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After rising in lockstep with the broader industrial metals basket since last year,

aluminium prices have taken the lead in recent weeks (see figure below). Aluminium’s

uses are diverse, and demand comes from a range of different applications. These include

consumer products like food packaging and electronics, various modes of transport, and

electrical infrastructure. A combination of tight supply and growing demand has lent

buoyancy to this dynamic metal. Can aluminium continue its ascent in the coming weeks

and months? Some of the following forces could determine the metal’s trajectory.

 

Figure 1: Aluminium prices have outpaced the industrial metals basket recently

Source: WisdomTree, Bloomberg. Data as of 08 April 2021. Year to date performance shown with prices rebased to 100

on 31 Dec 2020.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

Aluminium’s near-term fundamentals look supportive

In the first quarter of 2021, aluminium’s demand has risen to its highest level in 5

years. This has largely been driven by growing demand from China which consumes around

60% of global refined aluminium supply1. In recent days, however, additional support has

come from supply curtailments in Inner Mongolia. Since primary aluminium production is

an electrical energy-intensive process, Inner Mongolia has mandated smelting
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curtailments since March 15 to meet Q1 2021 energy consumption targets. This has made

the market tighter in the short term. 

 

While it is possible that some of this tightness may ease in the second half of the year

when inventories might build again, but the risk of additional closures remains. From

being in deep contango six months ago, aluminium’s futures curve has become flatter,

reflecting this ongoing tightness in the market.

 

Aluminium’s long-term prospects look bright

It would be remiss to discuss the prospects for any base metal without acknowledging the

significant impact Biden’s proposed infrastructure plan might have. According to the

White House, a third of the pledged $2 trillion is expected to go towards transportation

infrastructure and electric vehicles. The transportation sector, ranging from

automobiles to trains and aircrafts, is one of the largest sources of aluminium demand.

Aluminium’s machinability makes it easy to use. Its lightweight allows various modes of

transport to be more efficient, and its ability to absorb shocks adds an added layer of

safety. According to International Aluminium Institute and Audi Lightweight Design

Centre, the use of aluminium can enable a weight reduction of 40% compared to a

lightweight steel car body. The expected growth in electric vehicles bodes well for long

term aluminium demand. 

 

Conclusion

While aluminium’s recent price performance has been driven by growing cyclical demand

and unexpected supply cuts, its prospects are also aligned with the electric vehicle

industry. Policy support from the US as well as other countries could accelerate the

potential demand growth. 

 

Source

1 Citi Research as of March 2021

 

Related blogs

+ What’s hot: Palladium supply deficit could widen in 2021

+ A moment in markets – The evolving investment narrative surrounding metals

 

Related products

+ WisdomTree Aluminium (ALUM)

View the online version of this article here.
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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.
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