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Owing to their cyclical nature, industrial metal prices remain under pressure due to the

risk-off sentiment caused by plunging oil prices. Aluminium prices have fallen to

US$1466 per metric tonne (MT)1, below the key US$1500/MT mark, making aluminium the worst

performing (19.52%) industrial metal year to date2. Unlike other industrial metals

experiencing a supply shock, aluminium’s supply has continued to increase. One reason

for this is that the aluminium industry’s supply is known to be price inelastic owing to

falling input costs, higher smelter restart costs, longer term power contracts and

government support. Energy accounts for 40% of aluminium’s production costs, so falling

oil prices is lowering the production costs of smelters. In addition, aluminium

smelting’s low labour intensity has not resulted in the need for major cuts in output

due to COVID-19. Consequently, aluminium has seen very limited impact from the

quarantine restrictions as well as limited price driven smelter cuts, driving a rapid

build-up in its inventory that will take a much longer duration to clear even once

demand resumes. 

 

Figure 1 – Aluminium supply disruptions versus other industrial metals

Source: WisdomTree, Company Reports as of 17 April 2020. 
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China responsible for higher aluminium output 

 

China is the world's largest consumer and producer of aluminium, accounting for a global

share of more than 50%. On 20th April, the International Aluminium Institute (IAI)

reported that global aluminium production grew by 1.5% over the prior year to 5.48mn

tons in March, marking its highest level since December 2018. China was responsible for

the expansion in production. Chinese aluminium smelters largely maintained their

production during the COVID-19 crisis, they were also able to export more again as the

situation in the country gradually normalised. This is likely to result in an

oversupplied aluminium market amidst weak demand during the coronavirus outbreak.

Aluminium stocks in the London Metal Exchange’s (LMEs) warehouses have risen by 34% over

the prior 6 months.

 

Figure 2: Aluminium Smelter Production dominated by China

Source: Bloomberg, WisdomTree as of 17 April 2020

 

Aluminium Demand to remain weak in 2020

 

Aluminium’s use is derived from a myriad of industries – from cars to aeroplanes and

drinks cans. The COVID-19 pandemic has paralysed demand. While shifting consumer

preferences in packaging away from plastic bottles to cans continues to provide a source

of growth for aluminium’s demand. The transport sector accounts for nearly 30% of

aluminium’s demand and the slump in global activity, exacerbated by the lockdown, is

likely to place significant pressure on aluminium. Unless we see significant cuts in

supply to offset the lost demand for the metal, aluminium prices will be unable to stage

a sustained price recovery. 

 

1 Bloomberg as of 22 April 2020

2 Bloomberg as of 22 April 2020
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+ Copper’s fundamentals displaced by the Coronavirus

 

Related products

+ WisdomTree Aluminium

View the online version of this article here.

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330

https://www.wisdomtree.eu/en-gb/blog/2020-03-12/copper-s-fundamentals-displaced-by-the-coronavirus
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-aluminium
https://www.wisdomtree.eu/en-gb/blog/2020-05-07/aluminium-outlook-remains-weak-as-output-rises-amidst-weak-demand


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 issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts 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 is 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 laws 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 legal 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 in the          

appropriate prospectus and after seeking independent investment, tax and legal        

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 indirectly) 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 WisdomTree

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 loss arising from any use of this document or its contents.

 

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330


	ALUMINIUM OUTLOOK REMAINS WEAK AS OUTPUT RISES AMIDST WEAK DEMAND

