).
Meanwhile, other producers in Asia announced
plans to increase their smelter production.
In China, the government announced a plan
to restart some of its previously shutdown
aluminium smelters; smelters which were forced
to shut in 2017-2018 due to non-compliance with
environmental regulations.
“Production capacity from these smelters could
come up to 500,000 tonnes at the end of 2020,
and this extra production will be slated for delivery
as exports to the global market,” Tom Price, head
of commodities research at Macquarie said at
the Aluminium Corp of China’s in-house event on
November 7.
Press Metals, an aluminium producer based in
Malaysia, recently announced a ramp-up of its
smelting capacity of up to 1.08 million tonnes per
year starting from the fourth quarter of 2020, from
its current capacity of 760,000 tonnes per year.
India-based producer Vedanta also has plans to
raise aluminium smelter production capability by
30% to 3 million tonnes per year, within two and a
half years, it announced in August this year.
“The increase in supply from Vedanta could come
up to maybe about 100,000 tonnes a year but it is
enough to pressure prices down,” a second source
at Singapore-based trading house said.
“These smelters are focused on increasing their
market share in aluminium despite the lower
premiums and profits, because their long-term
plans are to squeeze out other producers in the
market,” he added. n
Alice Mason in London contributed to this report.
KAREN NG

In order to mitigate the increased risk due to the
choppy headwinds from unstable macroeconomic
conditions, traders have turned to hedging using
forward contracts on exchanges around the world
such as the LME.
The LME in response also announced in November
that it will launch a new cash-settled MJP
aluminium premium contract settled against a
Fastmarkets price.
The contract will be settled against the monthly
average of Fastmarkets’ aluminium P1020A spot
cif MJP price and is likely to be launched in the
second half of 2020.
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US aluminium scrap market
foresees bleak year ahead

The outlook for US aluminium scrap prices in 2020 appears
gloomy on the surface while the market in the United States
remains plagued by oversupply, market sources say.
But pockets of optimism remain, with some
participants suggesting that prices have now
bottomed out.
“It changes every day. One day people think
[China’s] going to take more product, more
copper and aluminium, and the next day
everyone’s saying they’re having a slowdown. I
think it should have a positive impact but I don’t
know when we’ll see it,” a buyer source in the US
said, referring to the interim trade deal agreed
between China and the US last month.
In the US, domestic aluminium scrap prices
continued to trend downward in 2019 and some
are now closing in on levels not seen since early
2009 following the 2008 financial crash; some fear
they may set new lows this year.
Fastmarkets assessed aluminum scrap mixed
low copper clips, buying price, delivered Midwest
secondary smelters at 38-40 cents per lb on
December 30, 2019, only marginally above the
all-time low of 33-34 cents per lb seen in January
2009. The price started 2019 at 52-54 cents per lb.
Weakening prices have been fueled by rampant
oversupply and, with sources expecting no
significant increase in demand in the near future,
it would seem that 2020 is set to be another
difficult year for those in the scrap business.
“For something to fundamentally shift so that
demand improves? I don’t see that happening,”
a trader source said. “The secondary prices are
still so low. There’s no real demand and there’s far
more supply. I don’t see these [prices] jumping.”
In the US, product oversupply in the second half
of last year has kept aluminium scrap prices on
a downward trajectory. Reduced buying in the
summer period resulted in an accumulation of
material that was then built upon further when
buying from China decreased as a result of copper
and aluminium scrap import quotas.
China remains the leading destination for US
aluminium scrap despite imports falling 25.8%
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to 337,128 short tons for January-October 2019
compared with the prior year.
Volumes decreased even further toward the end
of last year after companies quickly reached
their allocated quotas; Chinese imports of US
aluminium scrap in October were 76.4% lower
than the same month a year earlier at 7,362
short tons.

New scrap destinations
Despite the signs pointing to sustained weak
demand, some in the industry are optimistic that
the global aluminium scrap market may recover
in 2020.
The Chinese government is expected to announce
the renaming of aluminium and copper scrap in
the first quarter of this year, which could prevent
their inclusion on an outright ban on imports of
solid waste that is expected before the end of
2020.
“I see the first quarter going up moderately at this
point,” one US seller source said. “Scrap seems to
be finding new homes, either new countries or the
same countries but in different forms.”
South Korea has remained the second-largest
importer of US scrap behind China, having
imported 248,757 short tons in January-October
2019, a year on year increase of 15.8%.
US scrap deliveries to Malaysia have also surged
while direct imports to China have slowed,
increasing by 46.1% over the same period to
236,876 short tons.
Indian absorption of scrap has also increased to
replace Chinese imports, rising by 32.9% year on
year to 224,058 short tons in the January-October
period.
Some secondary scrap prices rebounded slightly
at the end of 2019 after scrap producers tried to
reduce output in an attempt to give the market
a boost.
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“Twitch in particular has been a challenge in
getting deliveries from all major producers... [They
are] citing low availability of zorba,” a second
buyer source said.
Fastmarkets’ aluminum scrap non-ferrous auto
shred (90% Al) (Twitch) buying price, delivered
to Midwest secondary smelters increased over
two sessions in early December to 36-39 cents
per lb on December 9 from 34-37 cents per lb on

December 2. The price was most recently at 37-40
cents per lb on December 30 after rising to that
level in mid-December.
“I do think they’re going to hit new lows,” the first
buyer source said. “And I have no idea how it’s
going to play itself out but there’s going to be
consternation and strife.” n
JENNY STEWART

Lackluster stainless steel, EV
growth may keep nickel bulls at bay

An already-volatile nickel market will continue to face
uncertainty in 2020 while demand wanes and stocks rise amid
slowed growth expectations from both the stainless steel and
electric battery sectors, market participants predicted.
It is widely acknowledged that nickel demand will
be driven by the stainless steel and electric vehicle
(EV) battery markets, but many analysts expect
stainless steel production growth to slow this
year, while supply-chain and demand timelines for
nickel use in EV batteries remain cloudy at best.
Nickel stock levels on the London Metal Exchange
more than doubled over the course of December,
to 150,690 tonnes on Monday December 30 from
68,982 tonnes on December 2.
At its conference in November, China’s Antaike
estimated that the global nickel supply deficit
shrink halve to 20,000 tonnes in 2020, pointing
to a slackening supply picture at a time when
demand may be set to decrease.
The LME’s three-month nickel price has
depreciated in line with this more liquid stock
picture, trading around $14,235 per tonne on
December 30 - compared with a year-to-date
high of $18,475 per tonne on September 2 - amid
news of an expedited Indonesian ore ban, which
precipitated supply concerns that appear to have
ebbed somewhat.
Rising LME stocks, a reduced global supply deficit
and a waning LME three-month nickel price
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have given rise to bearish market attitudes
as 2020 begins.

EV uncertainty
“Nickel’s demand outlook should remain bright,
especially from the electric vehicle sector of the
automotive industry,” Fastmarkets analyst Andy
Farida said.
Indeed, Fastmarkets analysts estimate that
500,000 tonnes of refined nickel will be used
annually in lithium-ion (Li-ion) batteries for EVs by
2025, up from 100,000 tonnes in 2018.
That growth in nickel consumption comes even
before the wider adoption of the nickel-cobaltmanganese (NCM) 8-1-1 battery, which the
market expects to become an industry staple. Still,
the increase in demand that battery could bring
remains a long way off.
“A recent report drafted by the Ministry of
Industry & Information Technology indicates that
China will step up its efforts to be a leader in
autonomous cars and is aiming for a quarter of all
cars sold in the country to be new-energy vehicles
[NEVs] by 2025,” Farida added. “NEVs include
electric cars, hybrids and fuel-cell vehicles.”
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But ED&F Man analyst Edward Meir estimated that
EV market uptake would rise by just 5 percentage
points to comprise 9% of global vehicle sales by
2022, up from 4% at present, meaning it will take
significant time for EV buying to come to the
forefront of automotive industry sales. This will
affect the timeline for increased nickel demand
from the EV battery sector.
And financial adviser Morgan Stanley supports
this view, asserting that EV sales are unlikely to
surpass those of internal combustion engine (ICE)
vehicles until 2036.
And while some bullish participants expect that
tipping point to come earlier, most believe the
timeline indicates that the effects of EV demand
on the price of nickel, in addition to physical EV
demand, are still some way off.
“The trend is definitely that EV demand is moving
up, and that demand for internal combustion
engines is moving down,” Meir said. “But there will
not be much EV action for nickel in 2020.”

Softer stainless steel
output expected
Demand from the stainless steel market is
expected to remain the dominant driver for nickel
in 2020, accounting for an estimated 70% of nickel
market share.

But while China’s stainless steel output, which
accounts for approximately 50% of global
production, increased by 9.4% year on year to
29 million tonnes in 2019, that growth rate is
expected to slow to just 3.4% in 2020, according
to market research and consultancy firm Beijing
Antaike Information.
“It is certain that this year’s stainless steel output
growth is unlikely to duplicate last year’s, amid
a poor global macroeconomic situation and
ongoing trade tension between China and the
United States... What is uncertain is whether
2020 will actually see a decline, given the
current loss-making situation at stainless steel
mills,” a China-based stainless steel trader told
Fastmarkets.
“Apart from China, the rest of the world has
seen relatively stable stainless steel output, with
just minor declines for the past several years, so
China holds the key to potential stainless steel
growth. If China can’t keep up the increase,
then the global stainless steel market can’t see
growth,” a raw materials procurer at a stainless
steel mill said.
Stainless steel mills in China underwent minor
production cuts in 2019 after making losses amid
high regional stock levels and lackluster demand.
Market participants worry that the stainless steel
cuts could persist this year and weigh on nickel
demand.
“Stainless steel production in China has been
operating at a loss since November, and now
stainless steel mills stand to lose 200-300 yuan
($29-43) per tonne,” a Shanghai-based analyst
said.
“It is estimated that production cuts will total
about 60,000 tonnes in December, which is not
much compared with China’s average monthly
output of 2.41 million tonnes. But as we enter
2020, the market is worried that production cuts
at stainless steel mills will become a norm this
year if stainless steel production losses continue.
This will mean that stainless output in 2020
will fall, and nickel demand will be dampened
accordingly,” the analyst added.
Fastmarkets assessed the price of stainless steel
cold-rolled coil 2mm grade 304 domestic, ex-whs
China at 14,150-14,900 yuan per tonne including
value-added tax for the week ended December 11,
down from 14,400-15,000 yuan per tonne a week
earlier as stainless steel mills reduced offers to
prompt sales as part of their destocking activity,
in line with slackening demand. That price was
assessed at 14,300-15,100 yuan per tonne on
December 25.
Fastmarkets research forecast a $16,000-pertonne base case for the LME three-month nickel
price going into the first quarter of 2020. And
while this constitutes an increase from the current
$14,000-per-tonne level, it is a far cry from the
2019 high of more than $18,000 per tonne. n
VIOLET LI, AMY HINTON
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Alumina prices widely seen by
market as suppressed in 2020;
consumers investing upstream

Benchmark alumina prices have failed to trade above $300 per
tonne since August 2019 and are likely to remain under pressure
in 2020 partly because aluminium companies are diversifying
along the supply chain, market participants said.
There has been a sharp drop in alumina prices in
2019 - Fastmarkets’ benchmark alumina index,
fob Australia averaged $279.56 per tonne in
November, 26.8% lower than the January average
of $381.69 per tonne.
This is a stark difference from the dramatic price
rises of 2018 caused by the 50% curtailment at
Norsk Hydro’s Alunorte refinery, which pushed the
index up to a record high of $707.75 per tonne.

“The new EGA refinery means they do not need to
compete for every tender, it takes one more buyer
out of the situation. And we are already expected
to be in surplus,” a trader source said.

The rapid rise in prices prompted some consumers
to invest in alumina assets and aluminium
companies to streamline their portfolios.

Alongside EGA’s new refinery, Press Metal, the
largest aluminium producer in Southeast Asia, in
November finalized a shareholder agreement with
Bintan Alumina Indonesia (BAI) for 25% of the
company, which will allow them to “secure a longterm supply of alumina.”

“Although prices in the last six months have been
kinder to consumers for their margins, everybody
has the 2018 spike in the back of their minds - and
a number of companies decided to change the
way they do things,” a consumer source said.

The investment will go toward a second phase of
the Indonesia-based alumina project to double
capacity to 2 million tpy. When the refinery is fully
operational it is expected to supply Press Metal’s
smelter with 70% of its alumina needs.

Aluminium producer EGA began production at its
new Al Taweelah alumina refinery in April. It is the
first alumina refinery in the United Arab Emirates.

“Companies are finding ways to divest their
assets. Nobody wants to be caught short if
another refinery gets into a Hydro situation again,
if you can diversify then you will cover yourself,” a
producer source said.

The refinery is expected to produce around 2
million tonnes per year of alumina when it is fully
ramped up in 2020. It will meet around 40% of
EGA’s alumina feedstock needs, meaning the
consumer will require significantly less alumina
from the spot market.
“Al Taweelah alumina refinery, and our bauxite
mining project in Guinea where construction
continues, secures our supply of raw materials
at competitive prices and will strengthen EGA’s
business for decades ahead,” Abdulla Kalban,
EGA’s managing director and chief executive
officer, said earlier this year.
The $3.3-billion investment comes after EGA’s
net income dropped by 64% in 2018 due to high
raw materials costs. Last year the company’s
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net income fell to 1.2 billion UAE dirham ($277.7
million) from 3.3 billion dirham in 2017.

“But it puts spot prices under pressure because
there will be more supply around and less demand.
It’s not great when aluminium demand is bad
enough as it is,” he added.

Company reshuffles
“[Alumina] prices hitting $707 per tonne and
even being at over $500 per tonne for a sustained
amount of time really opened people’s eyes especially the big aluminium companies that had
been leaving their alumina book separate,” a
second trader source said.
“A lot has changed in 2019 with companies
diversifying how their aluminium supply chain
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looks internally and that’s to stop the worrying
margins happening again,” he added.
In March, trading house Glencore merged its
aluminium and alumina departments, with Robin
Scheiner heading it following the departure of
David Streule.
Trafigura also reshuffled its non-ferrous metals
teams with Philippe Mueller, who was the global
head of refined aluminium, now in charge of
the alumina business as well and promoted to
global head of aluminium and alumina in May,
Fastmarkets reported in May.

Surplus market for 2020
On top of the new projects, Hydro’s Alunorte
refinery in Brazil will be back to operating at full
capacity from 2021, adding extra tonnage back to
the market.
The refinery’s utilization rate reached 83% of its
capacity in the third quarter of this year following
the end to federal court-imposed embargoes. Its
full production capacity is 6.3 million tonnes.
“The main thing is next year there is going to a
surplus. We have poor aluminium demand, poor
aluminium prices are low and there will be excess
alumina,” a third trader source said.
Alcoa said in October that it expects a surplus
of 1-1.8 million tonnes for the end of 2019. While
at the end of this year, they also predict a large
surplus of 15-19 million tonnages of bauxite.

“A lot has changed in
2019 with companies
diversifying how their
aluminium supply chain
looks internally and that’s
to stop the worrying
margins happening
again.”
– a trade source
“Our merged books enable us to take a more
holistic approach to meeting our customers’
requirements in terms of long-term supply security
and tailor-made financing solutions. Overall
trading volumes increased again this year and we
were able to further strengthen our global position
as the largest global independent alumina and
aluminium trader,” Trafigura said in its 2019 annual
report on December 11.
“Everything is more streamlined now with a lot
of companies; people are looking at the supply
chain as one big picture,” a second consumer
source said.
“In 2018, the ridiculously high alumina prices were
killing smelter margins but this year the rubbish
aluminium demand is killing alumina prices. It is all
connected - it always is,” he added.
Producer Alcoa also made big changes in
November; restructuring meant Timothy Reyes is
now charge of the aluminium supply chain, while
the executive vice presidents and presidents of
alumina, and bauxite left the company.
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The benchmark daily alumina index, fob Australia,
was calculated at $278.19 per tonne on December
16. It has remained stable roughly between $270
and $280 per tonne for several weeks.
“The last month or so we have seen a more stable
alumina market but little chance for it to rally
much higher - I think that will be the story next
year too unless there is a big production cut,” the
first trader source said.
Demand from China continues to support prices
in Australia from falling even lower but China has
imported a significant volume recently and now
domestic Chinese prices are falling.
Alumina metallurgical grade, ddp China has fallen
to 2,330-2,450 yuan ($333-351) per tonne as of
December 12 from 2,500-2,600 yuan per tonne at
the start of November.
“We can’t continue to rely on China unless they
switch off some production and consistently
need to import. The way things look for 2020 it is
bearish for the alumina market,” a fourth trader
source added.
The benchmark London Metal Exchange
aluminium three-month price averaged $1,765 per
tonne in November, down from $1,949 per tonne
in November 2018. Aluminium premiums have also
been suppressed by a persistent backwardation in
LME spreads.
Fastmarkets’ aluminium P1020A, in-whs dup
Rotterdam, premium was $80-90 per tonne on
December 16, significantly lower than September
when it was at a high of $105-115 per tonne.
“Demand along the whole supply chain isn’t
great right now and in the immediate near term
there doesn’t seem a good argument for stronger
alumina prices,” the first consumer concluded. n
ALICE MASON
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Copper price gains underpinned by
favorable long-term prospects

Given the right impetus, copper has the best long-term
prospects among the base metals complex, which was
exhibited by the red metal’s price rally in December 2019.
Copper prices began to rise on the London
Metal Exchange in the run-up to year-end 2019,
responding to the first signs of a thaw in the
protracted trade war between the United States
and China.

is one of the metals poised to benefit the most
as the world moves toward renewable energy.
Demand is expected to rise in tandem with
increased use of solar and wind energy, along with
greater use of electric vehicles.

The copper LME official three-month contract
closed at $6,201 per tonne ($2.81 per lb) on
Monday January 13, up by 11.5% from the more
than two-year low of $5,562 per tonne on
September 3 after the US-China trade war took a
toll on pricing. The September low marked a 23.5%
decline from the nearly four-and-a-half-year high
of $7,268 per tonne on June 8, 2018.

Switch to supply surplus in 2020

But it’s not only a ‘phase one’ US-China trade
deal, slated to be signed on January 15, that is
lending support to higher copper pricing, INTL
FCStone senior metals analyst Natalie Scott-Gray
told Fastmarkets.
“Copper is very much an indicator of economic
health, therefor the macro environment does play
a significant part in price direction,” she said.
“However, the drivers behind copper are more
intricate, particularly at present.”
Falling global stocks, an improving demand
outlook, prior investor positioning and future
supply constraints are supporting higher copper
prices, Scott-Gray said.
LME copper stocks stood at 130,000 tonnes at the
close on January 12, down by 38.6% from 208,525
tonnes at the end of November, while on-warrant
material fell to 98,625 tonnes from 120,000
tonnes. Total stocks ticked lower on Tuesday, to
128,100 tonnes.
Fastmarkets analyst Boris Mikanikrezai echoed
Scott-Gray’s bullish outlook.
“We expect global refined copper consumption
growth to accelerate to 2% this year from 1%
last year on the back of a recovery in global
manufacturing activity, especially in China,” he
said in a report on January 13.
Apart from traditional uses of the metal, copper
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The International Copper Study Group estimated
the refined copper market at a 320,000-tonne
deficit for 2019, but has forecast a surplus of
281,000 tonnes in 2020.
But Commerzbank has indicated this surplus
number is “too optimistic,” given that ongoing
anti-government protests in Chile - a major
copper producer - show no signs of ceasing.
“Production is still hampered for various reasons
in many places, and there are already signs that
some of the disruptions to production will continue
into [2020],” Commerzbank said late last year.
Chile has been subjected to widespread protests
against high living costs and the country’s weak
social security system. This resulted in strike
action and walkouts at the major mines owned by
Codelco and Antofagasta.
These supply disruptions had partly prevented
the copper price from falling further, but the
continued protests led Chilean copper output to
fall by 6.7% year on year in November 2019.
Additionally, copper supply from China faces
growing uncertainty after smelter Donying
Fangyuan’s bank accounts were frozen by court
order and due to the possibility of production cuts
in 2020, Fastmarkets analyst Andy Farida noted on
January 10.
“Going forward, the situation at Dongying
Fangyuan will remain a key focus of China’s
copper smelting industry, which is now considering
capacity cuts to boost processing charges,” Farida
said of the troubled smelter.
Donying Fangyuan produced 748,000 tonnes of
copper cathode in 2018, making it China’s largest
private copper smelter.
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Underinvestment in copper mining
supports bullish price outlook

copper ore could fuel a potential shortage of the
red metal.

In the 2000s, increased demand for copper due to
a rapid expansion in China’s economy - at a rate
of up to 14% per year in 2005 - bolstered copper
prices, according to the World Bank.

For example, Codelco produced 1.68 million tonnes
of refined copper in 2018, down from 1.73 million
tonnes in 2017, reflecting the decreased copper
content in mined ore.

In the middle of that decade, the LME threemonth official copper prices surged to a high of
$10,124 per tonne in mid-February 2011 from a low
of $1,340.50 per tonne in early November 2001,
according to Fastmarkets’ price archives.

Copper needs to be ‘well above’
$3 per lb to attract investments

This supercycle prompted a flurry of capital
expenditure activity from 2012-13, with $12-13
billion invested in new copper supply sources.
This was partly responsible for sending copper
prices down since then, according to Stephen Gill,
managing partner at Zug, Switzerland-based Pala
Investments.

“Important investments won’t happen at $2.60
per lb,” Cussen said. “The copper price needs to be
well above $3 per tonne ($6,614 per tonne) for new
investments to occur.”
Pala Investments’ Gill agreed. “Either the
world demand for copper [will need to] shrink
substantially or the incentive price of $7,800-8,000
per tonne [$3.53-$3.63 per lb will need to be]
reached,” Gill told Fastmarkets.

The end of the supercycle had a “massive” impact
on mining companies, according to Juan Carlos
Guajardo, founder and executive director of
Chilean mining consultancy Plusmining.

Pala Investments is a majority shareholder of US
copper mine Nevada Copper, whose Pumpkin
Hollow project is the first US copper mine to
commence production in the past decade.

“While the supercycle brought an enthusiastic
growth in investments, the downward [price]
trend since 2012 has constrained the financial
position of the companies which are struggling to
control debt and regain shareholders confidence,
therefore making it difficult to focus on growth,”
Guajardo told Fastmarkets.

About $8-10 billion in sustained annual capital
expenditures are required “just to maintain current
copper mine output,” Gill said.

Patrick Cussen, who heads up Chilean consultancy
Celta and was formerly managing director of Chile
Copper Ltd, noted that current supply risks “are
not major,” although declining grades of mined

The capital cost for bringing new copper supply
online is around $18,000 per tonne, he added,
so if 5-6 million tonnes of additional output is
required over the next five to seven years to meet
the world’s growing copper usage, investments
in the industry need to total about $12-17 billion
annually. n
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