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China’s primary aluminium supply
quickly improves as pragmatism wins

China s National Bureau of Statistics reports 3.36mln tonnes of primary
production in April, its record high after faster production recovery from
smelters in the south-west of the country. It s a win for pragmatism
which has seen authorities recalibrate priorities and local governments
support for restarts which were facing economic fallout

China's primary aluminium production has recovered from the lows seen in the second half of
last year after being hit by a double whammy of dual-control measures and a power crunch.
On Monday, the National Statistics Bureau reported a record high of 3.36mln tonnes of
primary production in April. The production recovery was largely anticipated. Back in January,
we had expected that there would be some fine-tuning to the 'twin-carbon' goals on the way
so that there may be less disruption to production when regional governments carry out their
decarbonisation-related works this year. However, the speed of recovery came faster than
expected.
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China primary aluminium production
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First of all, after President Xi's comments in January, this seems to have provided leeway
for officials at multiple levels to recalibrate their priorities. Second, the Covid outbreaks since
late 1Q22 are taking a heavy toll on the economy. Therefore, local governments are under
huge pressure to prioritise economic growth and job preservation rather than continue with
their aggressive campaign on carbon reductions. Thirdly, senior-level policymakers have
orchestrated efforts to boost coal supply and keep power supply adequate for industrial
production. Although for aluminium, an improved hydropower generation from Yunnan is a
bonus due to the higher water reservoir this year's rainy season.

As this year's growth target gets increasingly out of reach, pragmatism could win again for the
time being. The Communist Party's Qiushi magazine, published today on the front page,
reiterates Xi's old speech six months ago on 'dual-carbon' goals and calls for a better balance
of the long-term and short-term goals.

The restarts of suspended capacities, as well as some newly built capacities, are mainly seen in
southwestern China Yunnan and Guangxi provinces; both are relatively underdeveloped
provinces in China. In contrast to 2H21, local governments have turned supportive of
production restarts so far this year. Another one million tonnes of capacity is scheduled to
come online from Guangxi province during the remainder of the year.

However, costs are rising from petroleum coke to carbon anode mainly due to raw material
constraints. In May, prebaked carbon anode (accounting for about 13% of primary aluminium
smelting costs) and its key raw material petroleum coke prices hit a record in China. Hence,
smelters margins have started to weaken. It remains to be seen whether costs will continue
rising and eroding margins, so this may slow down the smelters' restarts later this year.

As supply growth beat expectations, demand has fallen sharply since Mach after Shanghai
plunged into strict lockdowns and other areas followed. This, compounded with a deterioration
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of overall risk sentiment amid the Fed's more aggressive policy stance, has seen aluminium
prices fall sharply. In relative terms, Shanghai prices have been weaker than London, reflecting
weaker market fundamentals. However, European smelters have been unable to restart so far,

leaving a tight market which is supportive of the LME inventory drawdown. Hence, markets
(China vs ex-China) have become further polarised.

As a result, China flipped into a net exporter of primary aluminium. March exports were 42kt
compared to 39.4kt of imports. According to preliminary trade data for April, total exports of
primary aluminium and aluminium products were 597kt, compared to 197kt of imports. More

detailed data will be only available later this month to show the breakdown of primary
aluminium and the products.

China primary aluminium imports and exports (tonnes)
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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
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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 requlation 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 BRO00341) 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 www.ing.com.

Snap | 16 May 2022 4


https://www.ing.com

