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Metals’ mettle

Strength in copper and nickel has pushed the LME metals index to a
three month high. Are aluminium cuts coming?

Source: Shutterstock
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Aluminium output reaches record levels

LME aluminium has traded fairly sideways over the past few weeks, with talk of reducing Chinese
smelting capacity offset by higher production. The generally stronger price environment has seen
others planning to bring back idle capacity. There has been a lot of noise around Chinese capacity
cuts but production data tells a different story. Figures from the International Aluminium Institute
shows that Chinese aluminium output increased 9.1% YoY to a record high of 97.7kt/d in June
2017. This saw global aluminium production also reach a record 173kt/d, up 5.7% year-on-year.
Cumulative global production over the first half of the year increased 6% YoY to 30.3mt, and given
current prices, the trend is unlikely to be very different from the rest of the year.
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Global aluminium profitability (USD/t)
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The return of smelting capacity

Stronger aluminium prices have been enough of an incentive for producers to increase CapEx and
restart idle capacity. Recently, Alcoa announced it would restart three of five pot-lines at its
Warrick smelter in the US by the second quarter of next year.

Strengthening prices, stricter controls on aluminium imports and
growing demand from industry have all supported the restart.

The Russian producer, Rusal, is also increasing capacity. With an average profit margin of above
US$200/t, and a widening global deficit, there is enough incentive for producers to bring back
capacity or resume previously shelved projects, something the Chinese producer Honqggiau is also
now doing.

A tight market for zinc and lead

After strong gains in May to June, LME zinc has been trading flat at around USD 2,750/t over the
past few weeks, while lead has fallen 2% MtD to USD 2,240/t. An early end to a strike at a mine in
Peru along with producer pricing appears to have capped the market for the moment. China's
refined zinc output increased by more than 13% MoM, just short of a record high of 562kt in
November 2016.

Higher levels of producer pricing suggest there'll be less selling
pressure coming from producers.

On 6 July, major zinc producer, Nyrstar indicated it had hedged nearly 70% of its zinc production
for the first half of 2018. LME exchange data show that the gross short position of producers,
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merchants, processors and users in LME zinc increased to more than a two year high of 157,038
lots on 13 July 2017. That highlights the large amount of producer pricing that we have seen in the
market as a result of stronger prices. A widening zinc deficit remains supportive for the market,
however, and we continue to believe the stronger price environment should lead to mine capacity
returning.
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Nickel and tin extend gains

LME nickel has rallied around 9% from levels seen in early July, with improving demand from the
steel sector. Tin prices have also extended gains on the back of low LME inventory. Indonesia is
moving to boost nickel supply, not least by issuing an export permit to one company, Ceria
Nugraha Indotoma. There are also increasing prospects of more supply from the Philippines.

Growing nickel supply from Indonesia and the Philippines is likely
to keep a lid on nickel prices.

Increased exports from China could help refill LM tin warehouses, where inventories have been at
their lowest levels since 1989. So, low tin stocks offer support in the short term but watch out for
potentially higher Chinese output in the future. China has recently removed a 10% export duty on
Chinese tin exports and those exports are now picking up.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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