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WHAT’S HOT: COPPER IS RED HOT ON
CHINA’S REOPENING, BUT THERE IS
MORE TO IT
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Copper is to commodities, what tech stocks are to equities. They are both historically
cyclical but also promise potential long-term growth. Tech stocks were down last year,
not because the underlying technologies were dead, but because central banks were
aggressively tightening monetary policy. Copper too endured the same fate on account of
macro headwinds despite the accelerating energy transition. Lockdowns 1in China added
another layer of disappointment.

So, with the macro backdrop changing this year, 1is the red metal becoming red hot?
Markets appear to be endorsing that narrative. what does the demand and supply situation
Took Tike?

China reopening

China consumes more than half of global refined copper with its demand experiencing an

eight-fold increase in the past four decadesl. chinese manufacturing activity, therefore,
is inevitably a key driver of copper prices (see figure below).

Copper prices tend to correlate with Chinese manufacturing activity
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Source: WisdomTree, Bloomberg, data as of 02 February 2023. PMI is Purchasing Managers’ Index.

Historical performance is not an indication of future performance and any
investments may go down in value.
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Chinese manufacturing activity remained contractionary through August till December Tast
year, as evident from the Manufacturing Purchasing Managers’ Index. In January, while

the number remained contractionary at 49.22, the expectation is for it to pick up in the
coming months if Tockdowns remain sustainably Tifted.

Cchina is a crucial source of copper’s green demand too. Chinese subsidies for electric
vehicle (EV) makers have given rise to a booming industry to the point where BYD is now
competing fiercely with Tesla for market share worldwide. Although subsidies for
producers will come to an end this year, tax exemptions for buyers will remain in place
through 2023. This will further be supported by the rollout of charging infrastructure,
a key component of China’s 14th 5-year plan issued in December 2022.

A battery EV can require three to four times as much copper as an equivalent internal
combustion engine vehicle. Similarly, a 200 kilowatt (kw) fast charging station uses

around 8 kilograms of copper3. There is a similar multiplicative effect on copper demand

from other energy transition applications Tlike renewable wind and solar power, which
China is heavily investing 1in.

The supply side

In what’s Hot: Dr Copper’s misdiagnosis, we highlighted how copper’s 1inventories on
exchanges are perilously Tow, a sign of supply tightness which could exacerbate if
demand picked up quickly.

According to wood Mackenzie, copper may see a slight global refined market surplus of

170 kilotons (kt) 1in 2023*. But there 1is considerable uncertainty surrounding this
forecast. on the supply side, disruptions such as the ones we’ve seen recently in Peru
could play an important role. Peru is the second largest copper producing nation and is
responsible for around 10% of global mined production.

Anti-government demonstrations in Peru have led to shipments being halted at the 300 kt
Las Bambas mine, and disruptions at Glencore’s 180 kt Antapaccay mine, and other mines

including Constancia (117 kt) and Cuajone (148 kt)°>.

The figures above highlight how disruption in supply from Peru can easily tip the copper
market into a deficit. While disruption may not be as severe this time as it was when
Covid caused mine closures in Chile and Peru in 2020-2021, it could still be meaningful
especially 1if coupled with more demand from cChina. Market pricing has been moving in
response to these developments.

The energy transition

At the world Economic Forum in Davos in January, European Commission President Ursula
von der Leyen pledged unprecedented support in clean technology across all sectors of
the energy transition. For Europe to remain competitive in the new era of clean energy,
it must offer something that can rival the uUS Inflation Reduction Act. In 2023, we
expect more action from US, Europe, and cChina now that energy security has become
synonymous with the energy transition.

According to wWood Mackenzie, for the world to be on track for net zero by 2050, 9.7 Mt
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of mine supply will need to come from projects that are yet to be approved. This amounts
to $23bn of 1investment a year in new projects, 64% higher than the average annual spend
over the last 30 years.

conclusion

Copper’s long-term demand trends suggest it could continue trending upwards but remain
cyclical depending on the macroeconomics. Cyclical pullbacks could create -interesting
entry points for investors who recognise copper’s structural case.

Sources

1 International copper Study Group’s Factbook 2022.

2 Bloomberg, January 2023.

3 International Copper Study Group 2023.

4 wood Mackenzie’ report, “Copper: Things to look for in 2023” dated January 2023.

> Morgan Stanley as of January 2023.
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View the online version of this article here.

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF


https://wisdomtree.eu/~/link.aspx?_id=614C6640BEFD4F5194A4037862DDE0BC&_z=z
https://wisdomtree.eu/~/link.aspx?_id=0DFB00D490EE4750BC846CCC1AAC453B&_z=z
https://www.wisdomtree.eu/en-gb/blog/2023-02-03/copper-is-red-hot-on-chinas-reopening-but-there-is-more-to-it

WisdomTree INSIGHT ARTICLE

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF



	WHAT’S HOT: COPPER IS RED HOT ON CHINA’S REOPENING, BUT THERE IS MORE TO IT

